_ EIGHTY-THIRD CONGRESS 
SECOND SESSION 
on 


“NOVEMBER 4, 5, 6, 8,9, 10, 11, 12, AND 18, 1954 








EXERCISE OF STATUTORY REQUIREMENTS OF 
SECTION 164, ATOMIC ENERGY ACT OF 1954 


UTILITY CONTRACT BETWEEN ATOMIC ENERGY 
COMMISSION AND MISSISSIPPI VALLEY GENERATING 
COMPANY 


HEARINGS 


JOINT COMMITTEE ON ATOMIC ENERGY 
CONGRESS OF THE UNITED STATES 
EIGHTY-THIRD CONGRESS 
SECOND SESSION 


EXERCISE OF STATUTORY REQUIREMENTS UNDER 
SECTION 164, ATOMIC ENERGY ACT OF 1954 


UTILITY CONTRACT BETWEEN ATOMIC ENERGY COMMISSION AND 
MISSISSIPPI VALLEY GENERATING COMPANY 


NOVEMBER 4, 5, 6, 8, 9, 10, 11, 12, AND 13, 1954 


Printed for the use of the Joint Committee on Atomic Energy 


os 


UNITED STATES 
GOVERNMENT PRINTING OFFICE 
WASHINGTON : 1954 





JOINT COMMITTEE ON ATOMIC ENERGY 


(Authorized by Public Law 703, 83d Cong.) 
W. STERLING COLE, New York, Chairman 
BOURKE B. HICKENLOOPER, Iowa, Vice Chairman 
CARL HINSHAW, California EUGENE D. MILLIKIN, Colorado 
JAMES E, VAN ZANDT, Pennsylvania WILLIAM F. KNOWLAND, California 
JAMES T. PATTERSON, Connecticut JOHN W. BRICKER, Ohio 
THOMAS A. JENKINS, Ohio GUY CORDON, Oregon 
CARL T. DURHAM, North Carolina RICHARD B. RUSSELL, Georgia 
CHET HOLIFIELD, California EDWIN C. JOHNSON, Colorado? 
MELVIN PRICE, Illinois CLINTON P. ANDERSON, New Mexico 
PAUL J. KILDAY, Texas JOHN O. PASTORE, Rhode Island 
ALBERT GORE, Tennessee * 
CorBiIn C. ALLARDICE, Executive Director 


1Senator Edwin C. Johnson, of Colorado, resigned effective November 8, 1954, and 
Senator Gore was appointed thereafter to fill that vacancy. 


II 





3 
3 


pert ne 


RR EASY Mae on 


2 a REN RRS ail manent Beil 





NOTE 


The Joint Committee on Atomic Energy considers the hearings it 
held on the proposed revisions to the Atomic Knergy Act of 1946, on 
June 17 and 18, 1954, form an essential part of the historical back 
ground in its consideration of a waiver of the waiting period for the 
so-called Dixon- Yates contract. 

For this purpose reference is made to part II of the printed hearings 
on 8S. 3323 and H. R. 8862, to amend the Atomic Energy Act of 1946, 
pages 945 through 1157. 

The discussion on the proposed section 164 included testimony from 
both Government witnesses and private individuals bearing upon the 
proposed utility contract with Dixon-Yates. Some of the witnesses 
appearing at that hearing, although their testimony was not under 
oath, set forth views which are felt to be germane to the current pro- 
ceedings during which the waiver was considered. 
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EXERCISE OF STATUTORY REQUIREMENTS OF 
SECTION 164, ATOMIC ENERGY ACT 


UTILITY CONTRACT BETWEEN ATOMIC ENERGY COMMIS- 
SION AND MISSISSIPPI VALLEY GENERATING C0. 


THURSDAY, NOVEMBER 4, 1954 


CONGRESS OF THE UNITED STATES, 
JOINT CoMMITTEE ON A'romIc ENERGY, 
Washington, D.C. 

The Joint Committee met at 11:15 a. m., pursuant to notice, 

Old Supreme Court chamber of the Capitol, Hon. W. Sterling Cole 
(chairman of the joint committee ) pres ding. 

Present: Representative Cole (presiding), Senator Hickenlooper, 
Senator Knowland, Senator Bricker, Senator Anderson, Senator Pas- 
tore, Representative Hinshaw, Representative Van Zandt, Represent 
ative Patterson, Representative Durham, Repre sentative Holifield, 
Representative Price, and Representataive Kilday. 

Present also: Corbin C. Allardice, Executive Director of the Joint 
Committee on Atomic Energy. 

Chairman Coir. The Joint Committee will come to order. 

The Joint Committee on Atomic Energy of the Congress has been 
called at this time by request from the Chair and the vice chairman 
for the purpose of hearing, acceding to the request from the Atomic 
Energy Commission for an opportunity to present a proposed con 
tract for the purchase of electric energy for use by the Atomic Energy 
Commission, and the further request by the Commission of the com- 
mittee to waive the provisions of the law which permits this committee 
to waive any of the requirements of the act insofar as the execution 
of this type of contract is concerned. 

The atomic energy law permits the Atomic Energy Commission 
to enter into a contract with private utility companies for the purchase 
and acquisition of electric energy for use by the Commission in con- 
nection with any of its facilities, but the law imposes the restriction 
should be that such a proposed contract will not become effective until 
it has lain before the Congress for 30 days while the Congress is in 
session, unless the Joint Committee waives that provision of the law. 
It is pursuant to that section of the act that the Commission has 
presented the contract and has requested a waiver. 

The committee has recently determined that the procedure shall 
be that all of the witnesses in this matter will be subjected to oath or 
affirmation, that the first witnesses for this morning’s hearings will 
be the Chairman of the Commission and the Director of the Bureau 
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of the Budget. They will be allowed to present their testimony with- 
out interruption. Immediately upon the conclusion of the testimony 
from those two witnesses, the sy will then be recalled for interrogation. 
It is to be hoped that conditions will make it possible for the Chairman 
of the C ommission to be excuse xd so as to ke 1a x a bong Sti unding engage- 
ment of this afternoon. However, that is something that will have 
to be determined as time and circumstances develop. 

During the past several weeks the chairman has received requests 
from a number of persons for an opportunity to appear as witnesses 
either for or in opposition to this proposal. The committee has de- 
cided that whatever witnesses whom we may characterize as public 
vitnesses may desire to do so will be allowed to appear and their 
testimony will be heard by the committee. However, it should be 
underst ood that in order for those reauests to be eff ctive, they must 
be renewed by the individuals who desire to appear. I hope that 
the press and the other mediums of communications will sufficiently 
notify the pub lic so that if an ybody desires to appear they should 
make thé at desire known to the committee forthwith and they will be 
allowed to be heard. 

This hearing has two aspects, one a consideration of the contract 
itself, and the other consideration the request by the Commission for 
a waiver of the 30-day period. All of the witnesses appearing in 
behalf of the Government are instructed to direct their testimony to 
those two aspects—one, the contract itself and the terms of the con- 
tract, and the other the reasons for walving the 30-day period. 

Representative Hoxirrecp. In what order will those two requests 
be testified to ? 

Chairman Corr. That is a matter that I think we should leave to 
the determination of the witnesses, the individual witnesses, to decide 
in which order they prefer to oly e their presentation. 

Representative Honirrmnpp. In my opinion, the question before this 
committee is whether the majority of this committee will waive the 
right of the whole Congress to scrutinize this during the 30-day period 
or whether we should take upon ourselves the responsibility to exer- 
cise the right of waiver, thereby precluding the rest of Cone from 
considering the contract. P think that the testimony should be 
directed toward the necessity for waiver rather than the terms of the 
contract. 

Senator Hickentoorer. Mr. Chairman, may I just suggest that I 
do not think that this committee will be in any position, or have any 
information, upon which to base a determination as to whether or not 
there shall be a waiver until they know something about the contract. 
| think that the two can be taken together, and certainly I would be 
In no position to vote one way or the other on the question of waiver 
until 1 have some factual evidence as to what kind of a contract it 
was, whether it was a good contract or bad contract or anything. I 
think the two go together. 

Chi uirman Corr. The witnesses are instructed to give testimony on 
the 2 phases of this inquiry, and the Chair should for the sake of 
public interest indicate that upon the completion of the testimony of 
the 2 Government witnesses who have just been identified, ch ahi nt- 
ing the Commission, and the Bureau of the Budget, other Govern- 
ment witnesses will be heard in the following order: General N vichols, 
as General Manager of the Atomic Energy Commission. On cone lu- 
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sion of his testimony, he will be subject to interrogation by the com- 
mittee. 

Following General Nichols will be General Vogel, Chairman of the 
Tennessee Valley Authority; and after his testimony he will be 
subjected to interrogation. 

Following General Vogel will be Mr. Weitzel, the Deputy Comp 
troller General. 

Also, the committee will hear, if circumstances make it possible, 
Senator Gore, who has made a request to present a statement. 

The first witness is Admiral Strauss, Chairman of the Commission. 

Do you solemnly swear the testimony you will present at this hear 
ing will be the truth, the whole truth, and nothing but the truth so 
help you God? 

Mr. Srravss. I do. 

Chairman Coie. Mr. Strauss, you are welcome to present a state- 
ment in any fashion you wish. 


TESTIMONY OF LEWIS L. STRAUSS, CHAIRMAN, UNITED STATES 
ATOMIC ENERGY COMMISSION 


Mr. Srravss. Shall I proceed, Mr. Chairman ? 

Chairman Coxe. Proceed. 

Mr. Srravuss. Mr. Chairman and gentlemen, accompanying n 
morning are Mr. Nichols, the General Manager of the Atomic Ene oy 
Commission, and Mr. Cook, the Deputy General Manager, and Mr. 
Mitchell, the General Counsel. These three gentlem« n have had a 

' 


ic this 


day-to-day detailed relationship with the contract, which 


‘ 
submitted to you. Following my short statement, Mr. Nichols will be 
prepared, with your permission, to present the contract, the supporting 
material from the Attorney General, and the Director of the Budget, 
and the Federal Power Commission, and the Acting Comptroller 
general. 


My purpose is briefly to review the hist i of the contra ( to 
discuss, equally briefly, the misunderstandings and some misrepre 
sentations that have been made concerning it. 

In the first place, I think it would be appropriate for me to say 
that I believe that the proposed arrangt nt is in the est of the 
people. A 

My formal introduction to it, the circumstances which led up to the 
contract, to the draft contract, began according t our records on 
December 2. 1953. when at the invitation of Mr. Dodge, then Director 
of the Budget, we attended a meeting in his office. The Commission 


representation was Mr. Williams, the Deputy General Manager of the 
Commission, and myself, and Mr. Williams had been active in the 
negotiations for power in past years, with the Tennessee Valley 
Authority and with the EEI and OVEC, the latter being two private 
utility combines now engaged in supplying power to our plants. 

They were organized in response to the Commission’s needs for 
power, and at the instance of the Commission under the previous 
administration. So far as I have been able to ascertain, the contracts 
awarded to them were negotiated contracts, without competitive 
bidding. 

At this meeting Mr. Dodge asked if it would be feasible to have 
private industry bring generating capacity to replace the generating 
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capacity now being furnished by TVA to the extent of 450,000 kilo- 
watts by 1957. Mr. Dodge indicated that this was in connection with 
a determination to be made by the administration on a request by the 
TVA for an appropriation to build additional steam plants. 

At the meeting, Mr. Williams indicated that it might be feasible 
and that it would pe explored with the EET. 

On December 8, Mr. Williams conferred with Mr. McA fee of EET, 
and Mr. McAfee was asked whether his company or some similar 
corporation which might be set up, would be interested in furnishing 
to AEC as much as 450,000 kilowatts of generating capacity by the 
middle of 1957. 

Our records indicate that Mr. McAfee said that there would have to 
be some discussion as this would ts o considerable finane ng, but that 
he would make some contacts and have a better idea of his interest 
thereafte 

Mr. Williams informed the Bureau of the Budget of this discussion. 
The Bureau requested that Mr. McAfee indicate his interest by letter, 
and such a letter was written on December 14, and a copy was made 
available to the public together with other exchanges in the matter 
last August 

On the 23d of December, Mr. Dixon called on me, and this was the 
first time that | had met Mr. Dixon, but Mr. Dixo h id done business 
with the Commission during the period of my predecessor, having 
been an officer of EEI, which company, as I stated, was formed at the 
Commission’s instance in connection with the requirements for power 
at our Paducah installations. 

At this juncture, Mr. Chairman, on the point of personal privilege, 
I would like to interpolate a statement to the effect that allegations 
which I have seen to the effect that Mr. Dixon and Mr. Yates were 
personal friends of mine and that their companies were former clients 
of mine were inferences to be drawn therefrom are quite false. I have 
never had the pleasure of meeting Mr. Dixon to the best of my knowl- 
edge prior to December 23, and did not meet Mr. Yates until some time 
thereafter. I have never done business of any nature, directly or indi- 
rectly, with the companies of which either of these cventlemen are 
officers and have never owned any of the stock of either of thes 
companies. 

But to return to the history : On the o casi¢ n when Mr. Dixon called 
at the Commission’s offices on December 23 he indicated that he had 
made a proposal to the TVA to furnish TV A with 450,000 kilowatts 
of power to be delivered at their connection near Memphis. He left 
a copy of this letter with us. It was made public by the Commission 
last August. We do not know what action was taken on that. 

On January 4 of this year we received a letter from the Acting 
Director of the Bureau of the Budget, indicating that it would be 
helpful if the Commission would proceed with negotiations with a 
view to reaching a firm agreement with private interests to supply an 
additional 500,000 to 600,000 kilowatts of generating capacity, not 
later than the fall of 1957. We have made this letter public. 

On the 14th of January there was a meeting with Messrs. Hughes 
and McCandless, of the Bureau of the Budget, with Mr. Williams 
and Mr. Nichols and myself, of the Commission, at which time Mr. 
Nichols pointed out that if the Commission purchased more power 
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from private utilities in lieu of TVA power presently under firm 
contract it could cost the AEC more per kilowatt, and would not be 
a certain supply due to possible delays in construction. He further 
stated EEI was not eager to enter into such a contract, and that it 
might be better for either Memphis or TVA to make a power contract 
with private utilities along the lines suggested by Mr. Dixon and 
Mr. McAfee. The Acting Director ot the Budget requested that we 
pursue the matter further. 

On January 20 representatives of the Commission met with Mr. 
McAfee and Mr. Dixon, who stated that they were ready and willing 
to help with the problem of furnishing power but expressed concern 
over the method of providing it. They thought it would be bette: 
to have the TV A make direct arrangements with the private utility for 
the supply of power and to bring it into the system otherwise tha 
in the Paducah-Joppa area, where it would be difficult to dispose of 


in the case that the AEC requirement was ever materially reduced. 

On the sane date, January wv, there was a second nee ry or the 
same individuals, together with representatives of the Bureau of the 
Budget. Mr. McAfee and Mr. Dixon reiterated their statement and 
Mr. Dixon indicated that his system Was ready at any time a d had 


made proposals to TVA on this matter to furnish 450,000 kilowatts 


to the Memphis area at whatever cost the Federal Power Commissio1 
deemed fair. 

Further details of this conference are to be found in the mate 
which the ( ‘ommission released to the public last Aq ust. 

On February 3, Mr. Yates, chairman of the board of the Southern 
Co., met with Mr. Nichols and informed us that he had advised the 
Bureau of the Budget of his interest. Mr. Yates indicated that his 
company was proposing to build a plant near the southwestern cornet 
of the TVA system in the near future and, furthermore, that they could 
make available to the TVA immediately 100,000 to 200,000 kilowatts 
in this general area. 

Mr. Nichols thereupon suggested to Mr. Yates that he might do the 
same thing that Mr. Dixon had done, that is to say to make an offer 
in writing to the TVA to furnish this additional power under con- 
tract tothe TVA and also to contract for furnishing additional power 
from the new plants they were considering. Mr. Yates indicated that 
he was planning to visit Mr. Clapp of TVA and would make this in- 
formation known to him. 

On the 10th of February, we received a copy of the letter which Mr. 
Yates had written to Mr. Clapp, Chairman of the TVA, on the preced 
ing day, and we made this letter public last August, and we do not 
know what the result of it was. 

On February 10, at the request of Mr. Hughes of the Bureau of the 
Budget, Mr. Nichols saw Mr. Yates of the Southern Co. Mr. Yates 
stated that he had informed Mr. Hughes that he was prepared to co- 
operate with Mr. Dixon. He also reiterated his willingness to sell 
TVA power directly in their own area. 

On the 25th of February we received the initial proposal from 
Middle South Utilities, Inc., and the Southern Co., now popularly 
known as the Dixon- Yates group, and this proposal in full was made 
public by the Commission last August. 

On the 3d of March, the Commission wrote to the Director of the 
Budget referring to the President’s budget message and informing 
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him of the proposal made by the two utilities companies in question 
and this letter has also been released to the public. 

The proposals then underwent a series of revisions which continued 
in the course of constant negotiation until the ultimate draft of the 
contract, dated October 1. The Bureau of the Budget was, of course, 
continually informed of these revisions which have had the effect of 
improving the contract from the point of view of the Government. 

Those improvements will be detailed in the statement which will 
be submitted by Mr. Nichols, the General Manager of the Commis- 
sion. There were numerous conferences with officials of the Budget 
sureau and several of which were attended by Mr. Clapp, Chairman 
of the TVA, during this period. 

Also, during this period, a proposal was received from Messrs. 
Burch, Porter, and Johnson stating that they desired to submit a 
proposal. It is sometimes referred to as the Von Tresckow proposal. 
The correspondence with this group was made public by the Commis- 
sion last August. This proposal was analyzed by the Bureau of the 
Budget and the Federal Power Commission and it was concluded that 
it did not warrant further consideration for reasons fully set forth 
in the letter from the Director of the Bureau of the Budget which we 
made public last August. 

On June 16, the Director of the Budget addressed a letter to us 
conveying the President’s instructions to the Commission to proceed 
with negot iations with the sponsors of the proposal made by the South- 
ern Co. and the Middle South Utilities Co. 

On the following day, June 17, and the next day, June 18, your com- 
mittee held hearings on the pending measures to amend the Atomic 
Energy Act of 1946, and on those 2 days some of the issues with respect 
to the proposal as it concerned the Atomic Energy Commission were 
discussed by various members of the Commission. 

On the 30th of June, the Commission authorized the General Man- 
ager to proceed with negotiations with the understanding that the 
contract would be referred to the Commission prior to execution, and 
on the same day letters were written to the Vice Chairman of the TVA 
and to Messrs. Dixon and Yates to inform them that we were prepared 
to initiate negotiations. These letters have all been made public. 

On August 12, the General Manager, Mr. Nichols, addressed to the 
Commission a memorandum recommending the approval of trans- 
mittal of the proposed contract in its then form to your committee, 
and this memorandum has been released to the public. 

The Commission approved transmittal of the proposed contract on 
that date and 4 days later the Senate passed the Cole-Hickenlooper 
bill and on the following day, August 17, the House passed the bill. 

On the 18th of August, copies of the draft contract in its then form 
were submitted to your committee. 

The draft contract provides for construction and operation of a 
650,000-kilowatt steam electric generating station and associated 
transmitting ~ amin for the deliver y of 600,000 kilowatts of firm 
power to AEC or to the TVA for the account of the AEC in replace- 
ment of power turiaaed by TVA to AEC. 

The principal features of the contract and some of the advantages 
which will accrue to the Government are as follows: 

First, the Atomic Energy Commission will be assured of a firm 
supply of power. The plant will be constructed and operated by ex- 
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perienced utility companies and backed up by an existing utility 
system. 

Second, the TVA system will be strengthened under the contract 
by receiving the power near a major load center in the western part 
of its system which will enable TVA to meet anticipated load growth 

Third, cost to the AEC for power would be at rates lower, on a 
comparable basis, than rates under existing contracts with TVA 
other private utilities. 

And I might interpolate there that based on our experience at 
Paducah, Ky., the average cost to the Atomic Energy Commission of 
all power furnished our Paducah plant since 1951 up to the present is 
5.2 mills per kilowatt-hour for power furnished by EEI, and 5.6 mills 
per kilowatt-hour for power furnished | Py the TVA. 

Representative Horirretp. Now, Mr. yhairman, [I want to raise a 
point there. According to our agreement, the witnesses were to pre- 
sent their written statement but if there is going to be interpolations 
why, I insist upon the right of challenging those figures and explain- 
ing why they are that way. So, if the witness will stick to his script, 
I am willing to abide by the agreement of the committee, but if there 
is going to be interpolations which we have no record of when it comes 
back to the time of cross-examination. I want to reserve the right at 
this time to question him. 

Chairman Coie. My understanding was that the witness would be 
allowed to present his evidence and now if the witness desires to 
interpolate a statement made in his prepared statement the Chair feels 
that is within the determination of the Commission. 

Representative Ho.irietp. This member feels he is entitled to say 
that the reason for that high rate of cost of the TVA is because they 
have been requested by the AEC to furnish power which they are not 
producing and which they have to go out and shop for in the com- 
mercial market. 

Chairman Coir. You may proceed. 

Mr. Srrauss. Fourth, the contract provides for firm rates for power 
and energy with adjustments on the basis of formulae definitely 
established in the contract. 

Fifth, the contract provides utility services for a 25-year term with 
option to the Government of two 5-year extensions. 

Sixth, the Government may terminate the contract at any time upon 
payment of agreed cancellation charges. The contractor is then re- 
quired to assume within a fixed period the charges associated with the 
released capacity. 

Seventh, the risk involved in the cancellation of Atomic Ene rgy 
Commission loads will be shared by the contractor instead of bei in 
borne wholly by the Government. 

Eighth, the contract will be financed en itirely by the sponsors with 
private funds obtained from the sale of debt securities to banks and 
institutional investors and by the purchase in cash of capital stock by 
the sponsors. 

Ninth, financing with private capital avoids an inc rease of $100 
million in the national debt which would be required if the Govern- 
ment itself built the plant. 

Tenth, the contract provides for an adjustment in favor of the 
Government if the contractor is able to refinance its debt at a siaer 
interest rate. 





8 UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO. 


Eleventh, the contract must bear the increases in cost of construction 
above a fixed estimate. 

Twelfth, the Government will receive the benefits of any decreases in 
estimated operating costs but the contractor bears the risk of increases. 

Thirteenth, there is no guarantee of return on the equity invested 
by the sponsors. For example, under the terms of the contract if the 
cost of construction and the cost of operations exceed the estimates on 
which the rate structure is based, the effect is that the so-called 9 per- 
cent return on the equity, about which there has been so much misin- 
form: ition, would be reduced, and since this is a risk contract the con- 
tractor’s profit can indeed be reduced to zero or result in a loss. There 
is no guarantee of an y percentage return on the equity of the sponsors. 

Fourtee nth, as is cus tomary in Government contracts, there is in 
cluded in the basic rate structure to be paid by the Government an 
estimated amount for Federal income taxes. ‘Terms of the proposed 
contract which relate to this feature are specifically authorized by law 
and will be discussed by Mr. Nichols in detail. 

Fifteenth, the Commission W il] receive W ithout addition: il capac ity 
charge at least 92 percent of any ¢ apabilit) developed by the plant in 
excess of the planned capab ility oF 650,000 kilowatts. This is an 
especially favorable pro Vision . The Commission may review the con 
tractor’s engineering, purchasing, ree cdesien, and con 
struction plans, W hich nah | provide every possible assurance that a 
plant of not less than 650,000 kilowatts will be realized. 

And, sixteenth, the Commission has the right to supply its own fuel 
which assures the Government control over the largest single element 
of cost of the contract. 

These 16 points indicate what the proposed contract is. The fol- 
lowing refer to what it is not: 

First, it is not a guaranty of 9 percent on capital to private interests. 
Second, it is not a contract negotiated with personal friends, 
other than at arm’s length by those who have represented the Gov- 

ernment. 

Third, it is not a contract which results in the acquisition of power 
at a rate out of line with the experience of the Commission which is 
a very large purchaser of power. 

Fourth, as a negotis ated contract, rather than one resulting from 
the submission of bids, it is not contrar y to the ordinary business prac 
tice including the several precedents established by the Commission 
under the preceding administration. 

Fifth, it is not a negotiation conducted under conditions of secrecy 
but on the contrary all of the Government agencies involved have 
been kept informed ‘and the contract itself as soon as it was in approxi- 
mately final form for Commission approval was sent to the legislative 
body to which the Commission has statutory responsibility. 

Only one point remains, Mr. Chairman, to be dealt with in connec- 
tion with the criticisms which have been leveled at this contract: 
namely, the charge that it is inimical to the TVA, and to the interest 
of public power generally. My responsibility does not include com- 
petence to discuss the philosophy of the President and the adminis- 
tration with respect to the general subject of power, but the Director 
of the Budget who is to testify today, is, 1 understand, prepared 
to discuss this point. 

Thank you. 


bs 
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Chairman Cote. I suggest that you give some testimony in support 
of the request of the Commission of this committee for the waiver 
of the 30-day period. 

Mr. Srrauss. That can be dealt with more effectively by the General 
Manager and the Deputy General Manager as engineers. We have 
been informed and were informed last December that the need for 
power in the area was urgent. As to that, we cannot speak at first 
hand. Wecan speak at first hand with respect to the need for 100,000 
plus kilowatts at our own plant at Oak Ridge and that alone would 
be sufficient reason for us to request as we have that as little further 
delay as possible be experienced in the approval of this contract, its 
execution by the Commission and the initiation of construction. 

Senator Anperson. Mr. Chairman—— 

Chairman Corr. Just a moment, Senator. 

Mr. Strauss. on October 4, the General Manager. Mr. Nichols, sei 
to the chairman of the Joint Committee by letter dated October 4, 
copy of the proposed contract. Have there been any changes o 
alterations in the proposed contract ¢ 

Mr. STRAUSS. There have been some minor ones, and with your per 
mission they could either be detailed now—they are very minor—o1 
in the course of General Nichol’s testimony. 

Chi: uirm: an COLE. | am simply see ‘king t to provide the basis on whi h 
this contract can be now released to the public and officially released. 

Mr. Srravss. With your permission, may I ask General Nichols 
to join me at this moment, just to inquire whether these changes are 
to my point of view immaterial and they are changes in words. 

Mr. Nicnors. I have it in my statement. 

Chairman Corr. If there is to be any change in the contract. as it 
is submitted to the committee on October 4, I think then we should 
await those changes before it is disclosed or the contract goes open 
to the public, so that we will withhold releasing to the press until 
that time. 

Representative Hoxirretp. I would like to ask a question. 

oe itor ANDERSON. I want to be sure that this is all of the testimony 
we are going to have from any member of the Commission as to the 
necessity of a 30-day waiver. We are not going to be—I am not going 
to be—as much interested in the testimony of subordinates. — 
matter would normally go over until Janu: Wy 5, and I think everythi1 
that the Commission has to say officially it must say now. And I am 
just asking that Admiral Strauss, is that all you wish to say on the 
question of the waiver ? 

Mr. Srravss. I would hope, Senator Anderson, that my testimony 
and the testimony of the General Manager of the Commission will 
not be separated in your mind or the minds of the members of your 
committee. The General Manager and his staff have been most active 
in the negotiations of this contract. The Deputy General Manager has 
given practically his entire time to it fora period of a matter of menthe 
while I have attempted to carry on other responsibilities in connecti 
with the Commission. 

I would hope that the same question which you have put to me a 
to the necessity for immediate procedure with this plant will not be 
limited to the answer which I have made. It is quite possible th 


it 
I may have overlooked making as strong a case as could be made for 
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the immediate processing of this contract. We had hoped to have 
it underway months before this time. 

Representative Hoiirretp. I wanted to clear up a point on the re- 
lease of the contract. I did not hear Mr. Nichols give any estimate as to 
when the contract would be available for the public. 

Mr. Srrauss. Mr. Holifield, the contract is available. These changes 
which I have indicated and which I would introduce now, if the 
Chairman desired, are, I believe the lawyers describe it as diminimus, 
and they are changes in verbiage, and if you will permit me I will 
read them into the record at this point, sir. 

Representative Hoirrieip. My only thought was that this contract 
should be released, and if a few minor changes in verbiage is going 
to hold it up for several more days or a week or so, the press would be 
denied it. 

Chairman Corr. Do you have a memorandum showing the changes ? 

Mr. Strauss. Yes. 

Chairman Corr. Do you have sufficient copies so that they can be 
attached to the original contract and be submitted to the press ¢ 

Mr. Srrauss. They are so few that the copies could be made within 
a matter of an hour. 

Chairman Core. Very well. If you have a memorandum—— 

Mr. Srrauss. The General Manager informs me that these changes 
are incorporated in his statement, and that he deals with them in his 
statement to explain each of them. It might be well, since he is 
going to testify, Mr. Chairman, that they be produced at that time. 

Representative Hotimievp. That is all right. 

Senator Anperson. May I return to the question I asked Admiral 
Strauss a moment ago, and remind him that in the new Atomic Energy 
Act, chapter ILL, section 21, it says that the Chairman or Acting Chair- 
man in the absence of the Chairman, shall be the official spokesman 
of the Commission in its ene with the Congress. It does not 
say the General Manager or the Deputy General Manager, and I am 
asking you—is this ever sthing the at you care to say on the subject of 
waiver in behalf of the Commission ¢ 

Mr. Srravuss. Unless I am asked under cross-examination, Senator 
Anderson ; yes, sir. 

Chairman Coie. Permit the Chair to interpolate here in connection 
with the announcement that any witnesses from the public generally 
who may desire to appear should understand that their statement 
must be in writing, and presented to the committee 24 hours in advance 
of the time when they are scheduled to appear as witnesses. 

I neglected to give expression to that condition at the time I referred 
to it. 

Thank you very much. 

Representative Prick. Mr. Chairman, I just wanted to be certain 
that we understand that the Chairman of the Commission will be 
before the committee again. 

Mr. Strauss. Yes. I will be available to call, Mr. Chairman. 

Representative Price. Mr. Chairman, I merely said that we under- 
stand that the Chairman of the Commission will be before the com- 
mittee again. 

Chairman Coie. Oh, yes; I am sure Mr. Strauss understood that. 

Mr. Srravss. I requested to be excused this afternoon for a reason 
which I explained to the Chair. 
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Chairman Core. I wonder if it would not be agreeable to the com- 
mittee that we comply with Mr. Strauss’ request to be excused this 
afternoon, and that he return tomorrow morning for interrogation / 

Representative Price. It is perfectly agreeable. I just wanted it 
understood that he would return before the committee. 

Chairman Corr. Very weil. We will excuse you then from appear- 
ance this afternoon, and if you would please be back tomorrow morn 
ing to answer qi uestions. 

‘The next witness is Mr. Hughes. Mr. Hughes is the Director of 
the Bureau of the Budget. 

Do you solemnly swear the evidence ane testimony you will give in 
these proceedings on this matter will | he truth, the whole, truth, 
and nothing but the truth, so help you Ge od? 

Mr. Hueues. I do. 


TESTIMONY OF ROWLAND R. HUGHES, DIRECTOR OF THE BUREAU 
OF THE BUDGET 


Chairman Cote. Mr. Hughes, you have heard the discussion which 
has been voiced earlier, with respect to the type of testimony the 
committee would expect from you, and the procedure to be followed. 
We would like you to give emphasis on two points, the contract itself, 
and the reasons why the Governme nt, the administration, fee ls that 
it is important to waive the 30-day period. 

Will you proceed, sir, in any fashion without interruption. 

Mr. Hvucues. Mr. Chairman and members of the committee, I am 
glad to have this opportunity to appear before you. First,.1 want 
to say that the Bureau of the Budget has not been directly concerned 
with the specific provisions of the contract now before you. Its tech- 
nical aspects have been handled by the Atomic Energy Commission 
and other interested agene ies. Mr. Nichols will present detailed in- 
formation to the committee on the contract’s terms. 

Although the contract itself is the committee’s immediate interest, 
consideration of its history is needed to understand what it is de- 
signed to accomplish and how it will do it. I will, therefore, review 
the transaction from its inception. Admiral Strauss’ statement has 
covered many of these points, but I think it would be helpful to have 
some of the administration’s thinking in connection therewith. 

All basic information that I have on the subject is already public 
knowledge. Several months ago, the President directed release to the 
press of the Atomic Energy Commission and Budget Bureau records 
on this matter. This release was made on August 21, and I should 
like to request that it be made a part of this hearing. (See appendix 
A, p. 811.) 

I also have three documents relating to this material subsequent to 
August 21, which I would like also to add to the record. 

(The documents referred to follow :) 

EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET 
Washington 25, D. C., September 17, 1954. 
Honorable Hererrt D. Vocet, 
Chairman, Board of Directors, 
Tennessee Valley Authority, Knoxville, Tenn. 

My Dear GENERAL VOGEL: Dr. Harry A. Curtis wrote to us on August 26, 1954, 
concerning the proposed contract between the Atomic Energy Commission and 
the Mississippi Valley Generating Company. 
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Since that time, you have conferred with the General Manager of the Atomic 
Energy Commission with respect to negotiation of an agreement between the 
two agencies in connection with the power to be procured under the proposed 
contract In view of the statement which you and Mr. Nichols issued on Septem- 
ber 3, 1954, we assume that the fundamental issues raised by Dr. Curtis have been 
resolved We understand that discussions are under way with regard to the 
detailed provisions of the agreement between the Tennessee Valley Authority 
and the Atomic Energy Commission 

Sincerely yours, 

RowLaAND Hueues, Director 

Director’s Chron.: 

Mr. Belchet 

Mr. Schwartz 

Mr. Peterson—Mr. Pilcher 

Mr. Donnelly. 

Mr. Grahl 

Mr. McCandless 


Gen. Herbert D. Vogel, Chairman of the Tennessee Valley Authority, and K. D 
Nichols, General Manager of the Atomic Energy Commission, today issued the 
following joint statement: 

‘The Chairman of the Tennessee Valley Authority met in conference with the 
General Manager of the Atomic Energy Commission today to develop a plan for 
the negotiation of an agreement between the two organizations in connection with 
the power to be procured under the preposed Dixon-Yates contract. 

“The Atomic Energy Commission on August 31, 1954, made a copy of the Dixon- 
Yates contract available to the staff of the Tennessee Valley Authority which is 
presently engaged in preliminary work designed to obtain the necessary basic 
data. There are obviously many technical details to be resolved before final 
agreement between TVA and AEC can be consummated but a meeting of the 
minds has been achieved on all fundamental issues and the TVA will proceed in 
good faith and as expeditiously as possible to prepare the necessary data, and 
it is expected that the technical staffs of both organizations will get together for 
discussions within the next 10 days. 

“The Chairman of the TVA and the General Manager of the AEC are agreed 
that negotiations can proceed between the two agencies in the same spirit of 
good will that has exemplified past negotiations.” 


TENNESSEE VALLEY AUTHORITY, 
Knovrville, Tenn., August 26, 1954. 
The Honorable ROWLAND HUGHEs, 
Director, Bureau of the Budget, 
Executive Office of the President, 
Washington 25, D. C. 

Dear Mr. Hueues: The TVA Board has reviewed carefully your letter of 
August 18. We have also reviewed the material relating to the Dixon-Yates 
proposal which was released to the press by your office and AEC’s on August 21, 
copies of which you sent us. Your letter suggests that the concern we expressed 
in our communication of July 2 was based on a misinterpretation of the letters 
forwarded by you on June 16, and indicates that your letter of August 18 merely 
restated the proposal advanced in the earlier letters. To us the letters of June 
16 and the letter of August 18 appear to present quite different proposals for the 
consideration of this Board. 

Under the June 16 letters, we understood that the President had ordered AEC 
to enter into a contract with Dixon-Yates to provide 600,000 kw of capacity sur 
plus to the requirements of its Paducah installations and useful solely for resale 
to TVA. We understood that except for the item of taxes, the cost of such power 
would be charged to TVA. Because we believed that such an arrangement 
transferred the responsibilities of this Board to the members of the Atomic 
Energy Commission and destroyed the basis of our accountability under the 
TVA Act by proposing a major and improvident contract on our behalf, we pro- 
tested. Our understanding that the capacity proposed to be provided by Dixon- 
Yates was for the use of TVA, not AEC, was not an irresponsible conclusion: 
it was fortified by the sentence in your letter of June 16 which stated that “AEC 
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will maintain in force its full contract with TVA at Paducah.” We assumed this 
to mean that AEC would continue to use the low-cost energy available from 
TVA’s Shawnee plant while purchasing higher cost power from Dixon-Yates 
for resale to TVA at the higher cost. The hearing before the Joint Committee on 
Atomic Energy on June 16-17 offered no evidence that our interpretation was in 
error. In fact, it appeared that the Atomic Energy Commission spokesmen agreed 
with us. Mr. Nichols, for example, testified as follows: 

“We (AEC) would be billed for that power by Dixon-Yates, and we would take 
that bill and, still having our contract for Paducah, we would get a credit on our 
Paducah contract for the amount of the bill from Dixon-Yates, less the taxes 
(Hearing, p. 970.) 

In contrast, the second sentence on page 2 of your August 18 letter states 
“This (the Dixon-Yates arrangement) will involve a modiiication of the present 
contract between AEC and TVA to reduce the AEC demands by 600,000 kw with a 
corresponding reduction in the amount of energy required by AEC.” You also 
say that “inasmuch as AEC will have the responsibility for contractii 
power produced by Middle South-Southern, it will bear the cost for } 
that power.” If these latter statements represent the final basis for the discus 
sions which you propose between TVA and AEC, then it would appear 
extra costs of several million dollars a year to be incurred by the Govern 


l ent in 
accepting the Dixon-Yates proposal are the primary responsibility of other 
Government agencies rather than of this Board. ‘The only costs to be borne by 


TVA in such av arrangement would be related to the benefits to be received by 
TVA and the specific amounts would be appropriate matters for negotiation 
between TVA’s staff and the staff of ABC 

In this connection we have a deep concern which we present th great rel 
tance, but which we feel an obligation to express PVA hi i \ 
contracts with AEC ; our representatives have met across the table from the staff 





of AEC and have negotiated in good faith. So far as we Know, there s for 
a long period an unblemished record of mutual confilence and goodwill betwee 
these two agencies. Under conditions which have prevailed in the past this 
Board would need no further assurance that your Angust 18 letter does fact 
represent a final conclusion and that it is now contemplated that TVA w é 
involved in this transaction only as the interchange agent to receive power f1 
Dixon-Yates and deliver power to AEC. We would leave the collateral questions 


of cost adjustment to negotiation, confident that equity would prevail 

We cannot, however, ignore our experience of the ] I 
disclosed in the materials released on August 21. We have been unable to undet 
stand the scant consideration accorded to the experienced judgment of TVA’s 
representatives. You will recall that the first Dixon-Yates proposal was sub 
mitted to your office by AEC prior to consultation with TVA, and that it was 
only after members of TVA staff had participated in an analysis that it became 
clear that AEC had greatly underestimated the excess costs to the Government 
of the Dixon-Yates proposal. When a more favorable offer was solicited and 


mast months and t 





received from the private companies another analysis was undertake Our 
representatives offered their experienced judgment on every point In the mate 
rials submitted by your office to the President, however, and by AEC to the 
Congress, TVA’s estimates of the excess costs to be incurred under the Dixon 
Yates proposal were dismissed as inconsequential. For example, no correct 


was made of a substantial and admitted error in calculation pointed out by our 
staff, although the related table was not released for several weeks 

Further, when it became clear that the Bureau of the Budget was prepared 
to recommend acceptance of the Dixon-Yates proposal by AEC, even though 
substantial additional costs were involved, Mr. Wessenauer, on behalf of TVA, 
addressed a letter to Mr. Cook dated April 20, 1954, setti forth some her 


made by TVA for which TVA would request reimbursement if the contract 
amounts at Paducah were reduced. Mr. Cook did not reply to the letter. 
Instead, it was sent to you by General Nichols on April 22 with a letter suvgesting 


costs to AEC of such proposal. These consisted in part of expenditures already 


that “you take the necessary steps to see that both Mr. Clapp and Mr. Wessenauer 
are properly informed concerning the administration’s objectives in this matter.’ 
The items referred to by Mr. Wessenauer, which Mr. Nichols instructed Mr. Cook 
not to consider or even acknowledge, are the essence of what we are now asked to 
negotiate with AEC. 

To illustrate our concern over the possibilities of productive negotiations, 
AEC and Bureau of the Budget representatives have been pressing us to enter 


into negotiations immediately so that AEC can consummate its contract with 
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Dixon-Yates, but AEC has made available to us no more than selected excerpts 
from the draft of agreement. They have informed us that in their opinion these 
are the only provisions which concern us, but you can understand that this is 
a conclusion which we would want to arrive at independently after a careful 
analysis of the whole instrument rather than to accept AEC’s assurance that 
we have no need to see more than the excerpts which they transmitted to us. 

During the debate in the Senate, a situation arose which leads us to question 
whether it is possible for TVA to negotiate a firm agreement with AEC. The 
General Manager of AEC undertook, in connection with the Senate debate, 
to discredit, and in our view to disparage TVA’s performance under existing 
contracts and disclosed a request to your office to modify the financial arrange 
ments already existing between our two agencies as a result of past negotiations. 
We have always regarded the performance of contracts with other Federal 
agencies to be as binding upon us as contracts with our municipal and coopera 
tive distributors and with the large industries which purchase power from TVA. 
We have had no prior experience to match the action of AKC in endeavoring 
to discredit the contract it had entered into and to impugn the integrity and 
good faith of our management. 

These incidents cause us to be deeply concerned as to the possible fruitful 
ness of negotiations which our staff might now conduct with the AEC respecting 
the Dixon-Yates arrangement. Before moving into such negotiations the TVA 
toard must seek assurance that negotiations will be based on a full exchange 
of basic information, a willingness by each party to consider the viewpoint of the 
other and to examine the facts objectively, and an understanding that the results 
of the negotiation will be regarded as a firm obligation. 

We are forwarding a copy of this letter to the Atomic Energy Commission 
in the hope that this frank expression of our views will lead to expressions 
from AEC which will enable us to proceed promptly with negotiations. 

Very truly yours, 

(Signed) Harry A. Curtis, 

Harry A. CurTIs, 

Vice Chairman, Board of Directors 
CC: The Honorable Lewis L. STRAUSS, 
Chairman, Atomic Bnergy Commission, 
Washington 25, D. C. 
Received: August 27, 5: 23 PM, ’54, Bureau of the Budget. 


Mr. Hvuenes. Therefore, the complete facts on the background of 
this problem have been publicly available for more than 2 months. 
Nevertheless, misstatements and misrepresentations have continued al- 
most daily. The facts have been often told, but evidently seldom 
heard. Therefore I welcome this opportunity to review those facts 
before your committee. : 

This matter began so far as we are concerned in the fall of 1953. 
The Bureau of the Budget was then considering the TVA budget esti- 
mates for the fiscal year 1955, which contemplated the construction 
of a new steam plant at Fulton, Tenn. Its purpose was to meet by 
1957 additional load growth in the Memphis area. For several rea- 
sons, construction of this plant by the Federal Government was un- 
desirable in our view. 

First, it was imprudent to embark upon a construction program re- 
quiring expenditures of 100 million tax dollars in fiscal years 1955, 
1956, and 1957, at a time when Government borrowing was verging 
on the debt limit. 

Second, both the Senate and House of Representatives, in consid- 
ering TVA appropriation bills in the previous session of the Congress 
had rejected amendments to provide funds for starting construction 
of the Fulton steam plant. 

Third, there was pressing need to explore the far-reaching implica- 
tions of a Federal policy of spending Federal tax dollars for Federal 
steamplants to meet the power needs of this particular region, and, if 
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decided upon, to explore the impaet of such a policy throughout other 
regions of America. 

We were determined to meet the immediate needs in the TVA area, 
but we were equally determined to meet those needs in a way that 
would not, in the absence of thorough consideration by all of our 
people, and I would underline that in speaking to you, commit us to 
a policy of establishing a nationwide power monopoly. 

It was evident that in order to meet TV A’s reported needs for addi- 
tional power in 1957, new power facilities would have to be promptly 
started. 

AEC power requirements had represented an Anereneineny greater 
share of the TVA power producti ion, and AEC’s demands were con- 
tinuing to grow. By relieving TVA of part of its responsibility for 
meeting AEC power requirements, the Authority would have this re- 
leased capacity available for meeting the growing demands of its 
other consumers in the valley. 

In the previous administration AEC had arranged for large blocks 
of power from private utilities, notably at Paducah, Ky., and Ports 
mouth, Ohio. At these places, private utility companies serving the 
areas had joined together to construct new plants to provide power 
to AEC. It was assumed, therefore, that AEC could, in the future as 
it had in the past, arrange with private utilities to reduce AEC re 
quirements on TVA. Inthe absence of any such reduction, AEC needs 
for TVA power by 1957 would have approximated 38.1 million kilo 
watts. This would be 33 percent of the TV A’s total assured capacity 
in 1957. The Attorney General says that that is a priority demand. 

Admiral Strauss, Chairman of the Atomic Energy Commission, 
participated in the consideration of this power problem. He -under- 
took to determine whether additional power for the AEC installation 
at Paducah could be obtained from private utilities. Discussions 
with representatives of priveys utilities already furnishing power to 
AEC indicated the feasibility of suck arrangements. This matter 
was discussed with Mr. Gordon Clapp, then Chairman of the TVA 


Board of Directors. He requested that, if this alternative were to be 
adopted, TVA be relieved of 500,000 to 600,000 kilowatts of AEC 
load and wi ged that it be the larger amount. By letter to the Bureau 


on December 24, 1953, Mr. ( ‘lapp pointe dc out the advantages, in his 
jt udgment, of the existing arrangements between TVA and AEC and 
stated: 

* * * This is not to say that we object to a decision that AEC shall procure 
from other suppliers a greater share of its power requirements at Paducah than 
is covered by the existing arrangements. We do not object. 

After est: ablishing the fe: sibility of meeting TVA’s prospec tive 
needs by relieving it of part of its obligation to furnish power to AEC, 
this matter was discussed with the President. He approved it as an 
alternative to requesting funds in the 1955 budget for building addi- 
tional ‘TVA steam-generating facilities. His budget message to the 
Congress of January 21, 1954, contained the following statements; 
and I am quoting from the budget message : 

Although no appropriations are included in the 1955 budget, for new power 
generation units by the Tennessee Valley Authority, expenditures will increase 
for continuation of construction of powerplants presently underway, and for 
operation of powerplants after they are completed. Expenses for operation of 
flood control, navigation, and fertilizer facilities will continue at about the 1954 
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level. Expenditures for power and fertilizer operations are more than offset by 
the income from sales. In order to provide, with appropriate operating re 
serves, for reasonable growth in industrial, municipal, and cooperative power 
loads in the area through the calendar year 1957, arrangements are being made 
to reduce, by the fall of 1957, existing commitments of the Tennessee Valley 
Authority to the Atomie Energy Commission by 500,000 to 600,000 kilowatts. 
This would release the equivalent amount of Tennessee Valley Authority gen- 
erating capacity to meet increased load requirements of other consumers in 
the power system and at the same time eliminate the need for appropriating 
funds from the Treasury to finance additional generating units. In the event, 
however, that negotiations for furnishing these load requirements for the Atomic 
Energy Commission from other sources are not consummated as contemplated 
or new defense loads develop, the question of starting additional generating 
units by the Tennessee Valley Authority will be reconsidered. 

That is the end of the quotation. 

As a result of more detailed study, the private utilities supplying 
power under the existing AEC contract at Paducah found that, be- 
cause of the existing power concentration, it would be uneconomical 
to construct the new powerplant there. Accordingly they brought 
the matter to the attention of other private utilities, including Middle 
South Utilities, Inc., whose president was Edgar H. Dixon. Middle 
South, in turn, enlisted the aid of the Southern Co., whose board 
chairman was EK. A. Yates. After preliminary discussions between 
representatives of these two companies and the AEC and Budget 
Bureau, the companies, on February 25, 1954, submitted L proposal 
to construct a plant at Paducah, where additional Set was not 
needed. Under this proposal TVA would receive power at Memphis 
to replace power that it was furnishing to AEC at Paducah. This 
type of replacement arrangement is common in both Government and 
private power oper ations. 

The Dixon-Yates proposal of February 25 led to further negotia- 
tions, and on April 10 a revised proposal was submitted. As Admiral 
Strauss told you, it was more favorable to the Government. On 
April 24 I reported this revised proposal to the P resident, and subse- 
quently discussed the matter with him on a number of occasions. On 
June 14 it was taken up with the congressional leaders, and the Presi- 
dent thereupon directed the Bureau of the Budget to instruct the AEC 
to proceed with negotiations for a definitive contract along the lines 
of the April 10 proposal, and to instruct AEC and TVA to work out 

equitable modification of the existing AEC-TVA Paducah con- 
tract. This I did by letters of June 16, 1954, to the two agencies, which 
are part of the record. 

Until April 15, 1954, Mr. Joseph M. Dodge was Director of the 
Bureau of the Budget; I was his deputy. Until Messrs. Dixon and 
Yates entered the negotiations in the manner I have indicated, neither 
Mr. Dodge, nor I, nor Admiral Strauss had had any connections or 
previous acquaintance with either of them. Mr. Dixon and Mr. Yates 
interested themselves in the project solely as a result of discussions 
they hs . with pr ivate power companies that were already supplying 
power » AEC . 

It is tad customary to make a formal solicitation for competitive 
bids for supplying electric power. The TVA, for example, is continu- 
ally, right now, purchasing power from private utility companies to 
meet its fluctuating day-to-day needs, and doing so on a negotiated- 
contract basis. It is wholly impracticable to enploy competitive bid- 
ding, for power can be purchased only from those who serve an area 
close to where the purchased power is needed. 
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The utilities represented by Messrs. Dixon and Yates are the only 
ones serving the area near Memphis that can take on this contract. 
The imprae ticability of competitive bidding is particularly apparent 
in the case of the proposed West Memphis plant, for the Government 
has insisted upon the right to cancel the contract. No company that 
did not have a potential outlet for power in the vicinity of West 
Memphis could possibly atford to invest millions of dollars in generat- 
ing facilities and then assume the risk of Government cancellation of 
its contract. 

The plan to meet TVA’s prospective needs by relieving it of 
portion of its obligations to AEC, the Dixon- Yates proposal, and the 
resulting contract together constitute one of most highly publicized 
undertakings of the Government. 

When the budget was transmitted to the Congress in January, this 
feature of the President’s budget message received widespread atten 
tion in the press. It was also discussed in the trade journals. It was 
a matter of general knowledge in the electric utility field. Again, on 
June 16, when the President’s intention to accept the Dixon-Yates 
proposal was announced, the matter received a great deal of attention 
in the press. Much of the President’s June 30 press conference was 
devoted to a discussion of the proposed contract. 

Later, on the President’s instructions, the Budget Director and the 
Chairman of the Atomic Energy Commission laid before the press 
and the public a chronological account of the actions taken by Govern 
ment officials concerned in the contract negotiations. On August 21, 
this information, with copies of all relevant letters received and writ 
ten by these agencies, was released to the press. The press release 
consisted of 152 legal-sized pages of information about the Dixon- 
Yates proposal. 

Meanwhile on June 16 and 17, the administration’s plan for meeting 
TV A’s power needs was explained in detail luring hearings before the 
Joint Committee on Atomic Energy. Also on July 9, and again on 
July 20, the Budget. Director transmitted to Representative elonas of 
North Carolina, in response to his request, many pages of detailed 
information with respect to this plan. The bulk of this informatio: 
was printed in the ( ongressional Recor | where it was avail ible LO 
Members of the Congress, the press, and the public. 

After = administration plan had been debated extensively in the 

Senate, the Congress approved legislation specifically aut! 
Atomic Energy Commission to enter into a cé ntract of the type pro 
posed. The contract itself has been under 1 egot iation since June 16, 
and such negotiations were completed just a few daysago. And while 
the draft of October 1 that was transmitted to this committee was 
prepared while such negotiations were still in progress, such draft, 
with minor exceptions that will be described by Mr. Nichols of the 
AEC, now represents the final form of the agreement reached. 

The budget message which I have quoted makes it clear that our 
course of action was taken for the purpose of assuring that TVA’s 
power needs would be met. Other actions are also being taken to the 
same end. TVA’s power-generating capacity is being increased and 
by the end of fiscal 1956 will be greater by more than 70 percent of its 
capacity as of the end of fiscal 1954. During the fiscal year 1955 
expenditures from appropriated funds for this purpose are estimated 
at nearly $250 million. 
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The President stated in his June 30 press conference that TVA 
would be supported, particularly in respect to the purposes for which 
it was established by law. On this occasion, the President explained 
that the private purchase of power by AEC, in order to relieve TV: . 
of part of the still growing AKC load, appeared desirable in order t 
give the administration an opportunity to reexamine methods of 
financing future power requirements in the area. This is part of a 
still larger effort to redefine the roles of Federal, State, and local gov- 
ernments and private industry in the development of the natural 
resources of all areas of the country. I reiterate what has been 
repeatedly stated—this proposed contract does not change the status 
of TVA. On the contrary, it enables TVA to meet the Tennessee 
Valley area’s needs at least through 1957, and allows time to consider 
how these needs should be met thereafter. 

I said earlier that the Bureau of the Budget has not been concerned 
with the details of the contract. However, the Bureau did assist the 
AEC in carrying out the President’s instructions. Capable and ob- 
jective technical assistance was, of course, needed for this task. We 
therefore secured as a consultant Mr. Francis L. Adams, who for many 
vears has been Chief of the Bureau of Power of the Federal Power 
Commission. Throughout the negotiations, the Atomic Energy Com- 
mission kept us informed and, as negotiations progressed, provided the 
Budget Bureau with copies of the successive contract proofs. Two 
factors chiefly concerned the Bureau—the elements of cost to the 
Government and sharing of risks between the Government and the 
contractor. 

It has been said that it will cost the Government more under this 
arrangement than the estimated reported cost of power obtained from 
additional TVA capacity. About 70 percent of the cost differential, 
however, is due to the fact that the private utility will have to pay 
(1) State and local taxes—which TVA would not pay on Government 
power contracts—and (2) a higher rate of interest on borrowed funds 
than would the Government. The remaining difference will be re- 
duced if the Mississippi Valley Generating Co. is able to obtain coal 
at the same cost as TVA estimated for the Fulton plant. Responsible 
suppliers have assured them that this should be possible. 

Reported cost is, of course, an important factor. It cannot be the 
deciding factor, however, in comparing the operations of a Federal 
agency with a private organization. The figures are on a different 
basis in some particular respects. If we were to adopt a concept that 
nonpayment of taxes is a true saving in cost, we should find that 
private enterprise performs many activities for the Federal Govern- 
ment which the Government, because of its freedom from taxes, could 
seem to perform more cheaply. 

The truth is, however, that when a commercial-type operation does 
not pay taxes, more taxes must. be absorbed by other taxpayers. Also 
if lesser Government interest costs were treated as a deciding factor, 
great violence would be done to our basic concept of private enter- 
prise. Carried to the extreme of general use, it would destroy our 
entire economy. 

I emphasize that the difference in estimated reported costs will not 
constitute a windfall to the contractor. As has long been plain from 
the published record, the great bulk of the cost difference is taxes 
and interest, which will simply pass through the contractor’s hands. 
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The contractor will, of course, make a reasonable profit and he should 
to compensate him fairly for his risks. These include the risk of 
increases in capital costs over a specified figure, the risk of increases 
in operating costs included in the base charges, and the risk of having 
to dispose of excess generating capacity in the event of future reduc- 
tion in AEC power requirements. 

Also, there is no guaranty of any profit. The profit depends on the 
contractor’s success in constructing and operating the plant in accord- 
ance with cost estimates, which estimates our e xperts find reasonable. 
If the cost of construction or the cost of operation exceeds the esti- 
mates on which the rate structure is based, the estimated profit could 
be entirely wiped out and the contractor could suffer a loss. If, for 
example, the cost of the plant’s construction should exceed the con- 
tractor’s estimates by as much as 13 percent, that is not at all unusual 
in a business involving 2 or 3 years’ construction, the contractor would 
receive no return whatever on its equity capital at risk in the venture. 

In response to his inquiry, we advised the General Manager of the 
Atomic Energy Commission on September 24 of our concurrence in 
his view that the Septe mber 17 proof of the proposed contract com- 
plied with the President’s instructions. This statement applies also 
to the October 1 proof, now before the committee, which does not 
differ materially from the September 17 proof. 

I emphasize this point, Mr. Chairman: We have satisfied ourselves 
that this contract is entirely fair as a business proposition for the 
Government. 

The contractors have agreed to obtain their own funds and build 
their own plant to supply the Governme a s needs; they will share 
with the Government the risks involved if AEC’s operations in this 
are are curtailed in the future. The ability and willingness to meet 
such needs and to assume a share of the risks involved is the very 
essence of our free-enterprise system. I unreservedly recommend to 
the committee this contract which is a splendid example of the way 
that system works. I want also to point out that the rates paid by 
AEC for power under this contract will be lower, on a comparable 
basis, than rates under their existing contracts with TVA or with 
private utilities. 

The TVA has urged that power needs are crucial to the welfare 
of the valley area. The former Chairman of its Board of Directors, 
Mr. Clapp, informed us by letter on December 24, 1953, that— 
provision of the 500,000 or 600,000 kilowatts presently planned to be secured by 
release of AEC load is, of course, essential to prevent a catastrophe in power 
supply in 1957. 

As stated in my letter of August 18, 1954, to the chairman of this 
committee, the President’s stated objective of meeting the power needs 
in the Tennessee Valley area through 1957 requires that power under 
the proposed contract be available by the fall of 1957. Some 3 years 
will elapse after construction is started before the plant is brought 
into commercial operation. An early start on constructions of levees 
and foundations will avoid construction difficulties from possible high 
river conditions next spring. Each day of delay in the signing of 
the contract increases the risk of encountering weather conditions 
which would make it more difficult to meet the area’s power needs. I 
earnestly hope, therefore, that this committee will exercise its author- 
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ity under the law to waive the requirement that the contract he before 
the committee for 30 days while Congress is in session. Prompt action 
by your committee will give a very important 3 months’ start over the 
best time which could be made if the 30-day requirement were permit- 
ted to stand. 

Thank you, Mr. Chairman. 

Chairman Corr. Thank you, Mr. Hughes. 

Now, it is the understanding of the Chair that we will proceed with 
interrogation of you with respect to the issues involved. Are there 
questions from members of the committee ? 

Mr. Hugues. May I get my file if we are going to proceed 
questions ¢ 

Chairman Corgr. Of course. 

Representative Hinsnaw. The last page of your statement, page 
13, states very clearly the urgency, and I would like to now from 
what your estimate of the effect of 3 months del: ay in the start of the 
work would be, in reference to the provision of electric power in the 
area in 1957. 

Mr. Hugues. I am not a technical expert, but I am informed by 
the TVA and by the engineers who support that statement, that delay 
would endanger the possibility of completing the contract, if you ran 
into unfavorable weather and water conditions next spring. 

Representative Hinsuaw. And it is believed that the installation 
of casings and other important appurtenances at this time would 
materially advance the ti ie of completion of the project, whereas if 
the ater became hioh and the casings were not in, the delay might 
be cieediiberabted 

Mr. Hueues. That is what we are informed. 

os present itive Hinsuaw. Now, you have said in your statement 
2 or 3 times that the interest rate paid by the Government is ey 
co I believe, than the interest rate paid by a private utility, but you 
have not indicated whether or not interest is a component of the TVA 
charges to the AEC 

Mr. a curs. In that particular we are not thinking only of the 
TVA charges; we are thinking of the cost to the Government as a 
whole hat is our basis of viewing the advantage of the contract. 

Re ‘presenti itive Hinsuaw. Well, | realize that; it is the cost to the 
Government as a whole, but is it a component of the AEC rate? 

Mr. Hugues. That would have to be answered by the technical 
experts, but this is the situation, as I understand it, that the rate 
being charged by the TVA does not include specifically an interest 
component, but includes an earning for the TVA, and they show a 
profit of some 4 percent, I believe, on their operations. So that it 
would be in there, in a different form. 

Representative Hinsuaw. Now, is that profit on their operations 
the equivalent of an interest component, like the profit on this is sup- 
posed to be $495,000, if everything comes out as stated ? 

Mr. Hueues. It would not be specifically a component. 

Representative Hinsuaw. But the 314 percent on $107 million, or 
3 percent of $107 million, as paid by the Hoover Dam in a metropolitan 
water district, I believe it is 3 percent—that is not charged in as a 
component; is it? 

Mr. Hugues. I don’t know about that, and I can’t answer that. The 
point is on comparing these figures, that we are taking the cost to the 
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Government as a whole, and in financing this operation the Govern- 
ment has to borrow money, say at 214 percent, and we figure that in 
as a cost in comparing the total overall burden to the Government, 
as compared to the cost of this contract. 

Representative Hinsnaw. I think it is well known, however, that 
the metropolitan water district and the Hoover Dam power arrange- 
ment has to pay 3 percent interest to the Government on its borrow 
ings for the purpose of construction of the Hoover Dam. 

I am interested to know whether or not the TVA has to charge a 
similar component in its rates for power. 

Mr. Hueues. That is a matter now under discussion, and it was 
raised in the last budget message, and it is now under discussion with 
TVA authorities as to a method of handling that problem. 

Representative Hinsnaw. Thank you. I will reserve the balance 
of my questions. 

Chairman Coie. Any other questions from members of the com 
mittee ? 

Senator Anperson. I would like to ask a few questions if I might. 

On page 6 of your testimony, at the bottom of the page, vou deal 
with the impracticability of competitive bidding, and you say, “for the 
Government has insisted upon the right to cancel the contract.” Was 
there a cancellation provision in the early drafts of the contract that 
permitted the company to receive as much as $40 million in cancella- 
tion charges? 

Mr. Hueues. I think that the original provision did not include 
cancellation provisions, and in other words, the Government would 
have to pay as they do in the other contracts, all of the costs. 

Senator ANDERSON. Do you think that it did not include cancellation 
provisions? 

Mr. Hvueues. Not in its present form. 

Senator Anprerson. I am trying to find out what it provided in its 
original form. 

Mr. Hucues. You will have to ask Mr. Nichols that question, be- 
“ause they worked it out. 

Senator Anperson. You are the one who has been passing on these 
various drafts by your own testimony. 

Mr. Hucues. We are not passing on the draft. We are passing on 
the provisions with regard to these particular points, and we are 
checking the experts. 

Senator Anprerson. Your testimony is on page 9, “The Atomic 
Energy Commission kept us informed and as negotiations progressed 
provided the budget bureau with copies of successive contract proofs.” 

If you did not examine those contract proofs, what is the purpose 
of submitting them? 

Mr. Hueues. Our expert that we had on that purpose examined that 
and reported to us the conclusions. 

Senator Anperson. He did examine it then and did he find this $40 
million cancellation charge? 

Mr. Hueues. You will have to ask him on that, and I am not clear 
on that point. 

Senator Anprrson. Is he available? 
Mr. Hueues. Yes, Mr. Adams is here. 
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Chairman Coz. I suggest, Mr. Hughes, that you solicit the re- 
sponse to the questions from your expert consultant, and adviser, and 
give the responses as your own testimony. 

Mr. Hucues. Mr. Adams tells me that there was a provision for 
cancellation in all of the drafts as required under the Atomic Energy 
Act. 1 

Senator Anperson. And did it provide that $40 million possible 
cancellation costs? 

Mr. Hvuenes. Essentially $40 million. 

Senator AnpEeRSON. Well, what is the difference between essentially 
$40 million and $40 million? It is set forth in print as $40 million, 
and I am just trying to find the difference between them. 

Mr. Hucues. They were about the same in all cases. 

Senator Anperson. Therefore, was one of the reasons for doing 
this, that element of cost that you mentioned, was that very compelling 
under those circumstances ? 

Mr. Hvueners. I don’t understand the question, Mr. Anderson. 

Senator Anperson. If I go back to page 6, your testimony was 
that there was not competitive bidding because of the hazard of can 
cellation, and yet you are trying to negotiate a contract that gave 
them $40 million cancellation clause, even if they had sold all of the 
power at a higher rate shan the Government was going to pay, and 
what was the hazard involved in that? 

Mr. Hvueues. This is not a $40 million cancellation clause; that 
is the highest that it can attain. It varies, and moves along with 
the development of the contract, and you might compare the $40 mil 
lion with the $107 million which is the total cost of construction. 

Senator Anperson. You do not think then that the provision which 
does permit as high as $40 million removes some of that hazard that 
was in there on the Government’s right to cancel ? 

Mr. Huenes. Certainly it is less hazardous than if there was no 
provision, but there is no contract that I know of that is worked out 
on competitive bidding or any other way, that does not have some 
provisions for the Government bearing the cost if you cancel the con- 
tract. You do that when you buy jeeps, or when you do anything 
of that kind. 

Senator Anperson. As Director of the Bureau of the Budget, did 
you take occasion to examine the EEI contract, and the OVEC con- 
tract, as to their cancellation provisions? 

Mr. Hveues. I know they have cancellation provisions, but I haven't 
examined them in detail. 

Senator Anperson. Did you examine them in order to test whether 
this was relatively a good contract or a bad one? 

Mr. Hvueues. I took the opinion of the experts that it was a good 
provision. 

Senator Anperson. Was it his opinion that the cancellation pro- 
visions of this contract were comparable to the cancellation pro- 
visions in the OVEC and EEI contracts? 

Mr. Huaeues. That is, he confirms now that that was the statement 
which he gave us before. 

Senator ANpERsoN. That was his opinion that the cancellation pro- 
visions were similar ? 

Mr. Hvuenes. No; that they were better. 
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Senator Anperson. Better? 

Mr. Hueues. Yes. 

Senator AnNverson. Then if it was developed that they were not 
better, would it tend to persuade you that your counsel did not give 
you very good advice? 

Mr. Hvuaunes. I would want to study that pretty carefully, siz 

Senator AnpErson. I would think so. 

Chairman Corre. May I interrupt just to make sure the record 
is clear as to whi at is meant when you say, “It is better”? 

Mr. Hueues. More favorable to the Government. 

Senator AnvErson. To return to just one point, on page 4 you quote 
a portion of a letter from Mr. Clapp, and express 3 fact that there 
was not an objection to the decision, and he says, “I do not object, 
and there are several dots after that. 

Mr. Hucues. It is in the record already. 

Senator Anperson. Now, on page 10, you refer to the costs and 
deal with the Mississippi Valley Generating Co. Is that the company 
that will have this contract? 

Mr. Hugues. Yes, sir; that is the company which is formed to build 
-_ on 

spator ANDERSON. On page 5 a your testimony, you say they 
rious it this to the attentior of existing companies and you felt it 
wi as desirable to use these existing companies, and was the Mississipp 

Valley Generating Co. an existing company ¢ 

Mr. Hugues. No; not then. It was formed for this purpose by 
existing companies. 

Senator ANpERsOoN. Will those existing companies guarantee in any 
way its operations, and will they sign any indemnity agreements or 
anything ¢ 

Mr. Hueues. .They are putting up the capital and furnishing the 
management. 

Senator ANDERSON. They are putting up the capital 

Mr. Huenes. Yes. 

Senator ANpERsoN. You have examined that part of the contract, 
Mr. Hughes, that they are putting up the capital? 

Mr. Hucues. Yes, sir. 

Senator ANDERSON. Have you examined the possibility that Mis- 
sissippi Valley could give these other 2 utilities a contract to con- 
struct at cost plus 10 percent, and that 10 percent of $107 million 
would be slightly more than $10 million, and that if they paid their 
corporate tax of 52 percent on it, they would have their $5 million 
equity capital, and is that where the equity capital is to come from? 

Mr. Huaues. No, sir. 

Senator Anperson. Is there any provision in this contract that 
prevents them from doing exactly that so that they would not have 
to put up one thin dime of risk capital 

Mr. Huaeues. This is a straightforward operation as far as we are 
concerned, and our people, of course, have examined all of the pro 
visions of the contract, and they do not find that danger in it. 

Senator Anperson. Will you point to one line in the contract which 
prevents this company, which has been set forth here, from contracting 
immediately with Dixon-Yates to build a plant on a cost plus 10 
percent basis, and take the 10 percent and pay the Federal tax on it, 
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and have the $5 million of so-called venture capital? Will you list 
the items, one line anywhere in the contract, that prevents that ? 

Mr. Hvuaues. I eannot do it offhand. 

Senator Anperson. Do you have a copy of the contract before you? 

Mr. Hucues. Yes, sir. 

Senator Anperson. Will you look and find it. You passed on this. 

Mr. Hugues. Yes, sir. 

Senator Anprerson. Would not that be a very important question 
as to whether they have the right to charge in this $10 million of 
builders’ profits before you approved the contract? That is after all 
$100 million worth of Government money. 

Mr. Hvuenes. We have examined into the question through our 
technical people, that they are to put up the money. 

Senator Anperson. Well, surely, but could they not put up the 
money, under this contract, 1 am trying to ask you, is there any one 
line that would stop them from contracting with these two « companies, 
Dixon- Yates companies, to build the plant at a cost of $107 million on 
a cost plus 10 percent basis, and that 10 percent to represent $10 
million, and then pay the Federal income tax on that, of some $5,200,- 
000, and have their venture capital out of the rest of the profit ¢ Is 
there one line that prevents that? If so, call it to my attention. 

Mr. Hucues. Well, I think that you will have to ask Mr. Nichols, 
who worked out the details of the contract, and Mr. Adams. 

Senator Anperson. But you represent the Bureau of the Budget. 

Mr. Hucues. Absolutely. 

Senator ANprerson. And you sent this and said it was a vood deal. 

Mr. Hucues. Yes, sir. 

Senator Anperson. If it is a good deal, what prevents the company 
from putting in that $10 million of profit, paying their tax on it, and 
having their ride on so-called venture capital on which they do not 
venture a 50-cent piece ? 

Mr. Hucues. That I am sure is not in there, but I cannot be ex- 
pected to check over every little fine point in the contract. We have 
people to do that, and that is what we are trying to do. 

Senator ANpERSON. I hope I classify somewhat as a businessman, 
and I hope I would not sign a contract that had a loophole in it which 
would permit someone to make $10 million and use that as a venture 
capital on a project without checking to see whether I had plugged that 
leagihale Have you checked to see whether they can or cannot do 
this, and is that not the problem ? 

Mr. Hueues. Can you answer anything on that ? 

Chairman Cote. Is it agreeable to the committee if Mr. Adams 
respond directly to the questions ? 

Senator ANDERSON. Under oath. 

Chairman Cote. If there is no objection, Mr. Adams, will you stand ; 
and for the record, would you first give your full name? 

Mr. Apams. Francis L. Adams. 

Chairman Corr. Mr. Adams, do you swear that the testimony and 
evidence you shall give in this matter shall be the truth, the whole 
truth, and nothing but the truth, so help you God ? 

Mr. Apams. I do. 

Chairman Core. First, would you tell us something about yourself, 
your official connection with this matter. 
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TESTIMONY OF FRANCIS L. ADAMS, CHIEF, BUREAU OF POWER, 
FEDERAL POWER COMMISSION 


Mr. Apams. My position is Chief of the Bureau of Power of the 
Federal Power Commission, and I have been assisting the Bure: au O11 
the Budget on this matter, on loan from the Federal Power Commis 
mission, and have not been acting in my capacity as Chief of the 
Bureau of Power of the agency. 

Senator Anprrson. We cannot hear him, and I have not heard a 
word. 

Chairman Corr. Will you readjust the microphones and repeat what 
you said, please? 

Mr. Apams. My position is Chief of the Bureau of Power of the 
Federal Power Commission, and I have been on loan to the Bureau of 
the Budget to assist them in the review of the technical aspects of this 
contract. In that capacity I have not been acting for the Federal 
Power Commission. 

Chairman Cote. How long have you been with the Federal Power 
Commission ? 

Mr. Apams. I have been an employee of the Federal Power Commis 
sion for approxim: ately 20 years. 

Chairman Cote. How long have you been Chief of tl 1e Bureau ? 

Mr. Apams. I have been Chief of the bureau about 314 years. Prior 
to that, beginning in 1945, I was Assistant Chief of the Bureau of 
Power. 

Chairman Coir. Now, can you respond to the questions of Senator 
Anderson ? 

Mr. Apams. Senator Anderson, with respect to the question regard- 
ing the relationship between the Mississippi Valley Generating Co. 
and the sponsor companies, I don’t know of any specific provision in 
the contract that would prevent what you stated, but I do feel and 
believe that it is the intention to do this job themselves. 

Senator Anperson. Was it your understanding that people only go 
on their intentions in business when the y write a contract ? 

Mr. ADAMS. Mr. Anderson - 

Senator Anperson. When you write a contract, you tie down every 
thing in it. I read this contract, and I am sorry to say I had to 
read it on an airplane coming back here because I have been engaged 
in some extracurricular activities. But I find in this, as I found i 
the other, that there is not one line that would prevent these companies, 
Middle South Gener ating Co., from immedi: itely contracting W th 
these other 2 con :panies to build a plant on a cost-plus 10-percent 
basis, which would give them $10 million, or more, of profit, and they 
would then pay 52 percent, probably, to the Government, and they 
would have their venture, so-called venture capital left. How much 
of a venture would that be? 

Mr. Hvuaues. May I venture one thing on this, and that is there is 
a limit to the cost of this contract which is set in, and it is not one of 
those open ends, like some of the previous contracts, where you paid 
whatever anybody charged. There is a limit, and there is a cost 
estimate on the basis of an analysis of the cost of « a of this 
type of thing. Both the FPC and the AKC, as well as, I understand, 
the TVA people, agree it is a reasonable cost. 
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Senator ANnperson. I would be happy to go into that later if I get 
a specific answer to this question: Are you then prepared to testify 
that you have examined this, and that you know that there is no 
provision in it which would prevent them from doing exactly what 
I have outlined? If you do not know that, then you point me to the 
provision which would stop it. 

Mr. Apams. Senator Anderson, I would like to say this: That my 
part in the review of this contract has been largely directed to the 
technical aspects of the contract. 

Senator Anperson. Would not this be a technical aspect, $10 
million ¢ 

Mr. Apams. I am speaking in the sense of the relative costs of this 
proposal, as compared to the cost of obtaining the power from other 
sources, and I have not reviewed it from the standpoint of the legal 
aspects and legal language in the contract. 

Senator Anperson. I am sorry. I did not mean my question to 
sound improper or impertinent to you. I merely say that when we 
try to examine this document you were called in as the one who could 
testify to it, and I read it very carefully, not once but more than that. 
I tried to find in it some section which would prevent this happening. 
The Government in this instance is no different from any other sup- 
posedly prudent businessman. If he was signing a contract that 
would require him to pay over 20 or 35 years away over $150 million, 
he probably would want to know what he is paying for. 

Is there anything, and I fail to find it, and I would like to have you 
point it out, if there is a line in this contract that prevents them getting 
their venture capital by charging $10 million to build it as a fee, and 
a cost-plus 10 percent, and it 1s a recognized practice all over the con- 
struction business, and is there anything that prevents them from 
taking their 10 percent and with it putting up their $5 million of 
venture capital? Have you seen it in the contract? 

Mr. Apams. No, sir; 1 have not seen any specific language on that 
point. 

Mr. Hugues. There is still the limitation of cost, Senator. 

Senator Anperson. There is a limitation of cost, that is entirely 
correct, but that does not necessarily follow that the cost of it is so 
much greater than what we have outlined, where there is a limitation 
of cost does not matter, and they can put the limitation $150 million 
or $200 million, but if they have left a doorway right open we certainly 
ought to know about it in advance. 

Mr. Huenes. Another thing is that I think the Atomic Energy 
Commission really negotiated this contract. 

Senator Anprerson. And they failed to put one line of protection 
for the Government on that score in it; neither the Atomic Energy 
Commission, nor the Bureau of the Budget, nor any other people who 
examined it can show a line of protection; and I think that almost 
anyone would know that that provision exists. 

What about this question: Did Ebasco do some building for part 
of Electric Bond & Share, do some building for Middle South Utili- 
ties? Do you know anything about Ebasco? 

Mr. Hueues. No. 

Senator Anperson. Have they been involved in some other Govern- 
ment contract ? 
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Mr. Hueues. They are in EEI, of course. They are one of the 
parties, so far as I know. 

Senator ANperson. Pardon me? ; 

Mr. Hucues. They have in the EEI arrangement with the Atomic 
Energy Commission. ee Fos 

Senator Anperson. And they happened to do the building; didn’t 
they ? 

Mr. Hucues. Yes, that was before my time, of course. 

Senator ANpErson. Well, couldn’t it happen again ? 

Mr. Hvucues. You will have an entirely different type of contract, 
because you have here a fixed contract which they have got to keep 
within. This is one of the big advantages over that worked out by 
the previous deal. 

Senator Anperson. Well, am I to take it, then, from your testimony 
that as long as you put a celing on a contract, it does not matter whether 
that contract gives them a chance to charge cost plus 10 percent and get 
their venture capital out of it? 

Mr. Hugues. I did not say any such thing. 

Senator Anperson. But you did say there was a limit on it. 

Mr. Hugues. I said there is. 

Senator Anperson. What? 

Mr. Hugues. That is a very important factor. 

Senator Anperson. What significance does it have in stopping the 
practice that I talked about? 

Mr. Hucues. They have got to keep their costs within that total. 

Senator Anpverson. Precisely, but what significance does that have 
when they can go ahead and make a cost-plus-10-percent contract? 
Are you familiar with the provisions on page 3? 

Mr. Hueues. It is cost to the Government. The cost to the Govern- 
ment has got to keep within this total limit. 

Senator Anperson. Are you familiar with the provisions on page 3 
that provide whereas arrangements are being made on behalf of the 
company, with certain institutional investors and banks, pursuant to 
which they will lend funds up to $120 million for that part of the 
capital required by the company, not represented by the equity partici- 

ation of the sponsor companies referred to above, and so forth? 
Did you check to see whether those arrangements had been made? 

Mr. Hucues. I am informed they have been. 

Senator Anprerson. Did you check to see that those arrangements 
have been made? 

Mr. Hueues. I did not check with the borrowing people; I figured 
that was something which the Atomic Energy Commission should 
check on. 

Senator Anperson. In approving it, you did not know whether the 
$120 million had been authorized or not ? 

Mr. Hucues. I am sure that that is so. I believe that you will get 
testimony to that effect that it has been done. 

Senator Anperson. On page 6 of the contract there is a section 
which relates to the time in which the company will have this ready, 
and the company agrees to use its best efforts, and so forth, and I am 
sure that you are familiar with this section. 

Is there a guaranteed date at which this contract:is to be com- 
pleted ? 
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Mr. Hucues. Within 36 months after the effective date of this 
contract ; that is the last date for the third unit. 

Senator Anperson, What part is that? 

Mr. Hucues. At the top of page 6. 

Senator Anperson. That isn’t a guaranteed date; I am sorry. I 
just want to remind the Director of the Bureau of the Budget that 
when someone says they have used their best efforts to do something 
in 36 months, that is not a guaranteed date. My question was, Is 
there a guaranteed date for completion ? 

Mr. Hugues. They have to provide power if it is not ready. 

Senator Anperson. I am sorry. 

Mr. Hugues. I was talking with Mr. Adams. We are looking for 
the section which provides for the provision of interim power. 

Senator Anperson. No, the question is not directed to the prov ision 
of interim power. ‘The question is directed to whether or not there 
is a guaranteed date for delivery of this installation, and whether 
there is any penalty for nondelivery at that time. In ordinary con- 
struction contracts it frequently carries a penalty provision in the 
case the works are not ready on time. It is my question and my posi- 
tion, I mean to say, that this could be completed by 1960 or 1970 or 
1980, and still fulfill all of the requirements of this contract. 

Would you point to a prov ision that contradicts that ? 

Mr. Hvueues. The Atomic Energy Commission has been assured of 
the provision of power, and that is what they are interested in. 

Senator Anperson. I am sorry. Under what provision are you 
referring to that? 

Mr. Hugues. We are looking for it now. 

Mr. Apams. Senator, as I understand the contract, I don’t believe 
there is any provision for a guaranteed date except as stated on page 6, 
which states that the company will expeditiously design and construct 
the facilities and will exert its best efforts to have the generating units 
included in the facilities ready for commercial operation as of the 
dates determined as follows: The first unit, 32 months after effective 
date of the contract; second unit, 34 months, and the third unit, 36 
months. . 

Senator Anperson. I have read that, and you read me what happens 
if it does not. 

Mr. Apvams. The Atomie Energy Commission has provisions to 
obtain an interim supply contract which would take care of their 
needs until the plant is constructed. 

Senator Aueieeerst Well, are we not trying to get additional power, 
and are we going to try to find this extra power, and I thought this 
was to provide several hundred thousand kilowatts of power by a 
specified date. Now what happens if it does not? Is there any 
penalty ? 

Mr. Apams. The sponsoring companies would, through their ar- 
rangements to supply interim power, meet the needs of the Atomic 
Energy Commission during the period of construction. 

Senator Anperson. Under what clause? 

Mr. Apams. I was trying to find the section providing for interim 
power, but I haven’t been able to put my finger on it. 

Senator Pastore. It is under the “whereas” clause; is it not? 
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Mr. Hvucues. It seems to me that these detailed questions you are 
asking the wrong people, and you should ask the Atomic Energy 
Commission, who are responsible for it. 

Senator Anperson. Why should this be submitted to the Bureau 
of the Budget? 

Mr. Huaues. We have interest in many features of it, but we did 
not, as I said in the beginning of my statement, take thet responsibility 
or any authority over the detailed technical working out of the 
contract. 

Senator Anperson. Let me say it this way. I intend to ask the 
question of the Atomic Energy Commission also, and I just wanted 
to make sure that nobody in this Bureau of the Budget noticed that 
there was no guaranteed date on the completion of this, or regarded 
it as of significance, that is all. 

Mr. Hucues. We discussed it with the Atomic Energy Commission, 
and they did this on the basis that they were assured of a supply of 
power, as sts ated in Mr. Strauss’ statement, and that is our basis for 
acting on it. 

Senator AnpERson. Now, on the bottom of page 6, the last sentence 
reads : 

Energy taken by systems of the sponsoring companies will be charged to such 
systems at not less than the increment cost thereof. 

Can you explain the incremental cost a little bit? 

Mr. ‘Apams. That provision, Senator Anderson, was put in there 
as I recall the discussion of that point to assure that the Mississippi 
Valley Generating Co. would not sell energy to the sponsor companies 
at less than cost. 

Incremental cost there means the cost of producing power in this 
plant, exclusive of the fixed costs, and that is it is the costs which 
varies with the number of kilowatt-hours generated. 

Senator ANperson. Will you turn to page 11 of the contract, Article 
4—Rates, and it says that the base capacity charge, and I don’t wish 
to read this all, but it says that the base capacity charge shall be $9 
million per year, which takes into account, but is not limited to inter- 
est, amortization, and debt, and then if I may drop down, it says, costs 
with respect to Federal income taxes. Does that include the payment 
of income taxes? 

Mr. Apams. Appendix C details the development of that figure, 
totaling $9,052,050. The items included are shown in detail in that 
appendix. You will note that it includes this item D, in the amount 
of $536,250, as Federal income-tax costs. 

Senator Anperson. Do you think that complies fully with the so 
called Gore amendment ? 

Mr. Huaues. We have a statement from both, as Mr. Nichols will 
present in his testimony, a statement from both the Attorney General 
and the General Accounting Office that these are in order, that these 
provisions are in order 

Senator Anperson. I recognize that, and I was trying to find out 
from the Bureau of the Budget, what it says here. 

It says: 

No contract entered into under authority of this Act shall provide and no 


contract entered into under the authority of the Atomic Energy Act of 1946, 
as amended, shall be modified or amended after date of the enactment of this 
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Act to provide for direct payments or direct reimbursement by the contractor 
of any Federal income taxes on behalf of any contractor performing such 
contract for profit. 

Do you think that this provision says they shall be reimbursed for 
income taxes in violation of that or not? 

Mr. Hugues. No, sir; I have the opinion here of the Attorney Gen- 
eral which will be presented in the documents that will come to you 
which analyzes that fully, and goes back into the debate of the Con- 
gress, and reports that it is definitely in accordance with the pro- 
visions of the law. 

Senator Anperson. I assume then that the Attorney General is 
going to testify on that point? 

Mr. Hucues. Well, his statement will be presented, and if you want 
anything else, he will be available. 

Senator ANperson. Have we got the statement ? 

Mr. Hueues. It will be presented in the documents that Mr. Nichols 
will give you when he presents his case. 

Senator Anperson. Have we got a copy of Mr. Nichols’ statement ? 

On page 12 of the contract section, for the purpose of this adjust- 
ment they are going to make, the costs of the facilities shall include 
all components of costs for organization and financing of the company, 
and for investigation and planning for facilities. 

Did you discuss how much the cost of construction to date had been 
for the organization and financing of the company? Is there any 
way that the Bureau of the Budget would have a chance to pass on 
the fairness of what they may put in as organization costs? 

Mr. Hucues. That is part of the work which the Atomic Energy 
Commission did on this particular item of cost, to make sure that it 
was fair, and General Nichols, I am sure, will testify on that point. 

Senator Anperson. Do you believe then that General Nichols has 
gone into the charge that they are going to make for organization 
costs of the company ? 

Mr. Hueues. I believe he has gone into all items that relate to the 
contract terms, he and his associates. It is their contract, and they 
had to do that. That is part of their responsibility. 

If the Budget Bureau did all of the work for all of the depart- 
ments in the Government, we would have to have a lot more people 
than we have now. 

Senator Anperson. Well, you make a contract and say that some- 
one can add whatever they want to for organization costs. Do you 
not think that there ought to be a limit to that, like there is a top 
limit to costs of the construction ? 

Mr. Hueues. There are figures on that. 

Senator AnpERsoN. The question is if you do not know what is in 
the contract, how can you say it is a good contract ? 

Mr. Hvuenes. Mr. Adams points out that these costs would have to 
be included in the demand charge, and they are covered by the overall 
cost restrictions, of course. 

Senator Anperson. Yes; I understand that. 

Mr. Hvuenes. That is our major interest, is to see that the total 
costs to the Government are in line with what it should be. We have 
not attempted to do the job of the Atomic Energy Commission and 
work out all of the separate parts of the cost. 
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Senator Anperson. But did you not testify that you thought this 
vas a good contract / 

Mr. Hugues. Yes, I did. 

Senator Anperson. Did you not say in your statement that it is 
entirely fair as a business proposition ? 

Mr. Huaeues. As I say, I am looking at it there in the total cost to 
the Government, which I emphasized in my statement, I think, sir. 

Senator ANnperson. I read your statement, and you said that you 
gave this as a sort of blessing in a way. 


We have satisfied ourselves— 
and I am reading from you, now— 

We have satisfied ourselves that this contract is entirely fair as a business 
proposition for the Government. 

How could you satisfy yourself of that if you did not know whether 
they could add in $1 million of organization costs? 

Mr. Hucues. We of course have to work with the Atomic Energy 
Commission, and we can’t do all of their job for them and we have to 
know that the total cost is a reasonable cost compared with other items, 
and we have to know that the general terms of the contract are right 
and fair. But we cannot work out all of the details of every part of 
the transaction. If we did that we would, of course, be taking over 
somebody else’s job. 

Senator ANpErson. But you did not testify that the Atomic Energy 
Commission had satisfied itself, and you said that “We have satisfied 
ourselves,” that this contract is entirely fair as a business proposition 
for the Government. 

What limit is there on the cost of organization in this contract? 
Supposing they should build the plant for $80 million and have $20 
million on top of it. How much of that could they spread around? 
Is there any limit on it? 

Mr. Hvueues. I don’t quite understand your point there. 

Senator Anperson. I will try to make it clearer, then. 

It is supposed to cost somewhere in the neighbor hood of $107 million. 
The cost of construction has been dropping to some degree in some 
instances, at least, and suppose the cost of construction takes another 
drop, and the actual cost of building the plant should come down 
to 85 or 90 million dollars. Yet they are authorized to go up to $107 
million. Since you have an overall top limit of $107 million, would 
you think that would restrict in any way the amount that they could 
pay for the cost of organization and financing of the comp: iny ? 

Mr. Hucues. We have an estimate in there of the cost of $345,000, 
and we have full authority to go in to do anything that is needed to 
find out the facts with regard to these situations. They, of course, 
have to justify their charge on the basis of the contract. 

Senator Anperson. What provision of the contract requires them 
to justify their organization charges? Would you read it to me? 

Mr. Hvanes. There is no spec ific provision. 

Senator Anperson. There is nothing in the contract; that is what 
I tried to point out. 

Mr. Hucues. Not that we know of, no specific provision. 

Senator Anperson. There is nothing in it at all. 

Chairman Core. May I interrupt to inquire how much longer your 
interrogation is going to take, having in mind the lunch hour. I do 
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not want to cut you off, but I thought if it were to be concluded in ; 
5 or 10 minutes, we could go on, but if it is longer, let us adjourn for ’ 
lunch an | come back. 

We will recess now to meet again at 2 o’clock. 

(Thereupon at 12:50 p. m., a recess was taken until 2 p. m. the same 
day.) 

AFTERNOON SESSION 


(The Joint Committee reconvened at 2: 05 p. m., pursuant to recess.) 

Chairman Coir. The committee will come to order. 

Mr. Hughes is in the room, and he may resume the witness stand. 

The Chair will remind Mr. Hughes, not that he necessarily needs 
reminding— 

Mr. Hucues. What is that, sir? 

Chairman Cote. The Chair will remind you, sir, not that you need 
reminding, but he will remind you of the fact that your testimony is 
under oath. 

Mr. Hueues. Yes, sir. 

Chairman Coir. Senator Anderson ? 

Senator Anperson. I am sorry that I seem to take so much time of 
the Bureau of the Budget, Mr. Hughes, but you remember when Ad- 
miral Strauss testified, he sort of passed the contract back to the 
Bureau of the Budget and said, “The Bureau of the Budget orders 
these things. We didn’t have anything to do with it.” Now you have 
batted it on to somebody else. 

Mr. Hugues. No. 

Senator Anprrson. If you read Admiral Strauss’ testimony from 
previous times, I think you will find he did infer that the Bureau of 
the Budget ordered that he proceed with this contract. Was he in 
error on that point ? 

Mr. Hucues. Sir, we gave instructions, as I said in my statement, 
on the basis of the decision of the administration. We passed it on. 
We were the channel of communication. Of course, we took part in 
the councils, as I have explained, not with regard to taking over the 
job of doing the contract, but with regard to the decision that it was 
something which should be worked out. 

Senator Anperson. You have spoken several times of ceiling on 
construction cost. If you examine, on page 12 of the contract, section 
4,02, which provides for an adjustment of basic capacity charges for 
changes in the cost of facilities. Do they not get an adjustment there 
which pretty well gets around the ceiling? 

Mr. Hueuers. No. There is an area there where there is a sharing 
of the increased costs up to a total of $107 million. 

Senator Anprrson. I say, the ceiling is not $107 million, then; 
isit? Itcan goto 9 percent above that. 

Mr. Hueues. That is right. With their sharing of the costs. 

Senator Anperson. On page 14— 

Mr. Hueues. It should be pointed out also that there is a similar 
provision for savings, sharing of savings going down. 

Senator Anperson. On page 14, starting at the bottom of page 13: 

Until determination of the cost of the facilities as provided in section 4.02, 
such cost shall be estimated as nearly as practicable by the company and con- 
curred in by the AEC. 


Mr. Hugues. Where isthat? I don’t see it. 
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Senator Anperson. It starts at the bottom of page 13 and includes 
the topline on page 14. 

Does that mean that the AEC must concur in it, or does it order the 
AEC to concur in it? 

Mr. Hugues. Of course, that again is an item which is worked out 
under the jurisdiction and under the direction of the AEC. Mr. 
Adams points out that this shall be estimated as nearly as practicable. 
In other words, this is a preliminary figure until they have the actual 
cost figure. 

Senator Anprerson. Now turn to page 18, section 4.09, I referred a 
moment ago to instructions. The letter which we had in the hearings 
at page 952—I am not trying to confuse you—volume 2 of the hear- 
ings on this act, your own letter, Mr. Hughes, said: 

The President has asked me to instruct the Atomic Energy Commission to 
proceed with negotiations with the sponsors of the proposal made by Messrs. 
Dixon and Yates with a view to signing a definitive contract on a basis generally 
within the terms of the proposal. He has also requested me to instruct the 
Commission and the Tennessee Valley Authority to work out these contractual, 
operational, and administrative arrangements— 
and so forth 

So we do have some reason to believe that the Bureau of the Budget 
is pretty definitely into this picture. 

Mr. Hucues. We are definitely in with regard to making the deci- 
sions, but we did not. work it out. 

Senator ANpERsON. Section 4.09—I shall skip occasionally, trying 
to get enough of the context—reads : 

This contract was entered into with the intention that the amount of debt 
retirement would be approximately equivalent to the amount of depreciation 
on an annual basis and that depreciation would be allowable under a sinking 
fund method. 

Does that read to you, as it does to me, that the Dixon- Yates people, 
in order to get rid of their debt, will be able to balance the amount of 
bonds which they have to retire each year against the amount of the 
depreciation that they shall be able to take from the project? 

Mr. Hugues. This is amortization, we say here. 

Senator Anperson. In other words, none of the amount of retire- 
ment of the one-hundred-and-some-million dollars worth of bonds 
would ever have to come out of income, because depreciation would 
balance each year the amount of bond payment; is that not correct ¢ 

Mr. Hueues. That was the provision worked out in connection with 
the previous contracts by the Atomic Energy Commission. 

Senator AnpErson. What previous contracts ? 

Mr. Huenes. The EET, Ol, and OVEC were carried through some- 
what along the same general principles, except there were improve- 
ments, as the AEC will tell you, in the details of it. 

Senator Anperson. It is your testimony that in the OVEC and EET 
contracts there is a provision that the depreciation and the amount of 
bonds that they have to pay each year shall balance? 

Mr. Hueues. I did not say that. I said there was a provision along 
that line, which I was informed by the AEC is included now in this 
contract. 

Senator Anperson. If you are not sure that they are uniform, may 
we have your comment on this one. This will not provide that the 
amount of depreciation and the amount of debt payment required for 
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debt service, not including interest but retirement of the debt, shall 
balance each year? 

Mr. Hvueues. Of course it has to balance in any case on a total, 
because they should get a depreciation allowance, but the method of 
working it out each year is something which has to be a matter of 
adjustment with the Treasury, with the SEC, and with other parties. 

Senator Anperson. I read the language again. It says: 

* * * with the intention that the amount of debt retirement would be approxi- 
mately equivalent to the amount of depreciation on an annual basis. 

Does that seem to mean that each year they shall try to set up the 
amount of depreciation equal to the amount of debt service which is 
required to take care of the bonds? 

Mr. Hueues. That is the way it reads. 

Senator Anperson. The bonded indebtedness of the plant would be 
paid in depreciation charges? 

Mr. Hucues. That is what it reads, sir, and the details of working 
it out is something which you will have to ask the AEC about. 

Senator Anperson. This would certainly say that the depreciation 
will retire the debt. 

Mr. Hucues. The purpose is to try to keep as good a balance as 
possible. It says it will be approximately equivalent. 

Senator Anperson. The next provision is that: 

If the company should be unable to obtain from the Secretary of the Treasury 
or other duly authorized official a ruling, closing agreement or other agreement 
satisfactory to the company permitting it to deduct depreciation for purposes 


of Federal income taxes on the depreciable property included in the facilities on 
a 31-year sinking fund formula— 


and so forth— 


or if an agreement once obtained shall be reversed, rescinded, or rendered invalid 
and ineffective, 
then it provides for additional payment; does it not? 

Mr. Hucues. That merely puts the arrangement, as I understand 
it, on the basis that the company was supposed to take a provision of 
6 years afterward, and the contract includes a depreciation on the 25 
years in which the contract runs. It is to make that effective. 

Senator ANpErson. On page 19, if they are not able to obtain from 
the Federal Government a ruling which allows them to put this de- 
preciation on a sinking-fund basis, then there must be appropriate 
amendments, and I am quoting now from the top of page 19, 
line 2— 


to provide that the AEC shall thereafter at such intervals and during such 
periods of time as may be from time to time agreed upon make adjusted pay- 
ments to the company for power and energy hereunder in an amount estimated 
to be adequate to provide the company with funds— 

and so forth, sufficient to take care of its depreciation. 

Would it, therefore, be to the interest of Dixon-Yates to fail to get 
through the depreciation on a sinking-fund basis? Would they, there- 
fore, be tempted to go in and try not to get it because they would get 
it twice the other way? 

Mr. Hucues. No, they only get one amount, whichever amount it 
is. They would get it only once, as I understand it. 

Senator Anperson. Are you sure of that, Mr. Hughes? 

Mr. Hueues. I am so informed by the AEC; and I think you will 
get a correct and detailed answer if you ask them. 
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Senator Anverson. If they do not get it on a sinking-fund basis, 
and thereby do not wipe out the cost of their plant by depreciation, 
then the AEC must pay them the extra money so they will not only 
have their plant, but they will have the additional money, too; is 
that correct ? 

Mr. Hucues. No. They only pay them once. 

Senator Anperson. To show you that it seems to be tied to it, it 
says also— 
to permit the company to comply with any sinking fund or analogous require- 
ment of any instrument pursuant to which indebtedness of the company shall 
have been issued or incurred as contemplated by this contract. 

Therefore, whatever the bond people write in in the way of repay- 
ment has to be met by the AEC in their payments for power; is that 
not true ¢ 

Mr. Hugues. Only within the overall provisions of the deal. 

Senator ANperson. Within the overall of $100 million ? 

Mr. Hueues No, no. 

Senator ANnpEeRSON. So the whole $100 million in extra payments 
could be made and not have depreciated a penny from the plant? 

Mr. Hugues. No. Within the overall provisions of the entire deal, 
which include many, many terms. As I say, if you really want an 
answer to that question, you should go into it with the AEC. It isa 

technical detail which they have woxked out which is expressed in this 
section. 

Senator ANDERSON. You commented on how these features worked 
both ways, helpful to the Government and helpful to the company. 
I want to call your attention to section 4.12, refinancing by eompany 
at lower interest rate. You are familiar with that. It is on page 22. 
It says: 

If in the future the company shall refinance all or any part of its debt secu- 
rities so that the aggregate interest thereafter payable by the company on all its 
outstanding debt securities shall be at a rate of less than 314 percent per annum 
thereon, the parties will review operations hereunder and the results thereof 
from the inception of such operations, any increase in the debt security financing 
costs of the facilities over an overall rate of 3% percent per annum, and all other 
factors having a bearing upon the effects of this contract as compared with its 
anticipated effects, and the parties hereto will enter into appropriate amend- 
ments to this contract to make any equitable overall downward adjustment to 
which they may mutually agree. 

Does that not say that if there is a reduction in the interest rate 
that that entire reduction may not be reflected in the cost, but other 
factors can then be taken into consideration ? 

Mr. Hucues. The purpose, as I understand it, is not to have the 
AEC pay any more than it costs the company, and there have to be 
adjustments on that, because you might have variations in between 
the period. This has to be an overall rate of 314 percent. 

Senator Anperson. Why doesn’t the provision therefore, then, re- 
uire them to take the full amount of the saving and pass it on to the 

overnment ? 

Mr. Hueues. I think that is probably what will be the effect of it. It 
has to have a bearing upon the effects of this contract as compared 
with its anticipated effects. In other w ords, it is a complete fulfill- 
ment of the arrangement. It has to be included in whatever adjust- 
ment is made. 


Senator ANpErsoN. I read this to mean 
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Mr. Huenes. No modification of it. 

Senator ANnpeRSON. I read this to mean if there is a saving in debt 
service, if the interest rates go down so it does not require as much 
for the Government to pay, that instead of passing that full saving 
on to the Government, they must sit down and renegotiate the entire 
picture again to see if they should pass it on to the Government. Do 
you not find that language there ? 

Mr. Hucues. No, I don’t see that. 

Senator ANprerson. After they find it out, “the parties will review 
operations hereunder and the results thereof from the inception of 
such operations,” and so forth, and shall enter into subsequent agree- 
ments. It does not say “shall immediately reflect the savings in the 
rates to the Government.” 

Mr. Hugues. That is the wording. I am sure the AEC can give 
you a full explanation of the details of it, but it certainly means, to 
me, that any adjustment which is proper and right is made in the 
contract at that time to give the benefit of such interest savings to the 
Government. 

Senator ANpERsON. Section 4.06 provides for the adjustment of the 
costs of labor, and does that not provide for direct increase if labor 
es up? 

Mr. Huenes. That is not unusual, is it, in contracts? 
Senator Anperson. No. I did not ask if it was unusual. I say does 
it not provide for a direct increase? 

Mr. Hucues. It is necessary, unless you want to pay a price which 
includes a margin which covers all those risks. 

Senator Anperson. If, when wages go up, the cost to the Govern- 
ment is directly increased, why, when interest goes down, is not the 
interest cost saved to the Government? 

Mr. Hueues. I believe in effect it is, sir. 

Senator Anperson. It does not say so, does it? 

Mr. Hueues. If you will go over that in detail with Hr. Nichols, 
T think you will get the full explanation of the technical application 
of it. 

Senator Anperson. I am just trying to see what the Bureau of the 
Budget considered when it said this was a fine and businesslike con- 
tract, 

Mr. Hueues. We are considering the contract as a contract. 

Senator Anperson. I am considering the contract as a contract, but 
you cannot separate it into its parts—— 

Mr. Hueues. No, sir; but again I repeat. that we just cannot do the 
work of every part of the Government. We have to take something 
on the part of the other administrative sections of the Government, 
the same as in the Senate you have to take committee reports and 
things of that nature. You can’t check over everything yourself 
personally. 

Senator Anperson. It seems to me this had been pretty directly 
referred to the Bureau of the Budget. 

On the term of agreement, on page 28, there is provision for the 
transfer to a United States agency. I am not trying to skip. It is 
in section 7.02, down about 15 lines or 10 lines: 


a 


The AEC shall be entitled to transfer * * * the right to take power and 
energy hereunder * * * to any other agency of the United States Government. 
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I have skipped a good many words, but that is the essence of it. 

Why only to the United States Government or another agency of it? 
Why not toa private user of power! 

Mr. Hucues. This deal was made on the basis that it was to be used 
by the United States Government, and the terms were worked out on 
that basis. 

Senator Anperson. Is this to protect existing power companies so 
this load cannot be dumped on somebody else in the community ? 

Mr. Hugues. No, I don’t think so. It would include TV A, 
course ? 

Senator Anperson. If the Government contracts to buy certain 
materials and finds it does not want those, would it be wrong for the 
Government to transfer that contract to somebody who did want 
them ? 

Mr. Hueues. No; but you might not be able to make the same kind 
of arrangement with a private utility cone coat example, 5 per 
cent for capital and 95 percent for debt—if it was going to be used 
by private individuals and not have the name of the Government on it. 

Senator Anperson. That would not relieve the Government from its 
responsibility at all if it transferred the power. It does not say it 
shall transfer the contract. This is just that of the Government does 
not need all that power, itis limited. It can only transfer it to another 
Government agency. What other Government agency is there in the 
vicinity of Paducah ? 

Mr. Hugues. TVA is the principal one. There might be others. 
There might be Air Force installations. 

Senator Anperson. The same provision is repeated on page 29 at 
the very bottom of the page: 

The AEC may assign all or any part of any balance of such terminated con 
tract capacity not absorbed by the company to another governmental agency. 
But it can never allow private business to have it, is that correct ? 

Mr. Hvuenes. Yes, only transfer to govenmental agencies. That 
was the terms of the contract. 

Senator Hicken Looper. May I ask a question for clarification there ? 

Senator ANnperRson. Yes, indeed. 

Senator Hicxkenioorer. Is it possible that the matter of the cor 
porate structure of the Dixon- Yates group when it has a firm contract 
with the Government is such that the oe might approve the bond 
issue where the Government was a party, but if a private company at- 
tempted to get its revenues through sales to the general public, for 
instance, a different attitude might be taken by the SEC in connection 
with the floating of a bond issue or financing or something of that 
kind? 

Mr. Hueues. Yes. That is what I had reference to. 

Senator See That is a fundamental issue involved. 

Excuse me. I did not mean to ieee rupt, but I understood that was 
a factor in that particular provision. 

Mr. Hvenes. This is entirely a Government contract. ‘That ratio 
of 5 to 95 would certainly not be 

Senator Hickentoorer. They have a different ratio for equity 
-apital and bond issues. 

Mr. Hvenes. Therefore, the terms would be more onerous, as far 
as the costs are concerned. 
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Senator Anperson. The Government would not be relieved in the 
slightest of the responsibility, once it has signed the contract, even 
though part of the power were sold to a private user. 

Mr. Hucues. It would depend entirely on the basis. You would 
have to talk to Mr. Nichols about that. 

Senator Anperson. On page 35, section 8.02, there is provision for 
the use of fuels or sources of energy other than coal. There is a pro- 
vision if they get a saving on coal, the full saving shall be passed on; 
but in this provision there is not a requirement that if there is a 
great saving, the full saving shall be passed on. It just says there shall 

%@ appropriate amendments to the contract. 

Did the Bureau of the Budget consider whether or not the full 
amount of the savings should be passed on to the Government ? 

Mr. Hucues. I would say appropriate amendments included that, 
Of course, there might be some additional costs in using another type 
of fuel. Maybe that is one thing that was in mind. There again, 
you should ask Mr. Nichols on the details of that particular phrasing. 

Senator Anperson. On page 37, section 8.05, about 10 lines down— 
I am trying to skip some of it, but in case of fire, flood, strike, sabotage, 
and so forth 

Mr. Hucues. Where is that? 

Senator AnpERsoN. Page 37. 

Mr. Huenes. | see it. 

Senator AnprErsOoN. Section 8.05. 

Mr. Hueues. O. K. 

Senator Anperson. The company shall not be held responsible 
for loss or damage because of flood, fire, explosion, strike, act of 
public enemy, and so forth: 





Provided, however, That nondelivery on account of any such causes shall not 
relieve the AEC from its obligation to pay the company any charges payable 
hereunder except to the extent that such charges may include payments for 
which the company is compensated by insurance or otherwise or of which the 
company is relieved as the result of the operation of such causes and which 
are not offset by losses 
and so forth. 

I do not think it is necessary to read it all. 

In other words, in case of a strike which completely closes down 
the operation, the AEC, although it had nothing to do with the 
strike, would have to continue to pay ; is that correct ? 

Mr. HuGues. As I understand it, there are provisions elsewhere 
with regard to substitute power, and all that part of it. 

Senator AnpErson. I understand, but what about this provision? 

Mr. Hugues. This, I understand, is standard provision in this type 
of contract—is that correct? 

Mr. Apams. Yes. 

Mr. Hueues. You couldn’t get financing if you didn’t have some 
such provision. 

Senator Anpverson. In other words, if they had use and occupancy 
insurance, and there was sabotage and closedown, the company would 
recover and therefore AEC would not have to pay. But if there was 
a strike because of bad labor relations or sloppy handling of what- 
ever situation, AEC would have to pay ? 

Mr. Hucues. There again, it gets into a matter of the negotiation 
of the contract, and the usual procedure is that if you had to provide 






UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO. 39 


for all contingencies, you would have a much heavier cost and you 
would have to balance that out in the negotiations. 

Senator ANDERSON. The provision here is quite different from the 
EEI and OVEC provisions. Referring to page 41, section (3), the 
obligations are subject to the following: 
receipt by the company of an opinion of the General Counsel of the AEC to 
the effect that the AEC has power and authority to execute this contract and 
the undertakings herein described, 
and so forth. 

Has that opinion been received ? 

Mr. Hu@nes. Which one? 

Senator ANnperson. The opinion called for in section (3). 

Mr. Hueues. Yes, sir; that will be presented with the file when 
General Nichols appears. 

Senator Anperson. Then section (4) is another opinion from the 
Comptroller General of the United States. 

Mr. Hueues. That will also be presented. 

Senator ANDERSON. We were talking about whether these contracts 
were comparable. The OVEC contract of 1952, on capital stock: 

It is the intent hereof that, except as nmfay be otherwise agreed * * * the 
earnings of the corporation applicable to its outstanding capital stock shall be 
equal to and limited to a net return after all taxes on income of 8 percent per 
annum. 

This provision is for 9 percent. What prompted the raise from 8 
to 9% 

Mr. Hucues. That is part of the entire operation, of course. There 
is considerably more risk in this contract than in the other contract. 

Senator Anperson. You think there is more risk in this than in 
OVEC? 

Mr. Huenes. Very definitely. 

Senator Anperson. In what fashion ? 

Mr. Huenes. I don’t know that I can enumerate them all for you, 
but risks in greater responsibility for costs, the limitation of costs, 
greater responsibility for costs of operations, and other various terms 
which Mr. Nichols can explain to you when he is before you, princi- 
pally a financial risk. 

Senator AnpeRson. Section 3 on page 42: 

The company will not request accelerated amortization of facilities for income- 
tax purposes, of the character provided by the Defense Production Act of 1950, 
as amended, unless it has obtained the written consent of the AEC and the parties 
have entered into an appropriate amendment to this contract to make an equi- 
table adjustment of the provisions hereof. 

In other words, the Congress might have notice of this contract and 
have its 30 days to look at it as provided by law, and then subsequently 
could they come in and ask for accelerated depreciation and by the 
mere approval of AEC have it? 

Mr. Hueues. No. They have to do a lot of other things besides 
get the approval of the AEC. 

Senator ANprerson. I understand that. I mean as far as the Gov- 
ernment is concerned, the approval of the AEC, and the Congress 
would know nothing about accelerated depreciation. 

Mr. Hucues. You have many operations that are given accelerated 
depreciation that are not referred to the Congress. That is part of the 
operation of the ODM, for example. 
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Senator Anperson. Yes, but that is not the question where the Gov- 
ernment is guaranteeing the contract as it is in this case. 

Mr. Hucnes. I don’t see that the Government is guaranteeing the 
contract. You have certain payments to make, and you don’t let them 
do this unless appropriate adjustments are made in those contract 
payments. 

Senator Anperson. I see nothing with respect to contract payments. 

Mr. Hueues. It says “appropriate amendment.” This is in the 
hands of the AEC. Nothing can be done without their working out an 
appropriate amendment, which means, of course, if I know the AEC, 
that they are going to make sure that they get their share of the 
savings. 

Senator Anprerson. Let’s look at section 8.18, on page 44. 

The company warrants that no person or selling agency has been employed 
or retained to solicit or secure this contract upon an agreement or understanding 
for a commission, percentage, brokerage, or contingent fee, excepting bona fide 
employees or bona fide established commercial or selling agencies maintained by 
the company for the purpose of securing business. 

Would that apply also to building the plant ? 

Mr. Hugues. I don’t know. I couldn't give you an answer to that 
one. It is clear enough in what it says that there is no fee, and that the 
purpose is, of course, to counter any suggestion that anybody had any 
part in obtaining the contract, whic h they didn’t. This isto make sure. 

Senator Anperson. I thought it was clear, too, because it very 
carefully makes sure that the only limitation is upon the solicitation 
of contract, and not upon the building of the plant. There has been 
a question about it. Certainly the omission of that would be quite 
significant. 

Mr. Hugues. You will have to ask AEC on that. I don’t know of 
any condition which would arise in the other type of operation which 
you speak of. 

Senator Anperson. I think that is all the questions I have. 

Senator HickENLoorerR (presiding). Have you finished? Are there 
other questions ¢ 

Senator KnNownanp. Mr. Chairman, at this point I should like to 
clear up the testimony of Mr. Hughes. 

You stated that the plant would be built to provide the necessary 
number of kilowatts to assist the TV A in meeting their problems, and 
that it was the opinion, I understood you to say, of yourself or of the 
AEC that under the priority rights in the TVA Act, it was felt that 
the TVA would have the requirement to furnish the necessary power 
for the AEC. 

Was I correct in my understanding ? 

Mr. Hueues. That is the Attorney General’s view; yes, sir. 

Senator KNow.anp. In other words, assume for the moment that 
two things happen: First, that the Congress or the committee did not 
approve the contract and the waiving of the time element on it, and 
then the Congress did not appropriate funds for the building of a TVA 
steam plants—in carrying out its responsibilities as a matter of grave 
national policy and defense, it is the viewpoint of the Attorney Gen- 
eral and others that the AEC would have the right, under existing 
statutes, to go in and demand whatever power was necessary to do 
their job, and to that extent it would be taken from whatever available 
source there was? 
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Mr. Hucues. That is correct. The Attorney General,just 2 or 3 
days ago, confirmed that. I asked him if that was the opinion still, 
and he said it was: that the AEC could not suffer because the AEC 
had a prior requirement that had to be met, and it would be the other 
people who would suffer in TVA, not the agency. _ “ 

Senator KNow.anp. Has that opinion been put in writing‘ 

Mr. Hugues. I am not certain. It could be obtained in writing. 

Senator Knownanp. Could you check for us and see if the opinion 
has been placed in writing, and whether this committee could have 
furnished to it a copy of the opinion of the Attorney General and 
such other opinions as he may have on the subject ? 

(See last attachment to General Manager’s report, part 2, p. 920.) 

Mr. Hvueues. I shall do that. 

Senator Know.anp. In reality, what the administration was en 
deavoring to do in this case until the basic policy question could be 
determined. was to see to it that there was sufficient power furnished 
to meet the growing needs of the TV A by this process and by this con- 
tract: is that correct ? 

Mr. Hveurs. That is the ridiculous part of the whole thing, so far, 
to some of us. because it was the interest of the TVA that was the 
redominant reason for entering into this operation, for the general 
venefit of the people and the Government as a whole. 

Senator KNowLanp. That is all. 

Senator HickENLOoPER. Senator Bricker? 

Senator Bricker. I note on page 12 you say: 


I unreservedly recommend to the committee this contract which is a splendid 
example of the way that system works 
referring back to the system of private enterprise. 


I want also to point out that the rates paid by AEC for power through this con- 
tract will be lower, on a comparable basis, than rates under their existing con- 
tracts with TVA or other private utilities. 

Have you any knowledge of the relative rates charged by TVA to 
the Atomic Energy Commission under its contracts with them, and 
the rates which TV A charges to its commercial users? 

Mr. HvucGuHes. It is considerably hieher, but I think that Mr. Nichols 
can give you much more detail on that. It is higher. 

Senator Bricker. [| will defer that until he appears. 

Senator, HickeNnLoorrr. Had you finished, Senator Bricker ? 

Senator Bricker. That is all. 

Mr. Huenes. I understand that the Attorney General’s opinion 
is in the material which will be presented to you this afternoon. 

Senator HickenLoorer. Further questions? 

Senator Pastore. Mr. Chairman. 

Senator HicKENLooper. Senator Pastore? 

Senator Pasrorr. Mr. Hughes, you realize that if this committee 
is indiscriminately to waive the condition under section 164, there 
really would be no reason for that condition being in the law in the 
first place; is that not true? 

Mr. Hueues. We do not look on it as a question of indiscriminately 
waiving the condition. . 

Senator Pasrorr. I am putting a hypothetical question to you. 

Mr. Hucues. We would never ask you to do that. This is a ques 
tion of the specific problem of a need for action that is permitted under 

54602—54——_4 
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the law, and therefore naturally we request the Congress to take it. 

Senator Pasrore. You realize there has been quite a controversy 
over this so-called Dixon- Yates contract. You know that. 

Mr. Hueues. Yes, sir; I have heard of it. 

Senator Pastore. On the last page of your statement to us, you 
are asking that this requirement of 30 days be waived. That is true, 
is it not? 

Mr. Hucuers. Yes, sir. 

Senator Pasrore. There is nothing in this contract that fixes the 
time for the completion of these facilities; is that true? 

Mr. Hucues. No. I think you will find that there are very definite 
pressures that make for completion of the contract which you will 
have explained when you get the details from Mr. Nichols. 

Senator Pasrorr. Do you not think it would be well that the Mem- 
bers of Congress have an opportunity to scrutinize the conditions of 
this contract; that they have an opportunity to do what they would 
like to do after they come back upon the convening of the session in 
1955? 

Mr. Hueues. I tried to point out, Senator, in my statement here, 
the way in which the full thing had been debated and discussed exten- 
sively, as you said, something of that sort, and therefore we feel that 
it is proper to ask, under the immediate circumstances of a provision 
of the law which provides for it. 

Senator Pasrore. In other words, you are actually saying that 
there is an emergency now which requires us to waive this 30-day 
waiting period while the Congress is in session ? 

Mr. Hucnes. We think it is important to save this time because of 
the dangers of weather, and because of the fact that this provision has 
been urgently requested by TVA for additional freeing of power for 
their use in 1957. We think this is the way that it is ‘possible to get 
it done. 

Senator Pastore. Have you personally gone into these dangers, or 
are you taking someone else’s word for it? 

Mr. Huaues. No, sir. I have not gone into the dangers except to 
hear the reports from people of competence, and from my own general 
judgment I can certainly realize that that is the situation. 

Senator Pastore. Who are these people of competence whose rec- 
ommendations you are taking? 

Mr. Hueuers. The AEC, of course, primarily. The TVA will make 
the same kind of statement. 

Senator Pastore. Let us not use initials. Let us use names. Who 
are the people who have given you these recommendations ? 

Mr. Hucues. General Vogel for the TVA for one. 

Senator Pastore. How long has he been with the TVA ? 

Mr. Hueues. He is a man who is an expert in this business. He 
has been there long enough to obtain the information and knowledge 
that are required. 

Mr. Clapp is another, who made an urgent plea that this be done by 
1957. I am sure if you want it, you can get plenty of evidence with 
regard to that particular point. 

Senator Pasrorr. That may be so. I was asking you, Mr. Hughes. 

Mr. Hugues. We have made inquiries to feel sure that that is so. 
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Senator Pastore. There is no compulsion on the part of this syndi 
cate or sponsoring group to complete this installation by any special 
time; is there? 

Mr. Hueues. It is part of the deal to have it done, and it will cost 
them if they don’t do it. The reasons and explanation of that can be 
explained in more detail by Mr. Nichols, who will appear next. 

Senator Pastore. It is a fact that under the proposed contract there 
is nothing of any reality until, I think, page 6. It says here, “Facili- 
ties ready for commercial operation on dates determined as follows: 
First unit, 32 months after this contract takes effect.” 

Am I right? 

Mr. Hugues. Yes, sir. 

Senator Pastore. Do you mean to tell me that waiting 2 more 
months is going to change that materially ? 

Mr. Hueues. It is a matter of the weather, sir. If you have a 
breakup which will make it necessary to hold up the work and then 
you get down to having to do in 2 years what you should have to do in 
3, of course it will not be the AEC that will suffer. They will get the 
power. 

Senator Pastore. Are you worrying about the breakup that will 
result as a matter of the weather, or the breakup that might occur as 
a result of the next Congress coming in to look at this ? 

Mr. Hugues. No. 

“enator Pastore. Are you worrying about a breakup of the contract, 
or a breakup of the weather ? 

Mr. Hucues. We asked for this before we had any knowledge of 
what the Congress would be like that came in, or anything else of the 
sort. 

Senator Pastore. I am very much intrigued with the logic that you 
have developed on page 11 of your statement. You go on to say, 


9 


reading on line 3 now— 


The contractor will, of course, make a reasonable profit and he should to com- 
pensate him fairly for his risks. 

I agree with that. 

These include the risk of increases in capital costs over a specified figure, the 
risk of increases in operating costs included in the base charges, and the risks 
of having to dispose of excess generating capacity in the event of future reduc- 
tion in AEC power requirements. 

The position that you are taking, as I understand it now, is that 
because of these risks, this makes it a fair contract under our system 
of free enterprise. 

Mr. Hucues. No, sir. I think that is one item in it, as we have 
explained. I think we have gone over the whole picture. I think 
you have to take the whole contract into consideration in all its parts. 
That has been explained in summary by Admiral Strauss, and will be 
explained in detail by General Nichols. This is one specific item that 
we are interested in, because we are interested in the sharing of the 
risks. 

Senator Pasrore. Is not the question of whether you make a profit 
or loss, fundamentally the risks that we talk about in free enterprise ? 

Mr. Huenes. Pardon me? 

Senator Pastore. Is it not fundamentally the profit or the loss that 
one takes in a venture that constitutes the risks that we speak about 
that go to make free enterprise ? 









Mr. Hucues. Yes, that certainly is a very important factor. 

Senator Pastore. You say here that they have the assurance of an 
annual return of 9 percent, provided they meet their estimated costs ; 
is that correct ¢ 


Mr. Hucnes. Assurance. It is not guaranteed. If they meet their 


estimates. ‘That is true in any line of business. 
Senator Pastore. Let us put it this way: If they can build these 


facilities at the estimated cost or less, then they have a guarantee of 


9 percent ¢ 

Mr. Huenes. No, they have no guarantee. They only get that 
return on that basis if something else doesn’t come in and upset it, 
like the cancellation, for example, or the excess generating capacity, 
or any other feature that might come into the picture. 

Senator Pastore. If you do not have a cancellation of this contract, 
they are assured 9 percent of their capital investment; are they not / 

Mr. Huanes. The calculation is made on the basis of a total return 
of about 3.88 for the whole venture and, if all the other things work out 
well, would on the calculation show them 9 percent, as is shown in the 
presentation. 

Senator Pastorr. Has the Budget Bureau gone over these esti 
mated costs to find out whether or not they have been properly drawn 
and drafted ¢ 

Mr. Hueues. Mr. Adams is the one who is responsible for that. 

Mr. Apams. Senator, that was my first assignment in assisting the 
Bureau of the Budget, to review the estimated costs submitted by the 
sponsors of this proposal, and to determine whether, in my opinion, 
they were reasonable costs. 

Senator Pasrorr. As you sit there, Mr. Adams, are you willing to 
take the position that these costs were entered into in such a way 
that there is a strong likelihood that they cannot build it within that 
cost figure ¢ 

Mr. Avams. No, sir. They were estimated on the basis that this is 
a reasonable expectation for the construction of a plant of this size 
and character under the conditions surrounding this particular con 
tract. 

Senator Pasrorr. Would you say they are taking a reasonable risk 
that these costs will go up, according to the figures that have been 
calculated ? 

Mr. Apams. Yes, sir. I think there is a reasonable risk that they 
will go up in the face of the fact that construction costs are still rising. 
The construction cost index has already gone up a substantial amount 
since these negotiations were first started. 

Senator Pasrorr. There is a likelihood that they could come down. 

Mr. Apams. I think it will be the first time in many years if they do. 
I wouldn’t say it is impossible, but I would say it is unlike sly. 

Senator Pastore. In other words, you would expect these costs to 
go up in the years to come, rather than to come down 4 

Mr. Apams. I think the trend is likely upward, although it is pos- 
sible that they could go down. This contract provides for a sharing 
of the costs 50-50 with the Government if they go up or if they go 
down. But there is a ceiling on the cost to the Gove rnment if the ¥ 
go up. 
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Senator Pastore. Now let me ask you this: Why wouldn't it be 
fairer to predicate the return on the capital investment on the actual 
cost of building these facilities under prudent supervision ? 

Why this guarantee of 99 percent on all this speculation ? 

Why couldn’t this group be told, “We will supervise the construction 
of those facilities. ‘They have to be constructed according to specifica- 
tions, and we are going to watch it very closely. You will get X 
percent return on your money, whatever it happens to be.” Why 
wouldn’t that be a fairer way ? 

You don’t want to take advantage of these people, do you ? 

Mr. Hugues. It is a question of policy, Senator, with regard to 
whether we are going to have a contract price where we have a limit, 
or whether we are going to have an open end contract, because you 
can’t make that kind of operation without also of course agreeing that 
you are going to assume the cost yourself with regard to increases. 

Senator Pastore, But you have taken the position in your remarks 
that if the costs are 13 percent above obeediek then the company 
stands to lose money. Isn’t that right / 

Mr. Hucues. That is right. 

Senator Pasrore. Do you mean to tell me that the United States 
Government is going to take advantage of that situation? Let’s 
assume that it costs them 25 percent more to build these facilities, 
and you have 24 years remaining on the contract. Is the United 
States Government going to take advantage of these investors im that 
fashion ? 

Mr. HucGues. I wouldn't call it taking advantage. If you make 
a contract with someone to build a house or anything else, it is a 
matter of risk. They get a certain profit if they are successful, and 
if they don’t they have a loss. That is part of our system. We are 
not in a system where a fixed return or a fixed cost or anything else 
is guaranteed by the Government. ‘That is the basis on which this 
administration is operating in this particular. 

Senator Pastore. Has it ever happened to your knowledge where 
a bad bargain had been made and a definite loss was being suffered 
by a supplier to the United States Government that the contract was 
modified ? 

Mr. Hucues. There have been cases, but I think in each case it is 
a matter of the merits of the situation and not a matter of agreement 
beforehand. 

Senator Pastore. Would you expect it to happen in this case ? 

Mr. Hugues. I would not expect it to happen, no. 

Senator Pastore. What I am trying to get at, Mr. Hughes, is that 
we have not gone ove rboard in guarantee ing a high rate of return 
on these calculated risks which to me are rather nebulous under these 
circumstances. 

Mr. Hueues. In the first place, I don’t think it is a tremendously 
high rate of return for the risk involved. If a 13 percent change in 
price can wipe out the entire profit, that is not a high return. Secondly, 
the regular public utility average in 1953 was 10.2 percent. So we 
are just a little over one percent under that. 

Senator Pastore. Over the whole country how much has it been ? 

Mr. Hucues. 10.2 percent in 1953. 

Senator Pastore. Are you talking about these suppliers or are you 
talking about generally ? 
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Mr. Hucuers. No, no. I am talking about the equity capital, private 
and public electric utilities having revenues over $250,000 per annum, 
according to Federal Power Commission. 

Senator Pasrore. Do you back up that figure, Mr. Adams? 

Mr. Apams. Yes, sir. 

Mr. Hucues. He better. He is from the Federal Power Commission. 

Senator Pastore. Whose figures are those ? 

Mr. Apams. These are the published statistics of the Federal Power 
Commission entitled “Statistics of Electric Utilities,” published each 
year. The figure just quoted by Mr. Hughes is the average earnings 
on equity capital of all private electric utilities with revenues of over 

$250,000 per annum. 

In 1953 it was 10.2 percent. In 1952 it was 10.2 percent. Back in 
1950 it went as high as 10.6 percent. These are average figures. 

Senator Bricker. That is on the equity capital ? 

Mr. Hueues. The equity capital, the same as this represents. It isa 
comparable figure. 

Senator Pasrorr. Do they have any cancellation clauses in their 
contracts, Mr. Hughes? 

Mr. Hueues. They have other risks. Some of them probably do. I 
don’t know. 

Senator Pasrore. In this letter that you talked about, sent by Mr. 
Clapp, from which you have an excerpt in your statement on page 4, 
isn’t Me referring to building = of installations in the Paducah 
area as against the Memphis ar 

Mr. Hucnes. At that time, as ] siithandi in my statement, that was 
what we were talking about, but he is referring to the broader question 
of giving some more of the power requirement to the AEC instead of 
keeping it all in TVA. 

Senator Pastore. But he says in his letter, “This is not to say that 
we object to a decision that AEC shall procure from other suppliers a 
greater share of its power requirement at Paducah than is covered by 
the existing arrangements.” 

But that was all “predicat ed upon the original discussions to increase 
the supply in the Paducah area. Isn’t that so? 

In other words, it was the pr ivate ¢ ompanies in that area which were 
first. appro: ached on this proposition. 

Mr. Hueues. That is right. 

Senator Pastore. And they said it is not feasible only because in 
cases of cancellation we would have no consumers to whom to sell this 
current. That is when they agreed to go down into the Memphis area; 
is that right? 

Mr. Hucues. That is a very important consideration. This is ex- 
actly the same result through a replacement arrangement which is 
quite common both in Governmnt—the TVA has used it a number of 
times, and Southwest Power and other places they have used it a 
number of times—and in private companies, which do it all the time. 

Senator Pastore. The whole idea of course was born in the Budget 
Bureau rather than the AEC; isn’t that a fact? 

Mr. Hugues. I wouldn’t say that. 

Senator Pastore. This whole idea of establishing these facilities in 
the Memphis area. 

Mr. Hucues. No. That came from the companies themselves as the 
only place at which it could be built. 
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Senator Pastore. What do you mean it came from them? Who 
gave them the idea? 

Mr. Huaues. In the original discussions as we went over in detail 
were on the basis of what could be done to provide direct power in 
Paducah. After some consideration, and discussion, and I think TVA 
representatives took some part in that, they wanted the power in Mem 
phis, not in Paducah. Asa result of that general discussion, this was 
explored and this came up as a result with the recommendation. 

Senator Pasrorr. That is all the questions I have at this time. 

Senator KNow.anp. At this point may I ask this question: 

The reason, as I understand from your answer to the last question, 
they wanted it in the Memphis area rather than Paducah, was that in 
the seemingly unlikely event that the atomic facility in the Paducah 
area should be either curtailed or shut down there would not be the 
alternative disposal provided for the power which would justify a 
plant going in, whereas in the Memphis area even if the requirement 
was completely eliminated or partially so, they would have an oppor- 
tunity to dispose of the number of kilowatts that were being gen- 
erated. 

Mr. Hugues. That is right. 

In addition, if the plant had been built in Paducah and the power 
turned back to AEC at that point, AEC couldn’t use that power, 
either, and they would have had to pay expensive transmission lines 
to move it into the area that they needed it, which would have been 
an additional cost to TVA. 

Senator ANDERSON. May I ask a question, Mr. Chairman. 

Mr. Hughes, on August 18 you sent a letter to Mr. Cole, the last 
sentence of which reads: 

I hope the committee will see fit to waive the 30-day requirement under sec- 
tion 164 of the Atomic Energy Act of 1954, so that the contract will not be delayed 
until Congress returns next January. 

Were you speaking there as more or less the representative of the 
President in this matter 

Mr. Hueues. Yes, sir. 

Senator ANpERSsON. May I call your attention to the President’s con- 
ference of October 27, in which this question was asked : 

On that point, sir, do you wish the joint committee to waive that 30-day period 
for inspection and have the contract— 
and the President broke in and said : 

No one had asked him to ask them to waive any period. 


Who asked you for permission to waive the period? 

Mr. Hueues. I can’t know about that, of course. You have to ask 
that somewhere else. But this particular provision, this particular 
request, was agreed to and arranged with the President. 

Senator ANDERSON. This is the President’s own statement that he 
didn’t ask it. Who asked you to ask it? 

Mr. Hucues. I am not going to call the President anything, nat- 
urally. 

Senator Anperson. Do you dispute the President’s statement ? 

Mr. Hueues. Not at all. I have no knowledge of it. I haven’t it 
before me now. You have it there. I don’t know whether the ques- 
tion was asked under proper terms or anything else, at the moment. 
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Senator Anperson. I will be glad to have you examine it. I read it 
exactly as it appears. 

Mr. Hvueues. I don’t doubt that at all. All I know and all I can 
say for it is that this is the request which we made as a result of full 
discussion of administration policy. 

Senator ANDERSON. But the President has not asked that the 30-day 
waiting period be waived. This is October 27. If the President 
hadn’t asked it, why should the Bureau of the Budget ask it? 

Mr. Hucues. The difficulty there of course of picking up a question 
in the President’s press conference is something which you will have to 
measure. 

Senator Pastore. Let me ask you this: Did you consult with the 
President before—— 

Mr. Hugues. Yes, sir. 

Senator Pasrore. You made your own personal request ? 

Mr. Hueues. Yes, sir. Answering you under oath, I have to say 
“Yes.” 

Senator Pastore. I won’t press it any further. 

Chairman Corr. Let the Chair suggest, since reference has been 
made to the President’s press conference and the President has been 
quoted, that the entire quotation of the statement of the President’s 
remarks on that occasion be inserted in the record, which will show 
that the President amplified his response when he said no one had 
asked him to ask this committee to waive any period. He went on 
further to say: 

The Federal Power Commission said this was a proper contract and fair to the 
Government and all concerned. 

The TVA authorities had gone over it and said, after incorporation of certain 
changes they wanted, that it was perfectly satisfactory. The Congress had the 
last word in the situation, and could go after it if they wanted to, so he felt that 
the Government was perfectly and splendidly protected. 


Mr. Hvueues. I think you might also say that certainly nobody asked 
the President to request the committee to waive it. 
(The document referred to follows:) 


PRESIDENT EISENHOWER’S PRESS CONFERENCE, OCTOBER 27, 1954 


Raymond P. Brandt, of the St. Louis Post-Dispatch: On this secrecy of docu- 
ments, and so forth ~ 

Answer. Yes. 

Question. Why can’t we get the Dixon-Yates contract? We got a copy but other 
people didn’t. [Laughter.] 

Answer. Well, as a matter of fact, he probably, if he had anything to do with 
it, would discipline the person that had given them the copy, if he knew them. 
He didn’t know. Here were the facts. He had promised all the doeuments in 
the negotiations leading to the making of this contract and, as far as he knew, 
everybody had been able to see them. 

Next, there was a contract made, and the law provided that that contract, 
when made, was placed before the Congress and was to remain there until—he 
believed it was the joint committee—the joint committee of the Atomic Energy 
Committee, had the full opportunity te investigate it and go through its details. 
And when that was done, then it would undoubtedly be made public. But until 
it had finished its tour in front of the Atomic Energy Commission, he doubted 
that it would be proper to release it. 

Question. On that point,’sir, do you wish the joint committee to waive that 
30-~Jay period for inspection and have the contract 

Answer. No one had asked him to ask them. to waive any period. Now, this 
was what he did know: The Federal Power Commission said this was a proper 
contract and fair to the Government and all concerned. 
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The TVA authorities had gone over it and said, after incorporation of certain 
changes they wanted, that it was perfectly satisfactory. The Congress had the 
last word in the situation, and could go after it if they wanted to, so he felt that 
the Government was perfectly and splendidly protected. 

Clark R. Mollenhoff, of the Des Moines Register and Tribune: The Senaté 
committee has raised some question about the ethics of the actions of some 
subsidiaries of the Dixon-Yates group. I wonder if that would have any effect 
upon your thinking on the Dixon-Yates people, and the fact that the contract 
was let without bid? 

Answer. Well, he couldn’t think of any man in the Government whom he trusts 
more as to his integrity, his commonsense, and his business acumen than Lewis 
Strauss (Chairman of the Atomic Energy Commission). 

Now, he was the one that was at the focal point of making this contract. The 


Congress—after he (the President) had quoted the Federal Power Commission, 


i 


he had quoted the TVA—the congressional committee had its right to go over it 
in detail. 

If they found anything wrong, he was certain there would be someone that 
would make it public. Now, up until that moment, he had nothing further to 
do with it; we hadn’t seen the contract in its detail and he hadn't any more 
comments to make about it. 

(Copied verbatim from the New York Times, Thursday, October 28, 1954.) 

CHAmMAN Corr. Are there other questions by the committee of Mr. 
Hughes ¢ 

Mr. Holifield ? 

Representative Honirtetp. Mr. Hughes, I believe Standard & Poor’s 
list of directors for 1952 lists you as controller of the National City 
Bank and as controller of the International Bank Corp. Is that true? 

Mr. Hugues. Yes, sir. 

Representative Horirietp. I assume, of course, you resigned from 
those positions when you came to the service of the Government ? 

Mr. Hugues. I have retired from those positions. 

Representative Houirrerp. You have retired. 

In your statement at the top of page 3, reading the whole paragraph 
beginning at the bottom of page 2 you say: 

We were determined to meet the immediate needs in the TVA area—but we 
were equally determined to meet those needs in a way that would not, in the 
absence of thorough consideration by all of our people, commit us to a policy of 
establishing a nationwide Federal power monopoly. 

Would you explain exactly what you meant by establishing a 
nationwide Federal power monopoly ¢ 

Mr. Hugues. Of course that brings up a broad question. Is it 
reasonable—and this is something to which we certainly have no 
answer or conclusion and it has been asked us and we have to consider 
it—is it reasonable to provide money from the general taxpayers for 
the steam plants of a particular valley without at the same time 
doing the same thing for the Connecticut River and a lot of other 
rivers ¢ 

That is a question that the President has very much in mind. 

Let me cancel that. Which the administration has very much in 
mind and is not going to make any snap decision on. It has to be 
thoroughly considered from all sides as to what is the fair thing for 
everybody. 

Representative Hotirime.p. That is a policy decision to be made by 
the Congress, however : is it not? 

Mr. Huenes. Certainly. All we will do is discuss it. Nothing w ill 
be done without presentation and consideration of .the Congress. 
There is no plan except possibly to find out what we should recommend. 
That is all we are talking about. 
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Representative Hotirrecp. Are you aware of the percentage of 
public power which is now generated i in comparison to the percentage 
of private power in the United States ? 

Mr. Hueues. I am not. Do you have that figure? (Conferring 
with Mr. Adams. ) 

About 20 percent, Mr. Adams tells me. 

Representative Hoxirrerp. About 20 percent in public power. Is 
that Federal power or municipal power / 

Mr. Apams. I think that is total. 

Mr. Hucues. Total, he thinks. 

Representative Houtrtevp. Is it not closer to 10 percent of Federal 
power? 

Mr. Apams. Ten percent of the national total? 

Representative Houirre.p. Between 10 and 12 percent of the national 
total is generated by Federal power projects. 

Mr. Apams. I am not sure, Mr. Holifield, but I will be glad to fur- 
nish that. 

Representative Hoiitrre.p. Will you supply the correct percentage? 
If that be true—and I have every reason to believe it_is—would the 
furnishing of 600,000 more kilowatts in the Tennessee Valley in your 
opinion establish a nationwide Federal power monopoly ¢ 
The information referred to follows : 


Installed generating capacity on electric utilities systems in the United States, 
Sept. 30, 1954 


Kilowatts | Percent 


Private <0 76, 575, 087 


Public. . ; cannes ; AEE WES | 22. 581, 237 








sn oc. nlnina a: atlipanaitiadabtiialad cmnmiiiteiiiaets Mit Maia i ee ae 99, 156, 324 | 
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eaditedethi tiara inuleeics tcnlialih tates cen eae 76, 575, 087 77.2 
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Federal. _- 6 - . nviniahigebaiimsasnmatdens 12, 958, 802 | 13.1 
Other nn . Teed 9, 622, 435 9.7 
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100. 0 





Mr. Hucues. I don’t think that is the approach to the question at 
all. The approach to the question is that we should consider before 
embarking on any program the full impact and significance of it and 
weigh it from all sides. 

Representative Horirrecp. Of course you have made your decision 
in this instance to reverse—— 

Mr. Hucues. This keeps the matter open, as I understand it. 

Representative Hoiirietp. It keeps the matter open by curtailing the 
building of the Fulton steam plant and substituting therefore the 
building of a private utility plant. 

Mr. Hucues. Not with Government money, however. 

Representative Horirrerp. But with Government credit. 

Mr. Hucues. No; the Government pays for the product. 

Representative Hotirreip. Didn’t the Dixon-Yates proposal indi- 

cate that it would be because of the 25-year Government contract that 
they could fund their bonds at 314 percent ? 
Mr. Huenes. Certainly. 
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Representative Horirrep. Then it is the Government’s contract 
which stands behind the floating of the bonds. 

Mr. Hugues. But the Government is getting value received for its 
contract, in my —— 

Representative Horirretp. That is of course a matter of opinion. 
It is the Government’s contract which makes that 95 percent funding 
possible at 314 percent. 

Mr. Huceues. It is not unusual in many types of business to get an 
advantageous deal. If you have a contract with some railroad or with 
some well known and responsible buyer, of course you can make a 
better deal on your financing and get a cheaper rate than if you don’t. 

Representative Honierenp. On page 3 you also say: 

In the previous administration AEC had arranged for large blocks of power 
from private utilities, notably at Paducah, Ky., and Portsmouth, Ohio. At these 
places private utility companies serving the areas had joined together to con- 
struct new plants to provide power to AEC, It was assumed, therefore, that the 
AEC could, in the future as it had in the past, arrange with private utilities to 
reduce AEC requirements on TVA. 

There are two points I want to ask you about. You recognize that 
the previous arrangements were made with private utility companies 
to supply energy for defense- plant purposes ; do you not? 

Mr. Hvcues. I think that the whole AEC is a defense-plant purpose. 

Representative Hottriecp. Yes, sir. Then the answer to my ques- 
tion is yes, that it was for defense purposes. 

Mr. Hucues. But I think this whole—— 

Representative Hontrretp. That the energy produced from these 
plants was to be used in atomic energy defense plants. 

Mr. Hucues. But on the other hand it is exactly the same situation 
as to whether or not you demand energy from the TVA or whether 
you provide it by private sources. I don’t see much difference in that 
particular. 

Representative Hotirretp. Whether you see much difference to it or 
not, the fact remains that the generation of electricity in the three 
named plants was for the total purpose of defense-plant use; was it 
not? 

Mr. Hueues. Yes, sir; everything for the AEC is defense-plant 
use. 

tepresentative Hotirrerp. We will get to that and we will find out 
if it is. 

In the supply of the 600,000-kilowatts plant, the Dixon- Yates capac- 
ity, to the AEC in the Memphis area, is that for defense purposes ? 

Mr. Hucues. Yes, sir; because it replaces—— 

Representative Hottrretp. We will get into replacement. Are those 
kilowatts to be used for defense purposes ? 

Mr. Huceues. On a replacement basis; yes, sir. 

Representative Hortriretp. We will go into the replacement if you 
want. 

Mr. Hvueues. It is a very important consideration. 

Representative Hottrretp. What did you say ? 

Mr. Hvenes. It is an important consideration. 

Representative Hotirretp. Yes, sir; let’s do go into that. 

Are you aware of how much energy the AEC is now receiving from 


TVA? 
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Mr. Hucues. Scheduled for 1957 is supposed to be 3.1 million. 
don’t know what it is now. Do you have figures, sir # 

Representative Houirrerp. I think I get to it down in the same para 
graph. The AEC requirement on the TVA at Paducah, Ky., and 
Oak Ridge, is an existing factor at this time and will not be reduced as 
a result of this new accretion of power; is that not true ?/ 

Mr. Huenes. Will not be redueed—— 

Representative Hottrretp. The present commitment of the TVA to 
furnish AEC power will not be reduced as a result of the purchase 
of 600,000 additional kilowatts from Dixon- Yates. 

Mr. Hugues. No. 

Representative Horirrevp. It isn’t replacement then; is it! 

Mr. Hugues. It is replacement; yes, sir. 

Representative Honirrerp. Was the building of the Dixon-Yates 
plant considered in the signing of the contracts for electric power at 
Padueah or Oak Ridge? 

Mr. Hugues. I don’t understand that question, sir. 

Representative Horirretp. Let me phrase it in a different way. 

The Atomic Energy Commission made firm contracts with the EEL, 
Inc., group, and with the Portsmouth group for a certain amount of 
kilowatt energy. Was there ever any discussion or promise or pledge 
or negotiation that they would subsequently furnish to the TVA an 
offsetting amount of power ? 

Mr. Huaues. Not that I know of. 

Representative Hoxirieip. Let us refer to the President’s budget 
message on this point. The President said in the budget message, 
from which you have quoted: 

In order to provide, with appropriate operating reserves, for reasonable growth 
in industrial, municipal, and cooperative powerloads in the area through the 
calendar year 1957, arrangements are being made to reduce, by the fall of 1957, 
existing commitments of the Tennessee Valley Authority to the Atomic Energy 
Commission by 500,000 to 600,000 kilowatts. 

The President evidently in his statement there anticipated a reduc 
tion, did he not, of TVA commitments to AEC? 

Mr. Hvueues. A reduction in the amount that the TVA would have 
to furnish net to AEC. There is no question about it. 

Representative HOniFrerp. Do you think that this suggestion of 
yours follows om the President’s thought of a reduction ? 

Mr. Hvueues. I do. 

Representative Horirecp. In what way? Where are there 
reductions in the AEC present commitments from TV A ? 

Mr. Hueues. The reduction is in the net amount that the TVA has 
to furnish. 

Representative Horirteip. I would like to clarify that. That is no 
answer. 

Mr. Huenes. I think it is. 

Representative Horirretp, Will you please specify which contract ? 
Is he going to reduce the Oak Ridge commitments of TVA? 

Mr. Hucues. The Paducah contract. 

Representative Hotrrm tp. They are going to reduce the Paducah ? 

Mr. Huenes. Because it is going to be replaced by this power. 

Representative Horirmerp. Wait just a minute. As I understand it, 
the first contract with EEI was for 500,000 kilowatts, was it not? 

Mr. Hucues. Yes, about that. 
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Representative Horirievp. And the first contract with the TV A was 
for 500,000 kilowatts? Is that not right? 

Mr. Hueues. They were equal. 

Represent: itive Hoxirterp. Yes, sir. Then an opportunity was 
given EEI and other private utilities to build some seek gm ul kilo- 
watts needed by the defense plant of the AEC at Paducal 

Mr. Hugues. Yes. 

Representative Hotirrenp. And private companies refused to build 
that, is that not true. 

Mr. Hucues. Well, they said it was unequal. 

Representative Houtrrerp. That is right. 

Mr. Huaues. And advised against it. 

Representative Hovirteip. So they did not avail themselves of the 
opportunity of building the additional plant. Then TVA was asked 
to furnish 705,000 additional kilowatts at Paducah; is that not true? 

Mr. Hueues. I don’t know about that. I think you will have to get 
that from AEC. I don’t know about that particular change that you 
are talking about. 

Representative Hottrrerp. The contracts will show that the TVA 
was asked to buy that 705,000 additional kilowatts and that pending 
the construction of 4 generators, appropriations for which have 
already been made, they were ordered to go out into the market and 
buy kilowatts to furnish the AEC pe nding the « ‘ompletion of constr 
tion of additional generators at the plant at Shawnee. 

That makes 1.005.000 kilowatt-hours which the TVA is furnishing 
to the AEC at Paducah. 

Mr. Huenes. You mean 1,200,000, I think. 

Representative Hontrrecp, 1,205,000. Willany part of that be can- 
celed or reduced ? 

Mr. Hugues. Can you answer that one, om Adams? 

Mr. Apams. Mr. Holifield, I think Mr. Nichols or Mr. Cook of the 
Atomic Energy Commission can more definitely answer that. It was 
my understanding that it is their intention to renegotiate or make a 
new arrangement with TVA with respect to the 1,205,000 to account 
for the replacement of 600,000 through this contract. 

Representative Houirietp. Let’s stick to the point. Will any of 
those kilowatts be canceled ? 

Mr. Apams. Canceled only in a contractual sense. The actual de- 
livery will still be. 

Re presentative Hourrreip. They will not be canceled in a contractual] 
sense because they will continue to deliver tothe AEC plant at Paducah 
1,205,000 kilowatts of electricity, will they not? 

Mr. Apams. Yes, sir: that is right. 

Representative Horirre.p. The reason I am bringing up replace- 
ment—I am perfectly willing to let Mr. Nichols discuss that when they 
get on the stand. It is a fiction, and I am showing it is a fiction. 
There is no such thing as a replacement. If you want to call this an 
offsetting amount that is one thing, but to call it a replacement, it would 
be necessary for there to be a reduction in the commitments. 

To use the President’s budget statement which depended upon a 
reduction in TVA commitments to AEC as an argument on behalf 
of this is completely irrelevant, and has nothing to do with the contract 
that we are considering at this time. It has no relation at all. 
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Mr. Hugues. I regret we disagree with that, because it is definitely 
a reduction in the amount of power net that the TVA has to provide. 
Whether it is arrived at by a direct cancellation of one item in a par- 
ticular place, or whether it is fed in somewhere else and then used, you 
get the same net result on the TVA power requirements and the same 
freedom for them to use other power units that you would have in 
either case, because if you did not, naturally you would have then, as 
you say, a fiction. But you haven’t got a fiction—you have an actual 
reduction of the amount of power that TVA has to produce for AEC 
net, and an amount which is available for their general use in the 
area that they need it, in Memphis. 

Representative Horrrrme.p. This is a matter of fact which can be 
established, and General Nichols has already testified before this com- 
mittee that there will be no cancellation of any existing commitments 
of TVA to AEC. This is a matter of record before our committee. 
So either General Nichols is wrong or you are wrong, and we will have 
to find out as a matter of fact. I do not intend to quarrel with you 
about it. 

I understand that you gave to the President a memorandum on this 
on April 24, purporting to outline the provisions of the contract. Is 
that true? 

Mr. Hueues. That is right. 

Representative Hotirretp. How many pages were in that memoran- 
dum ¢ 

Mr. Hucues. Of these foolscap pages, it is 2. 

Representative Hoxirretp. Two pages ? 

Mr. Hucues. Yes. 

Representative Horirretp. Two pages to cover the Dixon- Yates 
contract. Yet we have several hundred pages before us explaining it. 

Did the President learn all of the facts in the contract from your 
2-page memo? 

Mr. Huaeues. No. 

Representative Hotirretp. No, I am sure he did not. Did you sup- 
ply him any additional memos other than those 2 pages ¢ 

Mr. Hueues. Except the memos which are already in the record, 
of various supporting details, analyses, and so forth. 

Representative Hoxtrreip. Did you supply the President any addi- 
tional memorandum other than those 2 pages, any additional analyses? 

Mr. Hueues. The ones which are in this record, different ones that 
showed the analysis of the contract by the AEC, which are all here 
in the record. 

Representative Horirretp. You supplied all those to the President 
directly ¢ 

Mr. Hueunes. Yes, sir. 

Representative Hoxtirrerp. And they received his personal atten- 
tion ? 

Mr. Huenes. Yes. I don’t suppose he read them all. 

Representative Horrrmxp. No, I do not think he did. 

You say in your statement that on June 4, it was taken up with con- 
gressional leaders. Who were the congressional leaders, may I ask, 
that you took this matter up with ¢ 

Hr. Huenes. The regular meeting of the leaders of the House and 
Senate which is held about every week in the White House. 

Representative HorirmeLp. They approved of it; did they ? 
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Mr. Huenes. Yes, sir. 

Representative Horirrep. Did they have access to the 2-page 
memo / 

Mr. Hueues. They had not only that, but charts, and discussed the 
matter quite extensively, asked questions. As I recall, the only ob- 
jection they had was that we were too conservative in our statement 
of the figure of costs; that it was not such a big difference as the one 
that we made out. 

Representative Horirretp. They did not have confidence in your fig- 
ures. They thought they had better figures ? 

Mr. Hueues They had confidence in them. 

Representative Houirretp. They thought they had better figures? 

Mr. Hucurs. No. They didn’t think they had better figures, but 
they thought we were a little too much adhering to the strict straight 
line of giving the benefit of the doubt. 

Represent: itive Horirirerp. On page 6, in the second paragraph, you 
say: 

It is not customary to make a formal solicitation for competitive bids for 
supplying electric power. The TVA, for example, is continually purchasing 
power from private utility companies to meet its fluctuating day-to-day needs 
and doing so on a negotiated contract basis. It is wholly impracticable to 
employ competitive bidding, for power can be purchased only from those who 
serve an area close to where the purchased power is needed. 


It is true that the TVA negotiates for power, but it negotiates for 
power from established plants; does it not? 

Mr. Huenes. Existing systems; yes, sir. 

Representative HoitrieLp. Yes, existing systems. You say that it is 
completely impracticable to ask for competitive bidding on a new 


plant of this size? 

Mr. Huaues. I believe so, sir. 

Representative Honirietp. You differ, then, from the Acting Comp- 
troller General, Mr. Weitzel, in his letter in the record 

Mr. Hugues. If you will read the letter which is in the material 
which has come forward to be presented by Mr. Nichols, you will find 
that there is quite an adjustment of that. 

Representative Horrrrevp. I will be glad to read it. 

Do you mean to infer by that that Mr. Weitzel now takes a different 
position from what he took in the hearings? 

Mr. Hueues. I think if you will read the letter, you will see. 

Representative Honirietp. You say on page 8: 

The budget message which I have quoted makes it clear that our. course of 
action was taken for the purpose of assuring that TVA’s power needs would 
be met. Other actions are also being taken to the same end. TVA’s. power 
generating capacity is being increased and by the end of fiscal 1956 will be 
greater by more than 70 percent of its capacity as of the end of fiscal 1954. 
During the fiscal year 1955, expenditures from appropriated funds for this 
purpose are estimated at nearly $250 million. 

When were those funds authorized, Mr. Hughes? 

Mr. Hugues. They were authorized—I don’t know the exact year, 
but 2 or 3 years ago, possibly. 

Representative Hoxirretp. Yes. Prior to 1953; was it not? 

Mr. Hueues. That is right. 

Representative Houirreip. So the increased earning power capacity 
for TVA was furnished by funds that were either appropriated before 
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1953 or were made as a result of contracts entered into to supply the 
Paducah plant; were they not? 

Mr. Huaues. But there is quite a difference, in that there has to be 
an appropriation each year, and at the time of the appropriation you 
have to consider anew the position with regard to it. 

Representative Horirimxp. That is right. You have to consider 
the previous commitments. 

Mr. Hucues. And what you want to do about them. 

Representative Ho.ttrim.p. That brings up the subject that if we, as 
a committee, waive the requirement of this contract to lie before the 
Congress for 30 days, and the contract is signed, the Congress will be 
obliged in future years to provide the funds necessary to purchase this 
energy to AEC; will it not ? 

Mr. Hucues. Yes, sir, the same as it has to carry out any other con- 
tract that the AEC makes or the TVA makes. 

Representative Hovirrerp. You make the statement on page 9 that, 
“this proposed contract does not change the status of TVA.” Do you 
mean by that that there is no increase in the cost of TV A’s power ? 

Mr. Hugues. I would not expect it to be. Of course, they could 
answer better on that than Ican. We see no reason why it should be. 
We were thinking primarily here of the policy and legal position, that 
there was no 

Representative Horirretp. You know, of course, that Mr. Wes- 
senauer testified it would cost the Government $5,650,000 more a year 
to purchase the energy this way and feed it into the TVA system than 
if they generated it themselves, do you not ? 

Mr. Hucues. We have presented the figures that show our estimate, 
including the estimate of the FPC and the AEC, that it is $3,600,000, 
and explained what the items are that make that differential. 

Representative Hoxirrerp. On page 12 you say, in the second para- 
graph: 





The contractors have agreed to obtain their own funds and build their own 
plant to supply the Government’s needs; they will share with the Government 
the risks involved if AEC’s operations in this area are curtailed in the future. 

What operation does the AEC have in the Memphis area? 

Mr. Hucues. That is the fundamental question of replacement that 
we have just been talking about. 

Representative Hotirieip. You speak of AEC’s operations in the 
area, in this area, in the Memphis area. 

Mr. Hucues. By “in this area,” we mean in the whole area. We 
are not talking about Memphis there particularly. 

Representative Horirretp. You are building it there so private com- 
panies will not have the risk of AEC curtailment of operations in the 
Paducah area, and so that the city of Memphis can have access to this 
energy, but at the same time you have used the word “area” to mean 
the whole TVA system; is that right? 

Mr. Hueues. In this particular part, we are talking about the AEC 
and its operation in that whole general area where it is taking the 
power. 

Representative Ho.irm.p. Whether it is taking it for the city of 
Memphis or whether it is taking it for the defense plants? 

Mr. Hueues. The AEC doesn’t take it for the city of Memphis. 

Representative Hoxrrrecp. It is going to turn it over to the TVA 
to deliver to the city of Memphis, is it not? 
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Mr. HuGueEs. That is quite a different proposition. 
Representative Hoxirievp. It is! 

Mr. Hueues. Yes, si 

Represents itive Ho IFLELD. Phe are acting as a power broker 

Mr. Hucues. No, 

Representative ousirenan, For the TVA, and that makes it quite 
different. 

Mr. Hvuenes. No: they are not acting as a power broker. 

Represent: itive HouirreLp. Ww hy are they in the act if they are not 
acting as a power broker. They are not using this in their own plants. 

Mr. Hueues. They are, but it is being fed to them through the sy 
tem of the TV A on a replacement basis, which is a very common prac- 
tice in this field. ,TVA has used it, also. 

Representative Houirrme.p. You make the statement: 

I want also to point out that the rates paid by AEC for power under this con 
tract will be lower, on a comparable basis, than rates under their existing co1 
tracts with TVA or other private utilities. 

I suppose you refer to the cost of electricity to the AEC at the 

Paducah plant, do you not‘ 

Mr. Huenes. Yes. sir: Portsmouth and Memphis. That will be 
explained, as I just answered recently, briefly before, by Mr. Nichols 
when he presents his material, which will include that. 

Representative Ho.irretp. D u realize that Mr. K: neier 

vepresentative OLIFIELD. o you realize that . Lampmel 
from the TVA, in testimony before our committee on page 1071 of 
the hearings which we held on Jure 2-18, 1954, had this to say about 
that: 

It developed that AEC wanted more power than was covered by its contracts 
with EEI and TVA, and therefore it asked both EEI and TVA to supply on a 
month-to-month or even day-to-day basis such amounts of energy as could be 
obtained from available sources. During this period, TVA, because of its greater 
transmission capacity, was able to deliver more enerev for this purpose than 
EEL. It was necessary for TVA to obtain some of the energy by buying at 1} 
rates from other systems. This was particularly true during the last half of 1953 
when the Tennessee Valley was experiencing a record-breaking drought. D 
ing that 6 months, 7 be supplied ABC with 2838 million kilowatt-hours at ar 
average price to AEC of 10.65 mills per kilowatt-hour, while AEC obtained less 
than half as much similis ir supplemental energy from EEI at an average of 
7.75 mills per kilowatt-hour. The differences in the quantity and necessary price 


of supplemental energy over and above the amount yr by the firm con 
tracts—particularly during that 6-month period—-were iwortant factors affect 
ing the average cost of early po er deliveries | TVA ar EEI 


Any fair evaluation of the early deliveries of the power to AEC at Padueal 
by EEI and TVA should take into account not only that it was necessary for 
TVA to bring in most of the highest cost day-t ivy power that AEC needed 
to supplement the supply it had under firm contract, but also the following 
additional factors: (1) TVA has already begun to amortize the investmen 
in the Shawnee plant out of its revenues from AEC, whereas AEC still has 
to pay through power bills to EEI, beginning when the fourth Joppa unit is 
installed, for all the amortization of the Joppa-EEI investment (2) To maxi 
mize the total supply to AEC, TVA has undertaken to provide most of the 
reserve transmission and generating capacity to back up both its deliveries and 
EEI’s deliveries. 






So that explains why you can make a statement like that, although 
your statement does not go into that detail and it presents, therefore, 
an unfair comparison, does it not / 

Mr. Huceues. I would lke to make two comments on that, if 4 
will, sir. General Nichols and General Vogel should be asked to com 
ment on that. 
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Representative Hoxirietp. I will be glad to ask them to comment 
on. it. 

Mr. Hucues. They have much better command of it than I do. 

Secondly, if the AEC had called for its legal rights and demanded 
this power on a preferential, first-priority basis, the TVA would 
have been in a lot more trouble, but the cost to the AEC would have 
been much less, of course. 

Representative Hoxirieip. Is that an attempt to show that the 
AEC is benevolent, or that they did not perform their function ? 

Mr. Hucues. Just an attempt to throw some light on the situation ; 
that is all, sir. 

Representative Houirretp. Now, you say on page 13: 

An early start on construction of levees and foundations will avoid construction 
difficulties from possible high river conditions next spring. Each day of delay 
in the signing of the contract increases the risk of encountering weather condi- 
tions which would make it more difficult to meet the area’s power needs. 

And then you go ahead and ask the committee to exercise its 
authority under the law to waive the requirement that the contract 
lie before the Congress for 30 days. 

Now, what about this site down there? Is this site a site that is 
subject to flood conditions? 

Mr. Huenes. You will have to ask them on that. The AEC and 
the TVA. It has been studied, as I understand it, by the Army 
engineers, and it has been cleared, and of course it has been studied 
by ‘the e ngineers of the private companies, or they would not be risking 
their position on it. But there is no doubt that unless you act now, 
and get in the high-water period, you are going to have much more 
delay. Youcan’t help it. 

Representative Hotrrrerp. Are the levees to be built there? Are 
they included in the price of the contract, or is this levee being built 
under flood-control funds? 

Mr. Hucues. There is no cost to the Government on that. 

Representative Hoxirretp. This is not included in the $107 million, 
building of levees to protect the site? 

Mr. Hugues. They have got to include, whatever costs there are in 
the plant have to be included in the $107 million. 

Representative Hoxirrecp. If levees have to be built on this site that 
would be an additional cost which would not occur if levees were not 
necessary. 

Mr. Hucues. Well, you will have to talk with them about the detail 
of that, sir. 

Representative Horirrmrp. I will. I notice that you have in the 
first of this contract, and I assume that you are familiar with it, be- 
cause apparently you have taken over Mr. Dodge’s functions, and I 
would like to ask at this point, were you in this from the very, very 
first, or did you just start after Mr. Dodge left the Bureau of the 
Budget ¢ 

Mr. Huaeues. Neither. Mr. Dodge, of course, was the one who 
started it and carried it on, and I knew what was happening, and. 
then I fell into it as I took his place. 

Representative Hoxirmeip. What oe did you take his place? 

Mr. Huenes. April 16, I think it ws 

Representative Horirrerp. And shen: you were not the responsible 
working person. 
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Mr. Hugues. As a subordinate to Mr. Dodge. 

Representative HoiiFrenp. Were you participating in the actual 
negotiations at that time? 

Mr. Huenes. The record shows that, and I know the situation; yes. 

Representative Hotirretp. It was not so much then a matter of tak 
ing over, except in an official capacity ¢ 

Mr. Hucues. I had to take the responsibility. 

Representative Hoxirireip. I notice you have quite a number of 
whereas’s in this contract. 

Mr. Hueues. We did not make the contract, by the way, and you 
know that. 

Representative Honirm.p. You did not write the contract. 

Mr. Hugues. It is an AEC contract, and we were only talking wit! 
them about the general principles, and the overall costs, and the AE‘ 
is the one who worked out the contract, and you should talk about the 
details and terms with them. 

Representative Honirieip. [ will talk with them about that, but you 
have endorsed, as the President’s arm, the Bureau of the Budget, you 
have endorsed this contract, and so I assume you must take some re 
sponsibility for your endorsement. 

Mr. Hugues. That is right. 

Representative Hoxtrrecp. Well, these approximately 11 whereas’s 
at the beginning of the contract, I believe there are 11 of them, do they 
have any legal binding effect upon the parties to the contract ? 

Mr. Huaues. I can't say that. 

Representative Horirietp. You cannot answer that question ? 

Mr. Hueues. No, it is a part of the contract and certainly it is a 
condition of it, but the legal meaning of that is not some thing that I 
can answer. 

Representative Hottrietp. Well, there are quite some important 
things mentioned in these “whereas” provisions. It would seem like as 
Director of the Budget you would acquaint yourself with whether 
this part of the contract is legal or whether it is window dressing. 

Mr. Hugues. It is a part of the contract, but just exactly how 
the legal position stands, I can’t tell you. 

Representative Hotirieitp. Now, in the second “whereas,” as you 
refer to it there, Dixon- Yates’ proposal there is in accordance with 
the foregoing, meaning the President’s budget message. 

Mr. Hueues. Yes. 

Representative Hoitrietp. Now, how do you reconcile the fact that 
the President’s budget message clearly stated that there would be a 
reduction of 600,000 kilowatts, five to six hundred thousand kilowatts, 
and that there will not be a reduction ? 

Mr. Hueues. Well, because you and I disagree on that, . Tsay 
on the replacement basis, there is a net reduction, and so a is accom 
plishing the purpose of the President’s message. 

Representative Hlonirietp. Now, in this particular whereas, we see 
for the first time the words “firm power” introduced in the place of 
capacity power. Does that have any legal significance? 

Mr. Apams. The reference to firm power there means, of course, 
that it is expected that the contractor will deliver 600,000 kilowatts 
on a firm, dependable basis. 

epresentative Hotirmrtn. What happens if the AC does not 
take that 600,000 kilowatts ? 
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Mr. Apams. The AEC is obligated to either take the 600,000 kilo- 
watts or pay a demand charge equivalent to that. The charges are 
divided into a demand and energy charge. 

ai ‘presenti itive Horirrerp. There is an annual demand charge based 
on 93 percent of the load capacity; is that not right? 

Mr. ApAms. It is based— 

Representative Honirretp. Or 92 percent. 

Mr. Apams. The construction of a plant that will have a capability 
of 650.000 flow: atts, to deliver firm power of 600,000 alae atts. 

Representative Horrrrecp. Well, does the clause in the contract that 
requires the AEC to take 92 percent of the capacity is that 92 percent 
the same as 600.000 kilowatts firm power ¢ 

Mr. Apams. Will you please refer to the section which you have in 
mind, with respect to the 92 percent? 

Representative Houtrreip. I do not have it right before me, but I 
know it is Ih there. This Is a big contract. 

Mr. Apams. The contract is for 600.000 kilowatts, and that is the 
requirement without reference to any particular percentage. 

Representative Hotrrrerp. Do you mean there is no 92-percent 
obligation upon the AEC? 

Mr. Apams. I don’t recall the significance or the use of the term 
“99 percent, ”? Mr. Holifield. 

Representative Horirreip. That was in the previous proposal, and I 
eng not seen this until just this morning, and so I do not know 
whether it is in here or not, I understood it was still in here. Will 
the staff please tell me if it is? The staff has disappeared. 

Mr. Hvucues. There is ‘neluded in there a provision that 92 percent 
of, or at least it is in the arrangement, 92 percent of the excess is to be 
delivered free to the AEC, but I don’t know about the provision you 
are talking about. Mr. Strauss mentioned that this morning. 

Representative Hotirrerp. But under this contract, then, they are 
obligated to take 6( re kilowatts of firm power, and thev are obli 


gated to-furnish it and »ABC is obligated to take it: is that right ? 
Mr. Apams. That i ae 
Representative Hoiirrmenp. For how long does that obligation exist ? 


Mr. Apams. That obligation extends for the term of the contract of 
25 years, unless canceled at an earlier date. 

Represe ntative Honirreip. Now, does this contract have the same 
provision in it “that the other drafts had, which allows the Dixon 
Yates people to start canceling at the end of the fourth year 100,000 
kilowatts a ye ar? 

Mr. Apams. It provides for a notice period of 3 years, and then a 
back-off or absorption pegs of 5 vears, following in which the com 
pany agrees to take a minimum of 100,000 kilowatts each year, and 
more if their load ¢ hie itioning will permit. 

Mr. Hugues. It is an AEC decision. 

Representative Horrrrenp. Is it obligatory for them to take not 
less than 100,000 kilowatts back into their system a year from the 
fourth year to the ninth year? 

Mr. Apams. Yes: a minimum of 100,000 per year. 

Representative Horrrrerp. Under the terms of this contract, at the 
end of the ninth year, they will have absorbed the 600,000 kilowatt- 
hours back into their own system, is that true? 
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Mr. Apams. Possibly more, if their load conditions will permit 


absorption at a greater rate. 

Representative Hotirietp. They have to take it back 100,000 a year, 
do they not, and they must take it back ? 

Mr. Apams. At least 100,000. 

Representative Houirieip. They cannot take back all of it the firs 
year, can they ¢ 

Mr. Apams. If the contract is canceled, and their system loads can 
absorb all of it, the first year, the entire amount could be taken on by 
the company. 

Representative Houitrietp. In other words, we are putting a contract 
by the Government, we are giving a contract by the Government to a 
private utility outfit that they can use to fund the capital investment, 
95 percent of the capital investment, and that contract stands as the 
security to obtain this advantageous financing, and at the same time 
they are being given the privilege to take this contract, the complete ca- 
pacity of this generating plant, back within 6 years after its first 
operating date. 

Mr. Hvcues. It is entirely an AEC operation. They can’t cancel it. 

Representative Houirrevcp. A¢ cording to the terms of the contract, 
is it not obligatory upon the Dixon- Yates people to take back 100,000 
kilowatts at the end of the fourth year ? 

Mr. Hueues. If the AEC cancels, and if the AEC desires to do it, 
and it is not an option of the company. 

Representative Honirretp. Are you sure about that? 

Mr. Hugues. That is what I am told, sir. 

Mr. Apams. The cancellation is at the option of the Atomic E1 ergy 
Commission, and not the contractor. 

Mr. Hueues. The contractor cannot cancel it, only the Atomic 
Energy Commission. 

Representative Hoxtrieip. Now, let us pursue that a little bit. If 
the AEC wants to transfer some of this power, are they not allowed 
to tranfer it? 

Mr. Apams. Only in the event— 

Representative Hotirretp. To other Government agencies. 

Mr. Apvams. In the event of cancellation, they have the right to 
assign the contract to TVA during the 3-year-notice period, or to use 
it on other Government installations, such as was discussed this 
morning. 

Representative Hottrre.p. Then we come to the fact that the AEC 
can cancel out according to their ability to absorb into their private 
system as much as they want to by transferring their obligation to 
another Government agency ; it that not true ¢ 

Mr. Hugues. All of the provisions would remain in force, however. 

Mr. Apams. I don’t believe that I understand your question, sir 

Representative Hotirieip. Let me state that over again. If the 
AEC decides that it wants to transfer any part of this 600,000-kilowatt 
capacity to the TVA, they can do so; can they not? 

Mr. Apams. In the event they elect to cancel the contract, and they 
cannot assign it during the term of the contract, under the norma] 
conditions. 

Representative Hoxirrevp. Is there any reason for the AEC main 
taining this contract, in view of the fact that they are not using it in 
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their defense plants, and the testimony of the Commissioners was that 
this was an awkward and unbusinesslike arrangement ? 

Mr. Hucues. We get back again to the replacement idea, which 
was put in there for TVA, and that is fundamental in the whole dis- 
cussion, of course. 

Representative Horirrerp. [ realize how fundamental it is. But the 
point I am getting at is that this can be canceled by the AEC trans- 
ferring it any time after the fourth year; is that not true ? 

Mr. Apams. Any time after the fourth year of the contract, I think 
the language is that within 42 months or upon completion of the third 
unit, whichever is earliest. 

Representative Ho.irietp. So it is conceivable that this capacity 
can be transferred from the AEC to the TVA at any time after the 
fourth year, or as much of it as they want to transfer; is that not true? 

Mr. Apams. Only under the cancellation provisions, and for the 
period of the cancellation. 

Representative Hotirrme tp. I am talking about them exercising it, 
and they do have the legal right to do that ; do they not ? 

Mr. Apams. Yes, sir; I think that is true, if they put the company 
on notice that they are canceling the contract, and the cancellation 
provisions of the contract then become operative. 

Representative Hourrieip. Now, if they do that, is it not true that— 
we will read this section 306, because the staff informs me that they can 
transfer it for any new requirement. But I want to go to another 
point on that. If they do transfer this power to the TVA, does the 
IVA buy this power at the rate which the AEC is now buying it? 

Mr. Apams. Yes, sir; it is my understanding that the contract is 
assigned at the rate paid by the AEC. 

Representative Hotirretp. Has the former provision that was in the 
former draft been taken out, which says that they will not furnish to 
the second Government agency the energy at the rate that they furnish 
it to TVA, but that it will be subject to Federal Power Commission 
determination, and has that been taken out of the contract ? 

Mr. Apams. There is a provision calling for Federal Power Com- 
mission approval under certain conditions of assignment of part of 
the power, but I don’t recall exactly what it is. I think that you 
will find that the AEC can give you full explanation of that, however. 
They went into that point. 

Representative Hoxiirrerp. We will contact them when they get on 
the stand, but it is my opinion that if that has been retained in this 
form of the contract which I have not read yet, I am going now on 
one of the previous drafts which I had access to before today, there 
was a provision in there where they would provide this power for the 
second Government agency, but that it would not be at the rates under 
the contract, but at a rate to be determined by the Federal Power Com- 
mission. If that provision is still in there, that would mean then that 
the TVA rates or the rates at which TVA is now paying for this power 
from the AEC would no longer prevail, and a higher rate would pre- 
vail. Is that not true? 

Mr. Apams. I think the reference you have, Mr. Holifield, is not for 
the assignment to the TVA, but for assignment to any new loads that 
might develop on other Government installations. 

Representative Hotrrretp. This says other Government installa- 
tions, and the TVA is the one that is distributing it. 
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They are building a $9 million transmission line to distribute this 
power; are they not? I don’t think that we would transfer it to the 
Department or Agriculture, or the Department of the Interior, or some 
other outfit. 

Mr. Apams. It might be a defense installation, or Air Force, or the 
Department of Defense, if they had such an installation. 

Representative Hoiirretp. But the contract as it is written provides 
that it can be transferred to the TVA and it also makes it obligatory 
for the TVA to negotiate a new price, under the Federal Power Com- 
mission directives; does it not? 

Mr. Apams. I don’t think so, but I am not sure on that particular 
point. I would like to say this, that the inclusion of the provision for 
assignment of the contract to the TVA was one of the features dis- 
cussed during the early days of the proposal as a point that was 
considered to be necessary to protect TVA, since the power here will 
be supplied by replace ment, into the TVA system. It was felt ths - 
some provision should be made to safeguard supply to the TVA, 
the event of cancellation by the Atomic Energy Commission. 

This 3-year notice period, plus the 6-year backoff absorption was 
considered to be an adequate time to get the TVA, and the Govern- 
ment the opportunity to determine what steps can and should be 
taken to meet the 600,000-kilowatt supply. 

Representative Horirretp. You would not anticipate that the TVA 
would be authorized by Congress to build another 600,000-kilowatt 
plant right there in that area, when this plant exists and has the 
capacity that is needed in the area, would you? 

Mr. Apams. I don’t know the answer to that, siz 

Mr. Hvuceues. That is a congressional decision, certainly. 

Representative Houirretp. And it is obvious that when this is built, 
there will be no solution for the TV A other than the use of this energy, 
and it goes even further than that. It goes into the payment of addi 
tional rates, because, as I understand it, in section 8.06, if you will 
turn to that, of the contract, and referring to section 806 on page 33 
of the contract, it says: 

Effective changes in certain laws or of hostilities, in the event that any laws 
or amendments to existing laws shall be enacted or new orders or amendments 
to existing orders shall be issued, or new regulations or amendments to existing 
regulations shall be promulgated by Government authorities having jurisdiction 
affecting wage rates, hours of work, or other conditions, or in the event of 
active hostilities, whether or not accompanied by a normal declaration of war, 
any of which shall result in increased or decreased costs hereunder, the parties 
hereto will enter into appropriate amendments of this contract des'gned to pro- 
tect each party against impairments of its rights, by reason of such increased 
or decreased costs. 

Now, I ask you the following question. If the Arkansas alypa Tr 
Commission issues a new regulation, allowing a higher rate of pay, or 
higher rate or yield for their investment, would that not come apie 
that section, and therefore result in an increase in the rate? 

Mr. Hucues. It says here it has got to be protecting each party 
against impairments of its rights, and that means it is a matter of 
fair consideration and discussion for both sides. 

Representative Houirreip. Well, now, would a fair discussion upset 
the decision of the Arkansas Power Commission, if the Arkansas 
Power Commission issued a new regulation which would increase the 
yield of the company’s capital plant investment? Would that be a 
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matter of arbitration, or a matter under the contract for a change 
upward in the rates of interest paid by the AEC ? 

Mr. Hugues. | don’t think you can answer in advance that kind of 
a question. If it represented a real increase of costs of labor, as most 
of those things would, why, then it would be something that under 
any number of other contracts you would also have to take care of. 
I don’t think that you can make a flat statement with regard to it. 

Representative Ho.irretp. The answer to it is “Yes,” that if the 

\rkansas Power Commission under this particular section of the 
contract grants an increase in rates, the Government will have to pay 
it; isn’t that true? 

Mr. Huenes. I would not agree with that, sir; no, sir. 

Representative Honirtetp. You would not agree / 

Mr. Hucues. No. 

Representative Houirretp. What does that language mean then? 
It says there are any regulations or amendments to existing regula- 
tions or amendments to existing regulations promulg rated by govern- 
mental authorities. Would the Arkansas Power Commission be con 
sidered a governmental authority by the State of Arkansas? 

Mr. Hueues. It says, will enter into appropriate amendments to 
this contract designed to protect each party in its rights hereunder. 

Representative Hotirretp, They will enter into amendments to pro- 
tect each party, certainly, but if the Arkansas Power Commission 
grants this rate increase, the supplier would have the right to demand 
payment of that rate, would he not, or he could shut off the supply 
in the middle of the Mississippi River. 

Mr. HuGnes. You have got exactly the same position with regard 
to all utilities, as far as I know. They are all under the jurisdiction 
and control, and that is one of the problems that you are up against. 

Representative HoLiFreLp. So as a matter of fact, these rates are not 
a firm fixed rate at all, and they are subject not only to the usual wage 

rates, and hours of work, and hostility conditions, but anything that 
comes under “or other conditions”; is that not true? 

Mr. Hucues. I think that that is carrying it pretty far afield, but 
I think that you ought to talk with the AEC and the TVA, on that 
particular question. 

Representative Horrrrerp, I will talk with them about it and T am 
not carrying it any further than the language in the contract, though, 
and I believe you will admit that. 

Mr. Hvcues. I believe it is standard operation of the contract 
business. 

Representative Hotirrecp. Now can you tell me if this contract re 
quires the Government to pay a penalty if it absorbs less than 93 per- 
cent of the load factor, or let us use the firm power figure of 600,000 
kilowatts. Does the Government pay a penalty if it absorbs less than 
that? 

Mr. Apams. There is a provision, Mr. Holifield, that the power 
must be taken at 93 percent power factor, which is an electrical term, 
merely to protect the company in the design of its equipment, which 
will be designed for that type of delivery. That point was discussed 
with the Tennessee Valley Authority people, to get what effect that 
might have on their ability to receive the power in the Memphis area, 
and we were informed that the corrective equipment, if any, if any 
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was needed, would be a relatively small investment, and it is not a 
significant item in the problem. 

Representative Ho.irreip. If they take less than the 600,000 kilo- 
watts, the Government pays the penalty, becaues their annual charge 
has a minimum based on the 600,000-kilowatt-capacity absorption. 





Mr. Apams. Well, the intention of that is that in any 

Representative Houirrecp. Could you answer me “Yes” or “No” on 
that, and I realize what the intention is. 

Mr. Apams. I don’t think that I could answer the question either 
“Yes” or “No,” sir. 

Representative Hoxirrevp. Al right. Well, then, go ahead. 

Mr. Apams. The intention of that provision is to protect the com 
pany against the possibiltiy of having to install additional equipment 
on its system to provide for corrective power supply to assure delivery 
of 600,000 kilowatts. It takes care of the so-called reactive power on 
the system. It is a technical matter, and it has been very thoroughly 
explored, and I think it is reasonable. 

Representative Hoxirretp. | realize there is a reason for it, but the 
point is that unless the Government absorbs that 600,000 kilowatts, it 
has to pay for it anyway; is that not true? 

Mr. Apams. That is true, sir, but it also is true of any public utility 
contract providing for delivery of firm power. 

Representative Honimtp. That is true. That is what I say. The 
firm power was put in to this contract since the last draft that I saw, 
which did not have the words “firm power” in it. 

Mr. Apams. That was never the intention to deliver anything but 
firm power. The original proposal, and all subsequent considerations 
of the matter, was on the basis of delivering 600,000 kilowatts of firm 
power. 

Representative Hortrietp. Now let me ask you a hypothetical ques- 
tion. If 600,000 kilowatt-hours is paid for by the Government, and 
only 600,000 kilowatts are accepted by the Government, that leaves 
100,000 unused kilowatts. Can the company divert that into its sys 
tem, and sell it to other users ¢ 

Mr. Anas. The company can use any capacity in the plant not used 
to meet the requirements of the Atomic Energy Commission under this 
contract. 

Representative Hottrrecp. All right, now; that was my understand- 
ing. Now, if that be the case, then, and we will assume again that the 
Government only takes 500,000 kilow: atts, and that is all that is needed 
in the Memphis area for the next year or 2 or 3 or 4 years, and the com- 
pany absorbs the 100,000 kilowatts and se ie it to its private customers, 
over in Arkansas, is it not true that they would be getting a double 
yield from that particular 100,000 kilowatts? One is from the Gov- 
ernment because of the penalty clause, and one from the users ? 

Mr. Apams. Whatever revenue they obtained would be of course an 
additional advantage to the company, but I think we must keep in 
mind that this is a firm contract for delivery of firm power, and if some 
of that power were available for a short period of time, it is not avail- 
able on a dependable basis. 

Representative Hotirrecp. I am keeping that in mind, but is there 
any clause in there which gives credit to the Government for power 
used, or sold by the company up to the 600,000 mark ¢ 
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Mr. Apams. There is a general provision that any excess earnings Of 
the company under section 414 are cumulative in a surplus or reserve 
account, which is split at the end of the contract period 50-50 between 
the Government and the company. 

Representative Houirietp. Then your answer would be what are 
excess earnings. What is it under the term of the contract ! 

Mr. Apams. Any earnings over the 9 percent. 

Representative Hoiirietp. Any earnings over the 9 percent, and 
then in other words, you have got an agreement with the company that 
they will split any earnings over 9 percent with the Government on 
this contract, is that right ? 

Mr. Apams. Yes, sir; that is provided in section 414. 

Representative Hotirrerp. And will the earnings of the company 
from sale of electricity under the 600,000 minimum be computed for 
the Government’s benefit from this particular plant, or will that be 
fed into the other related power systems of the Arkansas group, and 
show up as an earning in their financial statements ? 

Mr. Apams. If it is of benefit to them in any additional earnings, it 
will of course show up in their financial statements. But may I ‘add, 
sir 

Representative HottrteLp. Of course, that would go into the private 
utilities system, at the wholesale rate, cost of production, and they 
would sell it under the rates allowed by the Arkansas Power Com- 
mission, is that not true? 

Mr. Apams. I doubt if it would affect any existing rates, but it 
would show up in the overall regulation of the Arkansas Power & 
Light Co., if that were the company benefited and whatever action 
the local State commission took to account for that would be up to 
them. 

Representative Horirrmeip. Any unused kilowatts, under the 600,000 
firm power level, and any excess over that, could be sold by the 
Dixon-Yates people to power users in Arkansas, at the rate allowed, 
at the Arkansas rate allowed by the Arkansas Power Commission, is 
that not true? 

Mr. Apams. It could be, but I don’t think it is possible that they 
would. It is certainly not probable that they would have such a 
situation. 

Representative Hontrre.p. Why would not it be possible when the 
contract provides just for that particular thing? It gives them 
that right. 

Mr. Apams. The contract provides first that they shall deliver 
600,000 kilowatts of this plant to the Atomic Energy Commission, 
which intends fully to use it, at 600,000 kilowatts; “if there is any 
surplus from that, I think that you can find from the Atomic Energy 
Commission that that would be a most unlikely situation. They 
intend to buy 600,000 kilowatts, and that is the basis on which this 
contract is made. 

Representative Houtrretp. They will pay for that much, but is there 
immediate use in the Memphis area for this 600,000 kilowatts? 

Mr. Apams. I think in terms of the Memphis area plus the entire 
TVA system, which is operated as a pool, as an integrated system, 
there is a need as TVA itself has said, for 600,000 kilowatts. That 
will be provided as Mr. Hughes has stated by replacement. 
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Representative Hottrmp. I suppose it is necessary for you men 
in the Government agencies to use that word replacement. That is 
one of the words that you must use in this thing. 

On the excess, let us talk about the excess over the 600,000 kilowatts, 
if the Atomic Energy Commission wants it, they can have up to 


92 percent of that, is that right 


Mr. Apams. The excess over 600,000 kilowatts is intended to be 
reserve, in the amount of 50.000 kilowafts, and there is a provision 
that if the company can make use of that to produce energy on 


purely when, as, and if available basis, then that energy may be sold 
to the sponsor companies. 

Representative Horirreip. That can be diverted into, that excess 
energy can be diverted into the network of the Dixon-Yates people, 
and sold, if the AEC does not exercise its option to take up 92 percent 
of it, is that right? 

Mr. Apams. I am still unable to determine just what the 92 percent 
has reference to, but if we can speak in terms of the 50,000 excess over 
the 600,000, the answer would be that the company has the right to 
utilize that and deliver into the interconnected systems, any energy 
it could generate from that 50,000. But as I said before, that is 
not available on a dependable basis, and it is a matter of running the 
plant at its full capacity, which is the efficient and economical thing 
to do, in order to produce energy for the interconnected system. This 
plant would merely be oper: ited as a part of the region: ul power pool. 
It includes the TVA, and including the interconnected systems of the 
sponsor companies. 

From the standpoint of power system operation, that is the efficient 
and the best manner to operate this plant. 

Representative Horirreip. Have you heard that they plan to actu 
ally have a capacity of 750,000 in this plant? 

Mr. Apvams. The plant will have a total capability on the order of 
700,000 kilowatts, since the units that will be used are rated at 234,090 
kilowatts each, but the difference between the 650,000 is the power 
required for station use. That is for operation of the plant itself 
It gives a net capability available to serve the load of 650, 100 kilowatts. 

Representative Houmrenp. Will the additional revenue for the ex 
cess over 600,000 have any effect upon the rates paid by the AIEC 
will that be a gratuity to the company for its own use ? 

Mr. Apams. Mr. Holi field, that is a customary provisiol in the 
design of any powerplant, that you design the plant to meet the total 
need, including the auxiliaries, and other load in the plant itself. 
That is merely a design feature. 

Representative Horirtmp. Then the answer is that that additional 
capacity will be what you might call free power for the Dixon-Yates 
people to sell for whatever price the Arkansas Power and Light Com 
mission allows them to sell it for; is that right? 

Mr. Apams. No, sir, none of that capac ity between 650,000 and 
700,000 is expected to be available outside of the plant itself. That is 
the need to operate the generating plant. 

Representative Horirrerp. Then there will not be any diversion of 
excess kilowatts above 600,000 back into the system ? 

Mr. Apams. The only excess estimated to be available is the capacit \ 
between 600,000 and 650,000, which is included in this contract as 
reserve capacity. That reserve capacity will be further supported by 














up to 200,000 kilowatts which the sponsoring companies will make 
available in the event of need for use of the reserve for maintenance 
or other purposes. 

Representative Ho.irietp. Has the Mississippi Valley Generating 
Co. corporation been organized ¢ 

Mr. Avams. I think it has, sir, and I can’t definitely answer that 
question. 

Mr. Hueues. I think they have to get approval of SEC on some 
of it, before they can operate, that is, 

Mr. Apams. They have to get approval of the various regulatory 
commissions, as stated in the contract. 

Representative Hortrretp. This is referred to as a corporation or 
ganized under the laws of the State of Arkansas, and I just wondered 
if that had already been done; if they had been organized and are in 
existence at this time. 

Mr. Anas. I have had no oceasion to determine that. 

Representative Houirretp. Then you would not have the articles of 
incorporation to present to this committee. 

Mr. Huaues. We do not have them, and perhaps Mr. Nichols has 
them. 

Representative Hoxrrietp. Do you know if any of the officers or 
clirectors associated with these companies are associated with other 
companies providing electricity to the AEC ¢ 

Mr. Hugues. As far as | would know, they would be the officers or 
the relations of the companies taking part in this operation. Middle 
South is in the EEI. 

Representative Horirrerp, One of the participating companies in 
the EFI. 

Mr. Hugues. Yes. 

Representative Hontrietp. Why is the Portsmouth plant included 
in the definition of project when they will receive—they are not in the 
TVA network, and they are separate from it? 

Mr. Apams. May I ask which section you are referring to? 

Representative Hortrteip. Section 1.09, on page 5 

Mr. Apams. The several AEC installations are included as I under- 
stand the intention of the AEC, to make provision or to recognize that 
this power sPply is being fed into the TVA system, which would 
involve the Paducah, as well as the Oak Ridge installations. As to 
Portsmouth, I am not quite sure why that is included, except that we 
know that the systems of that whole area are well integrated and 
operate somewhat as a pool, including the TVA system. 

Representative Houmrme.p. I cannot understand when Portsmouth 
isn’t getting any energy from the TVA, why they should be included 
in this so-called replacement contract. 

Mr. Apams. That came out of the negotiations which I did not 
participate in, but I expect that AEC has included that because they 
would like to have a provision under which the 600,000 kilowatts could 
be assigned to serve any other AEC installation. 

Representative Horirre.p. It isn’t contemplated that that energy 
produced at West Memphis would be carried across the length and 
breadth of the State of Tennessee, and carried up into Ohio, is it? 

Mr. Hueues. We know of no such idea, and it has not been included 
in any of our discussions. 
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Representative Horirteip. Well, the Attorney General in his legal 
opinion made a reference to this definition of project, and he said 
at one point that it may be noted that under the language of section 
1.09, defining the term “project, it will be possible to extend the con- 
tract to installations of the Commission other than those of Oak Ridge, 
Paducah, and Portsmouth, should such extension become lawful on 
some future occasion. It is plain, however, that the provisions for 
future extension of the contract cannot affect its validity under 
existing law. 

I am just a little bit curious as to why Portsmouth should be brought 
into this. 

Mr. Hueues. You had better ask the AEC on that, because that is 
one of their propositions. 

Representative Honirienp. I am wondering if on the basis of this, 
if the AEC is contemplating another contract, to build another plant 
like this up in the Portsmouth area. 

Mr. Hvuenes. They have one already. 

Representative Horirretp. I know it, but they have one at Paducah, 
too. 

Mr. Hvueues. You will have to ask them, sir. I don’t know. It 
looks like a protective feature to make sure that everything is cov 
ered, but I don’t know any other reason. 

Representative Hontrrenp. Mr. Chairman, I have about 156 addi 
tional questions, but I will not pursue them at this time with Mr. 
Hughes, and I will try to give him a rest and take them out on some 
one else. 

Chairman Corr. Let the Chair suggest that in view of the fact that 
General Nichols undoubtedly will have the answers to many questions 
which members have, that we move along, and obtain his testimony 
as early as possible. 

Mr. Hinshaw. 

Representative HinsHaw. I wanted to ask you, Mr. Hughes, about 
two statements that you made on page 12. You said: 

I want also to point out that the rates paid by AEC for power under this ¢o1 
tract will be lower on a comparable basis than rates under their existing cor 
tracts with TVA or other private utilities. 

What do you mean by “on a comparable basis”? 

Mr. Hvuoeues. The main feature would be on the same fuel-cost 
basis. 

Representative HinsHaw. Are you considering also on the same 
terest basis? 

Mr. HutueuHes. No, this woul 1 be whatever they have to pay, al dl the 
point is that you have got different fuel costs and you have to do it o1 
different levels, which is the major factor. 

Representative H1nsnaw. Do you include such a thing as replace 
ment depreciation, and other categories of charges? 

Mr. Huauers. These are the actual costs that would have to be paid 
to get power. 

Representative Hinsuaw. Well, | hier agua what “comparable 
basis” embraces, whether it is only fuel costs, or other things / 

Mr. Hueues. The fuel cost is the main adjustable factor. but the 
others are the factors that would be involved in each case. 


















Representative Hinsnaw. You have made a very important state- 
ment in the next paragraph: 

TVA has urged that power needs are crucial to the welfare of the valley area. 
The former chairman of the board of directors, Mr. Clapp, informed us by letter 
cn December 24, 1953, that “provisions of the five hundred or six hundred thou- 
sand kilowatts presently planned to be secured by release of AEC load is of 
course essential to prevent a catastrophe in the power supply in 1957.” 

Would you be able to enlarge upon that paragraph? What did you 
mean by it? 

Hvucues. I think that that originally grew out of this: You 
will remember the plan or rather the original estimate for the Fulton 
plant was 450,000 kilowatts. But they wanted other plants to be also 
considered. When it was put on the other basis of replacing the power 
on a contract with AEC then Mr. Clapp said 450,000 was not enough, 
and he wanted to make it 500,000, or preferably 600,000 and that is the 
way the 600,000 was originally arrived at. 

Representative Hinsuaw. What do you mean by “prevent a catas 
trophe in power supply in 1957"? What did Mr. Clapp mean, I 
should ask ? 

Mr. Hucues. Mr. Clapp quoted that on the basis that the schedule 
of power needs and the growth of the area would be such that if they 
did not have this additional capacity available to them, they would not 
be able to meet the absolute necessities of the customers, including 
cooperatives, and industrial and all kinds of customers and that, there- 
fore, it would be a catastrophe in the area which had no other place to 
get power. 

Representative Hinsuaw. Then do I understand that if this plant is 
not built, or a corresponding plant built by the TVA, that the area 
will be five or six hundred thousand kilowatts short in 1957? 

Mr. Hueues. That was the statement of the TVA at that time; yes, 
sir. 

Representative Hinsnaw. And that you are trying your best to get a 
plant built at this time by private industry ¢ 

Mr. Hucues. That was the stimulus to the inception of this thing; 
yes, sir. 

Representative Hinsuaw. The alternative being the building of a 
steam plant in the TVA area, the so-called Fulton plant? 

Mr. Hucnes. Or not having the power or buying it from private 
sources direct. 

Representative Hinsuaw. In other words, the 500,000 to 600,000 
has to be obtained from somewhere? 

Mr. Huenes. According to their schedule of expected growth; yes. 
They presented it at the time of the budget. 

Representative Hinsnaw. As I have gathered this picture, the rea- 
son—I understand this myself and if I am wrong please correct me— 
the reason for going outside the area on the periphery is because if 
there comes a shutdown of AEC that there will be a very large excess of 
power in the TVA area 

Mr. Hucnes. That is one reason and the other reason is that we did 
not want to at all interfere or change the status of the TVA by insert- 
ing an outside powerplant in the area under any conditions, until the 
whole thing had been reviewed. 

Representative Hinsnaw. Of course it would not be necessary if the 
Bureau of the Budget should approve the plant of 600,000 for Fulton; 
is that correct ? 


70 UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO. 

















UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO, 71 


Mr. Hueues. That is right. 

Representative Hinsuaw. But if that were done then the TVA itself 
would have a large excess of power in the event the AEC should shut 
down ? 

Mr. Hucues. Yes; because on this schedule, even, more than one 
third or about one-third of their power take is for the AEC and that 
may grow. 

Representative HinsHaw. Would you insert in the record at this 
point so that we may see it a table showing the provision for power in 
the TVA area and where it gets any additional power by purchase 
and where the AEC takes off the power. 

Mr. Hueues. You mean from other outside sources ? 

Representative Hinsuaw. Exactly. 

Mr. Hugues. Yes; that is right. 

Representative HinsHaw. And where the AEC takes off the power 
and in what quantities from TVA. 

Mr. Hueues. All right. 

Representative Hinswaw. In other words, I think that we should 
have a complete picture. 

Mr. Hucues. We will prepare that for you. 

Representative Hinsuaw. We should have a picture of the area 
showing the requirements here and there and the availability of 
supply. 

Mr. Hucues. Yes, sir. 

Representative Hinstraw. And the relative amount of power that is 
consumed by the AEC from the TVA system and what would happen 
in the event of shutdown. 

Mr. Hueues. Yes. 


(The information referred to follows :) 


TVA power system capacity and demand 


int u s of k 
( 
1 
A. Assured capacity (after allowance for required operat rves 

1. By TVA generatior 4 199 9 a oe 
2. From Corps of Engineers 33 43 130 
3. From ALCOA 395 ‘ ~ 
4. AEC-——Oak Ridge surplu 62 , 
5. Subtotal 4 ON9 
6. Purchases from private utili , including I 

Cincinnati Gas & Electric Co 

Electric Energy, Inc 

Louisville Gas & Electric Co 

Mississippi Power & Light Co 

Southern Services, Inc 
7. Subtotal 
8. Grand total, capacity 162 {8 


! Actual available, including purchases from others 
2 Present capacity plus additions authorized for installation by 1957 
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I'VA power system capacity and demand—Continued 


In thousands of kilowatts 














C'a \ 
19. timate 
tu : Py 
54 estir 
B. Demand 
1, AEC Oak Ridge 689 1, 730 1, 905 
2. AEC—Paducah 581 1, 205 1, 205 
Subtotal, AE¢ 1, 270 2, 935 23.110 
$. Other isto rs, i id ALCOA 9 7, 062 6, 790 
Losses and diversit 190 100 
t Grand total, demand 410,000 49 R00 
( MI i I ver demand 
I presently scheduled for construction by 
TVA 
Amount 10 17 or 
Perce nt 2. 1 2 2 
2.™M f TVA were to construct an additional 600,000 kilowatt 
il Fuit 1 ot ) oO 
Ar in XX R3 + 
P¢ t x 0.8 134 
1). Excess TVA capacit ent AEC load 
Excess of capacity over estimated den i lusive of AEC 
load, and with no allowance for unforeseeable load develop- 
1) With capacity limited to that presently scheduled fo 
ynstru mt [VA (line A.8) excess wou 
A i X 2, 418 2,843 
Percent XXX 34.2 42 
b) If TVA were to construct an additional 600,000 kilowatt 
it Fulton and other locations the excess would i 
4 " 
Amount XXX O18 3, 443 
Percent... X 42.7 51.4 
If 1ddition to the estimated demand, exclusive of AEC load 
vance is made for a margin of 5 percent of that demand 
hich ! ted by TVA as the mum margin de 
ib] then the excess capacity as estimated above would 
be juced by the amount of this margin and the amounts 
would be as follow 
1) With capacity limited to that presently scheduled for 
construction by TVA (line A.8) excess would he 
Amount x 2. 2 508 
Percent... 27.8 35 
b) If TVA were to construct an additional 600,000 kilo 
watts at Fulton and other locations the excess would 
in ise to 
Amount XXX 2, 665 3, 108 
Percent XXX 35.9 14.2 
Includes AEC load proposed to be supplied by Mississippi Valley Generating Co 
‘TVA represents that a margin of 5 percent of these amounts is the minimum desirable for unforeseeable 





developments Chis margin would amount to 500,000 kilowatts on the basis of the January 1954 estimate 
and 490,000 kilowatts on the basis of the present estimate 


[hese estimated margins for 1957 show an improvement since la January of 250,000 kilowatts in the 
power supply situation even though the estimated AEC demand ha icreased by 175,000 kilowatts in this 
period his results from a decrease in the estimated demand for purposes other than AEC accompanied 





by an estimated increase of total capacity. 


Chairman Coir. Senator Hickenlooper ? 

Senator HickenLoorer. Mr. Hughes, I have just a couple of very 
short. questions. You discussed the question that there is risk in- 
volved in this for the Dixon-Yates people. That is, in the construc- 
tion of this plant. That is your opinion, is it not, that there is risk 
involved ? 

Mr. Hueues. Yes, sir. 

Senator Hickentoorer. When the Government builds a powerplant 
for TV A, who has the risk, all of it? 
Mr. Hugues. All of the risk, of course, is the Government’s. 
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Senator Hickennoorrer. So if the costs of building this plant 
excessive, the Government stands all of them ? 

Mr. Hugues. That is right. 

Senator Hickenioorer. If mistakes are made in building of the 
plant, the Government stands all of them ‘ 

Mr. Hugues. That is right. 

Senator HickEN Looper. Is that correct ? 

Mr. Hucues. That is correct. 

Senator HickEN.Loorer. So that, in the one case, if the TVA builds 
this plant, the Government takes all of the risk; and if the private 
group takes it, the private group relies upon the carrying out of the 
firm power-purchase agreement by the AEC which will feed this 
power into the TV A system as a replacement of power ¢ 

Mr. Hueues. That is right. 

Senator Hickennoorer. I may assure you, parenthetically, that 
there is no question in my mind but what is the actual replacement 
power. It is putting water in one end of the tank and taking it out 
of the other; and if that is not replacement, | do not know what is 

Mr. Huenes. Thank you. 

Senator HickeNntoorer. Now, there is just one other thing ar 
like to ask you. You spoke awhile ago about the fact that TVA 
caliente INC sche enetahnubeaimaseciien, Sindinee, Sui gaan 
mills for certain electricity. 

Mr. Hucues. No: that was the average rate of return, that figure, 
on all power companies for the year. 

Senator HickENLoorer. You spoke awhile ago, in answer to some 
questions, about what the TVA charged AEC for certain power which 


it may have had to go out and buy, let us say. Do you have those 
figures ¢ 
Mr. Hueues. I don’t know if we have those figures. I think that 


that was one of the members of the committee that mentioned some 
of those figures, sir. 

Mr. Apams. I can give you a few figures, Senator. These are not 
purchases by AEC, but TV A at the request of AEC, L believe. has 
been stated, is buying large amounts of energy from neighboring 
systems. 

Senator Hickentoorer. What are they paying for that ? 

Mr. Anawn, Porinsnes, for the vear ending June 30, 1953, aceord 
ing to the information I have available, the Tennessee Valley Author 
itv received in that year under interchange agreements, 2.7 billion 
kilowatt-hours from neighboring systems, and delivered to those sys 
tems 700 million kilowatt-hours, giving a net interchange of 2 billion. 
TVA paid for this, $7,824,000, equiv: alent to 3.9 mills. That was the 
average paid for it and this is energy available on an interchangs 
Dasls. 

Senator Hickentoorer. TVA paid for the energy ? 

Mr. Hugues. There is another part there. 

Mr. Apams. In addition to this interchange energy, TVA received 
nearly one-half billion kilowatt-hours from neighboring systems, 
under direct-purchase contracts, at an average cost of 9.8 mills pet 
kilowatt-hour. 

Senator Hrckenvoorer. Let us get down to the charges they hac 
made to the AEC for some of this. I thought that was mentioned 
awhile ago in your discussion. 
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I think one of the 


Mr. Hvueuers. I don’t think we mentioned 
members of the committee mentioned it. 

Senator HickenLoorer. Do you have the figures on that? 

Mr. Apams. I don’t have the figure, but I assume they passed on 
to AEC the cost of any power that they consider was gathered for the 
purpose of meeting AEC requirements. _ 

Senator HickenLoorer. AEC has a prior 
it not, down there ? 

Mr. Hueues. In the opinion of the Attorney General; yes. 

Senator HickenLoorer. Out of the system / 

Mr. Huenes. Prior rights to whatever is in this TVA production. 

Senator we KENLOOPER. Do you have any knowledge as to whether 
or not TVA charged industrial users on the basis of hi aving to go out 
and buy it oa charged them the excess that they had to pay to go out 
and buy this, or do they just,shoulder it all on the AEC 

Mr. Huenrs. I think when you will ask the AEC ee the detailed 
figures, you will find that they paid considerably higher than indus- 
trial users in many 

Senator HickenLoorer. Would you have any justification for that ? 

Mr. Hueues. Yes. There are figures that are available on that, and 
lL have no figures. 

Senator Hicken.oorrr. I do not mean justification by way of fig- 
ures but I mean justification by way of morals or business practices, 
or anything else. In other words, why should the AEC which has a 
prior claim on all of the power it needs out of TVA pay an excessive 
amount per kilowatt-hour over and above what other industrial pri- 
vate users would be charged by TVA in the system ‘ 

Mr. Huenes. That is what they asked. There is no answer to it 
that I know of exce pt from the mere fact that they did get this power 
for TV A—for AEC demands and then charged them for it. 

Senator ea aan Can you tie a ribbon on a kilowatt-hour 
here, and say “this and therefore the AEC pays a lot 
more money for it than one that goes down here and turns the factory 
wheel for some private purchaser? It would seem to me there would 
be a standard rate based upon the overall cost of the needs of TVA 
there, and I cannot justify charging a Government agency such as the 
AEC an excessive amount over and above what TVA charges those 
that it is trving to attract there in that industrial valley. 

Mr. Hucnes. I think that you can well go into that with them. 

Senator Hickenwoorer. I shall, and I know that you are not an elec- 
tricalexpert. Thatisall I have. 

Senator Anperson. Did you give us the place where that Attorney 
General’s statement is about the priority ? 

Mr. Hucues. That will be prese nted with the Nichols’ material. 

Senator Anperson, And he holds that even though they have other 
contracts AEC has a priority regardless of any of the contracts? 

Mr. Hucues. Well, the AK C has the priority of the needs of the 
AEC on the TVA. It says, “without a contract such as this, the 
Atomic Energy Commission as an agent of the United States might 
be required to exercise its rights as a priority customer under the 
Tennessee Valley Authority ‘Act and demand from the Tennessee 
Valley Authority the amount of power to be developed by the plant 
to be erected pursuant to the contract. 
They have got a prior right to demand it. 


right on that power, has 


Cases. 


costs so much,” 


emma ares aay 
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Chairman Cote. I am sure the members of the committee have 
questions in their minds they would like to elicit from you, and I 
know I do, but I think that it is more appropriate for the answers 
to be forthcoming from General Nichols. We can excuse you now. 

Representative Price. I would like to ask the Director of the Budget 
some questions. 

Chairman Corr. Mr. Price. 

Representative Price. Mr. Hughes, would you consider this a firm 
contract ¢ 

Mr. Hueunes. A firm contract, yes, it is meant to be that, a contract 
for firm power. 

Representative Price. But is it an initial contract or would you 
say it might be an agreement to agree ¢ 

Mr. Hugues. Well, of course it is not signed yet, but it would be 
a firm contract for power. 

Representative Price. Even after it is signed, would you say that 
this document we are considering here now is a firm contract ? 

Mr. Huoues. If I understand the meaning of the word, yes. 

Representative Price. Even without the provisions, the safeguard 
provisions that Senator Anderson mentioned earlier in the day, you 
would still consider it so? 

Mr. Hueues. There are many, many provisions in the contract to 
protect both sides, but I think that that is a question that should be 
gone into with the AEC. As I say, they worked out the technical 
details of the contract itself. 

Representative Price. In your prepared statement you stated that 
two factors chiefly concerned the Bureau, the elements of cost to the 
Government and sharing of risk between the Government and the 
contractor. What about that element of cost? I think the Bureau 
itself has estimated that this would be an excessive cost for the Gov 
ernment. It would cost the Government $3,685,000 a year in excess of 
an operation by TVA which would provide power to the AEC 

Mr. Hucues. We emphasized in that particular that it was based 
upon certain differentials, and we do not consider the fact that it 
doesn’t pay taxes a good difference in cost because it merely means 
shifting the taxes to somebody else. 

Representative Price. I understand that that figure of $3,685,000 
has been conceded by the different agencies involved to be about 
$200,000 less than what it actually is. 

Mr. Hucues. Well, Mr. Adams knows the story on that, and he can 
present that to you. 

Representative Price. I would like to have you do that, Mr. Adams. 

Mr. Apams. You have reference to the statement—— 

Representative Price. I had reference to a newspaper story in which 
I saw in that that the Government conceded it was in error in these 
figures, and that the annual loss of the Government on this contract 
was $3,885,000 per year instead of $3,685,000. 

Mr. Apams. I would like to say in that connection that the impres- 
sion seems to have been given by those who commented on this item 
that the so-called $200,000 error is an error in the caleulation of the 
cost of power under the Dixon-Yates contract. Actually, the figures 
result not in a mathematical error but in the misinterpretation by Mr. 
Kampmeier, of the TVA, of the manner in which the Dixon- Yates 
fuel costs were calculated. I might give you a brief statement of the 
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background with respect to the calculations of the $3,685,000 addi- 
tional cost attributable to the Dixon- Yates proposal. 

This estimated difference was developed jointly by representatives 
of the Atomic Energy Commission, the TVA, and the Bureau of the 
Budget. I was representing the Bureau of the Budget at those con 
ferences. It was agreed to as a basis for submission of reports to the 
Director of the Budget. Mr. Kampmeier, of TVA, requested, how 
ever, that certain adjustments he would make to bring the figure to 
5, 567. 000 be pointed out by footnote or otherwise. That was done in 
the presentation. That is, the figure of $3,685,000 which was worked 
out in conference, with Mr. Kampmeier’ S assistance, was presented, 
but as has been brought out in previous testimony, last June, in my 
testimony I pointed out what those differences were and explained 
the disagreements that we had on them. 

It is obvious, therefore, that there is an element of technical judg 
ment in the figure we agreed to use. Although we were unable to agree 
with Mr. Kampmeier on the nearly $2 million additional costs he 
would attribute to the Dixon-Yates proposal, we did concede in a 
spirit of give and take several other points totaling $670,000 which 
we considered to be to some extent speculative, but agreed to include 
in the $3.680.000 figure. 

These items were extra costs to the Dixon-Yates fuel, $390,000; 
assumed lower operating costs for the TVA plant, $211,000. 

Chairman Corr. It has been suggested that you repeat those figures 
and we can fix them in our minds for a moment. 

Mr. Apams. These items, totaling $670,000, were extra costs of 
Dixon-Yates fuel, $390,000; assumed lower operating costs for the 
TVA plant, $211,000 omission from the TVA costs of $150,000 for 
general and administrative expense. Those 3 figures totaled $670,000, 
which I felt was a concession to the TVA representatives, in this joint 
consideration of what was thought to be a proper comparative costs 
statement between the TVA plant and the Dixon- Yates plant. 

Representative Price. What do you then estimate the annual excess 
costs to AEC will be? 

Mr. Apams. May I continue the thought IT was trying to develop? 

Representative Pricer. I thought you had finished. 

Mr. Apams. We will come to that. After the costs comparison had 
been developed jointly, as described above, it was presented to the 
Director of the Budget for use in the preparation of his report to 
the President. It was also used by the AEC and by myself in prepara 
tion of testimony which was expected to be presented the following 
week before the Senate Appropriations Committee. On the day fol 
lowing the originally scheduled Senate hearing, April 22, and 4 days 
after the Budget Director’s report of April 24 had been made to the 
President, Mr. Kampmeier telephoned me from Knoxville stating 
that he had discovered an error in his calculation of the fuel costs 
for the TVA Fulton plant. 

Chairman Corr. An error in what? 

Mr. Apvams. An error in his calculation of the fuel costs for the 
TVA Fulton plant. 

Chairman Corr. An error in his calculations and not in your cal- 
culations ? 

Mr. Apams. He made the calculation, but I think we all agreed that 
this was a joint study that we were making, and Mr. Kampmeier in 
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commenting over the telephone to me admitted that he was a party 
to the error, but suggested that even at this late date the change should 
be made in our comparative cost statement. Since the check of this 
claimed error involved a complicated technical analysis, I informed 
him that we would review the point he had raised, but even though 
we might find we agreed with him it was in our opinion too late to make 
the change, since the figures we jointly prepared had been accepted 
and used by the Bureau of the Budget and were used in testimony 
to be presented shortly to the Senate Appropriations Committee. 

After carefully considering the matter in consultation with the AEC 
staff, the conclusion was reached that the change proposed by Mr. 
Kampmeier was not sufficiently large to justify a change of the 
judgment figure, that is $3,685,000, which we had previously developed 
jointly with TVA. 

This conclusion seemed to be justified in consideration of the fact 
hat we had already agreed in a spirit of compromise with Mr. Kamp- 
meier to include in the comparative statement nearly $700,000 of addi 
tional costs against the Dixon- Yates proposal which we considered 
to be questionable. 

In other words, the change proposed by Mr. Kampmeier was offset 
about three-fold by concessions already made. That is what 1 am try- 
ing to say is that there was a wide range of technical judgment as to 
what was an appropriate or proper figure to present as the difference 
in costs between building a TVA plant and building this Dixon- 
Yates plant. 

Representative Price. What does the Bureau now estimate that, 
the excess cost per year? 

Mr. Avams. I think still considering it a judgment figure, we would 
stick to the $3,685,000. 

Representative Prick. The Bureau made this original estimate some- 
time ago without these additional charges against it and so necessarily 
it would be an increased figure; would it not ¢ 

Mr. Apams. Well, I think it depends upon whether you view it as 
an exact determination or whether as I feel it was, a judgme nt de- 
termination and there was a range from $3,685,000 up to about $5,- 
600,000 in what the three people thought was a proper estimate. Mr. 
Kampmeier felt the higher figure was and the Atomic Energy Com- 
mission representatives and I felt that the lower figure was proper. 
It seemed to me that in view of that considerable range of judgment, 
a change of $200,000 was not significant enough to warrant making a 
change in the estimate. 

Mr. Hueues. There is another matter in there that the original 
figure without this $670,000 concession would have been about $3 
million, and it was felt after consideration that the $3,685,000 is still 
as reasonable a measure as you could make of the actual difference 
in cost weighing all factors reasonably against each other. 

Representative Price. Now, this plant will be located on the west 
side of the river, at Memphis. How is the power to be delivered to 
the TVA side? Is there a transmission setup already there or will 
one have to be constructed ¢ 

Mr. Hueues. The power will be delivered to them at the border of 
the State and they will have to provide or handle it from the place 
where they take it over. 
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Representative Price. Who will pay the cost of transmission 

Mr. Hucnes. TVA will pay the costs from the place where they 
take the power. 

Representative Price. How much is that? 

Mr. Hucues. The middle of the river. 

Representative Price. What is the estimated cost on that transac- 
tion ¢ 

Mr. Hucues. I don’t know. 

Mr. Apams. The annual cost is estimated to be $607,000. 

Representative Price. Should that not be added in to some of the 
liabilities the Government will assume? 

Mr. Apams. That has been included in the comparative cost figures 
that I just quoted. 

Representative Price. It is included in the other figure that you 
have given ? 

Mr. Apams. Yes. 

Representative Price. Now, the question of risk involved. You 
have already touched on the cancellation provision during the time 
of the construction which go up to $40 million. If the contractors 
cancel before the completion of facilities, not to exceed $40 million, 
the cancellation may be made after notice and the AEC pays the 
costs. 

What happens after the completion of the facility and you cancel 
the contract ¢ 

Mr. Hueues. That is a question that you really ought to go into 
with the AEC, but we can say something about it. 

Mr. Apams. Was your question: What happens if the contract is 
canceled just after completion ¢ 

Representative Price. After service starts, after the plant is in 
operation, what happens then ? 

Mr. Apams. As we were discussing earlier, the contract provides 
that it may be canceled anytime after the third unit is in full-scale 
operation, or after 42 months, whichever is earlier. At either date, 
the cancellation provisions would then become operative for the 
3-year notice period, and the backing off absorption period that we 
previously discussed. 

Representative Price. On page 36 of the contract, sections 8.04 and 
§.05, what do those two sections mean ? 

Mr. Apams. You mean section 8.04? 

Representative Price. Yes. Do they mean that without the consent 
of the AEC, the Dixon-Yates group may pledge or transfer the 
contract at any time to pay debts connected with construction of the 
plant? 

Mr. Apams. Is your question directed to whether this could happen 
before or after the cancellation ? 

Representative Price. The question is directed to this, whether or 
not under that section the Dixon- Yates group may pledge or transfer 
the contract at any time to pay debts connected with construction of 
the plant, and could that be a loophole that they could evade their 
part of the contract? Iam asking whether or not the Government is 
sufficiently protected in that section ? 

Mr. Hugues. I am sure that you will find that that is so, but I think 
you ought to go into that with the AEC because this is part of their 
earrying out of this contract. 
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Representative Price. You feel, then, that the Government is ade- 
quately protected in that provision ¢ 

Mr. Hueues. I am informed that they are; yes, sir. 

Representative Price. Are you sure, and do you think so in your 
own mind and would you guarantee this committee that it is‘ 

Mr. Hueuers. On the basis of the fact that it was worked out by 
people who know their business and tell me it is so. 

Representative Price. Now, section 8.05, the company, according 
to the way I interpret this provision, agrees that it has the responsl- 
bility if ever fails to deliver electricity because of causes beyond 
control of the company but the AEC must keep up its payment to the 
private group as if its service had been continued. Is the Government 
properly protected there ? 

Mr. Huaeues. IJ think it is the same answer; it is the usual contract 
provision. 

Representative Pricer. You are giving that assurance to this com- 
mittee that it is? 

Mr. Hucues. Yes. 

Representative Price. I notice from this particular section one of 
the clauses which grant permission to the company to cancel out is 
flood. Now, who selected this site? 

Mr. Hvueues. I imagine the company selected it, but certainly with 
consultation and discussion with AEC, and the Army engineers have 
reviewed it. 

Representative Price. If the company selected the site and the com- 
pany knew that it is subject to flood periods, why should the Govern- 
ment be responsible ¢ 

Mr. Hugues. I don’t think that that is so, sir. We have a report, 
or they have a report, as they will show you when they testify, from 
the Army engineers on that particular question. 

Representative Hotiriretp. Will the gentleman yield on that? I 
would like to pick up a question there wiih Mr. Adams that we dealt 
with a few minutes ago. 

Mr. Adams, if you will turn to page 23 of the contract, section 4.14, 
and the next to the last sentence on the page, starting in with the 
word “net.” 

Net income earned by the company from the sale of reserve capacity or of 
energy produced through the use of reserve capacity or contract capacity not 
taken by the AEC or otherwise resulting from activities of the company other 
than those for or arising out of the performance of this contract shall be sep- 
arately accounted for, and shall have no effect upon the determination of net 
income or adjusted net income under this section. 


This was the point that I was trying to bring out, and at the time I 


did not have the language or was not able to refer to the specific 
language. So 1 wonder if you wanted to adjust your answer that you 
gave me before on that point. 

Mr. Apnams. Mr. Holifield, I think it is true and I evidently er 
looked the fact that that income from that source is not included in 
this adjustment provided by 414. That is, excess earnings which are 
divided here equally with the Government do not include earnings 
from any sales of this extra 50,000 kilowatts if it is available for 
service to others. 

Representative Horrrecp. Even the 50,000 excess kilowatts, as I 
understand it, or any portion of the 600,000 which is not taken by the 
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AEC, can be sold and would not be accounted for in the computation 
of either net income or adjusted income. Now, I do not want that 
answer to stand unless it is true, and if you want to study that section 
and then give us further testimony on it, I will be perfectly willing 
to hear it because I myself am not clear on it and the langue ige 1S SO 
ambiguous to me. 

Mr. Apams. The pve is to reserve capacity and the 50,000 
kilowatts is reserve capacity, but [ wouldn't be pre pared to say whether 
that sentence would encompass any capacity beyond the 50,000 kilo- 
watts reserved. I would like to consider that further. 

Represent: itive Hoxirrecp. I would like to finish by saying it also 
said, “or contract capacity not taken by AEC, as well as reserve 
capacity.” That is in the first sentence there, and so it does refer 
to both types of energy. 

I will yie ‘ld back to Mr. Price. 

Representative Price. Mr. Hughes, you frequently stated this after 
noon that it was in the interest of the TVA: it was predominant in 
working out some sort of arrangement like this. If the TVA is the 
predominant reason for this project, why does not the TVA enter 
into the contract ? 

Mr. H{ueues. No; I don’t think that that is quite a correct state- 
ment. I said that what we had in mind was not to do anything which 
would damage TVA in its requirements for 1957. We had that pri 
marily in mind to make sure that that was provided for, and not 
make any change in the status of TVA while we were providing for 
its needs in 1957. The question was raised as brought out in the 
discussions and the testimony already as to whether or not the TVA 
could buy a direct amount of outside power. They were not willing 
to do that and it was offered to them and they were not willing to 
do that. There was also a question in connection with this type of 
an operation that they have a limitation of time, as I was told, with 
regard to the amount of our number of years that they can make a 
contract: 

Representative Price. Is there now a contract between AEC and 
TVA? 

Mr. Hucuers. Yes, sir; and that is being worked on now, as they 
will report to you, with regard to making the necessary technical 
changes that. will take care of this change in the power arrangements 
of AEC. 

Representative Price. At the time of this idea and when it was born, 
do you feel that it was in conformity with existing legislation ? 

Mr. Hueues. Yes; we felt so. 

Represenative Prick. What act? 

Mr. Hucnes. Well, we had the opinion of the counsel of the AEC 
that that was so. 

Representative Price. What was the reason for the passing of the 
Ferguson amendment in the revision ? 

Mr. Hueues. That was not done by us; that was the Congress. 

Representative Price. Of course, you know that the original act 
specifically set 83 AEC plants where such an arrangement would be 
applicable, and this was not within 250 miles of any ‘of those 3 plants. 

Mr. Hvueues. I can’t answer on that legal question, but at least AEC 
had the opinion of its counsel. 
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Representative Price. I wonder if you could tell us who were the 
originators of this idea? 

Mr. Hueues. | think we already discusse d that this afternoon. 

Representative Price. Did you discuss it in generalities? 

Mr. Hvueues. I don’t know who was the originator. 

Representative Price. Do you know who suggested this? 

Mr. Huaues. No: it is a matter that works out in discussions and 
conferences and somebody adds one thing and somebody adds another 
thing and it appears as perhaps the only alternative or the best alte 
native that can be adopted. 

Representative Price. You would agree that some individual must 
have had the idea first and must have passed it on to some others ¢ 

Mr. Huaeues. I am not sure that that is so, and I am not sure it was 
worked out as a particular proposal. I have no sign of that and no 
evidence of it. 

Representative Pricer. It wouldn’t just sort of work out, and some 
body must have had it. Let us take the AEC and see if it can be 
worked out through the AEC. But it is 250 miles away from any 
atomic-energy installation. So there had to be someone thinking 
about it. 

Mr. Hvueues. The thing was worked out on a different basis with 
regard to that, because the problem was to take care of the budget 
needs as it came up, of the requirement for 1957 of TVA, and there 
were two ways to do that. One was to build a plant for TVA, which 
for reasons as stated were not acceptable. It was not an acceptable 
solution. The other was to relieve the TVA of some of its AEC 
requirements which was felt to be advisable, not only because of that 
point, but because the AEC was already taking such a very large dis- 
proportionate share of the TVA power that it was a good thing to 
make some further reductions in it. 

Representative Price. Were the TVA people in that original group 
that were doing the thinking and discussing and talking about it. 

Mr. Hueues. Not that I know of. 

Representative Price. It doesn’t seem that it would work on a plan 
that would involve TV A without the officials of TVA being consulted. 

Mr. Hucues. They were in to the extent that it came up in the 
budget, and they were in the discussions which pointed out that the 
plant would not be agreed upon—that is, the new steam plant would 
not be agreed upon—and therefore this was a proposal to relieve them 
and give them power. And you have got the letters from Mr. Clapp 
with regard to that. 

Representative Pricer. Mr. Hughes, when was the project deter 
mined to be an urgency, or urgent matter, and when did that come 


up? 
Mr. Huceues. That was in the entire discussion from the beginnins 
Representative Price. If it was in the entire discussion sieen the 


ginning, where there was an urgency, wouldn’t it have been wise to 
go ahead with the Fulton steam plant and support it on the | yasis of 
the urgney for the atomic-energy program ? 

Mr. Hucues. No: we felt this would accomplish the purpose. 

Representative Price. Wouldn’t that be the quickest way of accom 
plishing the purpose, putting more power in the TVA ? 

Mr. Hvucues. The quickest way may not always be the best way. 
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Representative Price. You already had authorization for some such 
program as that, and all you needed were funds and appropriations, 
If it was supported on the basis of urgency, don’t you think it would 
have been better that way ? 

Mr. Hucues. We have explained that on the basis of the statement 
here, and on the statement that the President has made on a number 
of occasions, and I don’t think—it was a matter of policy decision, and 
the budget message included it, that this was the best way to do it. 

Representative Price. If this was determined to be an urgent mat- 
ter, almost a year ago, according to the chronological history, it cer- 
tainly wasn’t much “expeditious : action taken on the matter. It is a 
pretty long time in the mill here before it reached this committee. 

Mr. Huenes. I don’t think when it was put forward that it was 
expected to take such a long time. 

Representative Price. That is all I have. 

Chairman Core. Thank you very much, you are excused. 

Do you swear the testimony you shall give in ths proceeding shall 
be the truth, the whole truth, and nothing but the truth, so help } you 
God ¢ 

Mr. Nicnors. I do. 


TESTIMONY OF K. D. NICHOLS, GENERAL MANAGER OF THE UNITED 
STATES ATOMIC ENERGY COMMISSION 


Chairman Coriz. General Nichols, I assume you have a statement. 
And since there are copies before the members of the committee here, 
will you proceed with it. 


For the information of the members of the committee and others 
who may be interested, the plan is to listen to General Nichols’ state- 
ment upon which we will adjourn tonight and meet tomorrow morning 
at 10 o’clock. And at that time tomorrow morning, Senator Gore will 
be the first witness, to be followed by Admiral Strauss for cross- 
examination, along with, the Chair would suggest, General Nichols. 

If there are any questions to be propounded to the two gentlemen, 
Admiral Strauss and General Nichols, it can be interchanged by the 
responses. 

Representative Houirre.rp. A point of information, Mr. Chairman. 
Is Mr. Nichols going to give his complete statement now, or place it in 
the record ? 

Chairman Corn. I assume that all members of the committee would 
like to hear the statement. 

At this time, General Nichols, would you submit formally to the 
committee the contract, with the revisions to which reference has been 
made earlier this morning, so that we can immediately distribute it to 
the press ? 

Mr. Nicnors. I will mention it in the statement. 

Chairman Core. Will you just indicate it. Is it agreeable now to 
release the contract with the attached memorandum showing the 
changes? 

Mr. Nicnors. That is right, sir. 

(Mr. Nichols then submitted the following documents for the 
record :) 

(a) Copy of contract No. AT, proof of October 1, 1954, power 
contract. 
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(4) Summary of proposed electric power contract between the 
Mississippi Valley Generating Co. and the Atomic Energy Commis 
sion. 

(c) A document dated October 7, 1954, Atomic Energy Commis- 
sion, proposed contract with Mississippi Valley Generating Co., parts 
I and II. 

(d) An 88-page document entitled “Atomic Energy Commission, 
Sequence of Principal Events in Connection With Power Supply for 
Paducah To Replace Power Now Being Furnished by TVA.” 

(The doe uments referred to will be found in appendix B, p. 841.) 

Mr. Nicnuors. Mr. Chairman and gentlemen, since our meeting w th 
the committee on July 17 and 18 of this year, we have proc eeded with 
the negotiations with the Middle South Utilities, Inc., and the South- 
ern Co., sponsors of the Mississippi Valley Generating Co., for the 
purpose of concluding an equitable contract for 600,000 kilowatts of 
tirm power of which 500,000 kilowatts would be in replacement of 
power under contract with the Tennessee Valley Authority at Paducah 
and the remaining 100,000 kilowatts represents additional power for 
Oak Ridge. Generally we have started negotiations on the basis of 
the Dixon- Yates proposal of April 10, 1954, and have proceeded in ac- 
cordance with the instructions of the President transmitted to us in a 
letter from the Bureau of the Budget dated July 16, 1954. We have, 
of course, in proceeding with these negotiations taken care to see that 
ve are complying with the provisions of the Atomic Energy Act of 
1954. 

For the purpose of making our presentation here this morning we 
have provided the committee with a report by the General Manager 
and a brief summary on the proposed contract with the Mississippi 
Valley Generating Co. and a copy of the October 1 proof of the con- 
tract. This report gives the status of negotiations, a summary of the 
provisions of the contract, comparison of power contract data, and all 
the pertinent documents that have come into existence since the gen- 
eral release of information to the public and the press on August 21, 
1954. Copies of this release have also been made available to the 
members of the committee, and I understand now to the press. 

I would like to introduce into the record this report by the General 
Manager and also the documents that were included in the AEC release 
to the press on August 21, 1954. (See appendix B, p. 868.) I would 
also like to mention for the record the changes in the contract which 
have been made since the date of the last proof. These changes have 
been agreed to by the Atomic Energy Commission and the Mississippi 
Valley Generating Co. They are as follows: 

The last “Whereas” clause of the contract on page 3 has been 
changed to read as follows: 

Whereas, this contract is authorized by and executed pursuant to the Atomic 
Energy Act of 1954, for the purpose of providing electric utility service to the 
AEC, or to TVA in replacement of electric utility service furnished to the AEC 
by TVA, in connection with the construction or operation of the project. 

This change was made at the suggestion of the Attorney General’s 
Office. 

Senator Anperson. Where isthat? I have the contract here. 

Mr. Nicnors. That change should have been clipped into your 
contract. 

Senator Anperson. All right. 
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Mr. Nicnots. 2. In section 4.14, Overall Billing Adjustment, page 
24, the words “shall determine” have been omitted and there has been 
inserted the words “and the AEC shall agree upon. - 

This change was made to reflect. the intent of the parties in the ap 
plication of the reserve for deferred maintenance in the event of 
termination or expiration of the contract. 

3. In section 8.23, Arbitration, page 45, insert “4.1 t” between “4.13” 
and “7.08.” 

This change was made to reflect the intent of the parties that section 
1.14, Overall Billing Adjustment, be subject to arbitration in the 
event agreement by the parties is not reached. 

+. On page 2 of appendix C, V, the percentage in the last line 
shown as 28.025 percent shall be changed to 2.8025 percent. 

This change was made to correct a typographical error. 

These changes have been indicated in the copies furnished the com- 
mittee today. 

Many of the statements which I will make today are based on the 
General Manager’s report and the pertinent documents, and I will 
make reference to them and read excerpts from some of the documents. 
I trust that this procedure will be convenient for the members of the 
committee. 

[ would now like to discuss the scope and terms of the proposed 
contract, 

SCOPE AND TERMS OF THE PROPOSED CONTRACT 


As covered by the proposal of April 10, 1954, the proposed contract 
will provide for the delivery into the TVA system of 600,000 kilowatts 
of firm power, or 5.2 billion kilowatt-hours per year at a load factor of 
approximately 98 percent. The term of the contract is 25 years 
beginning with the commencement of commercial operation of the 
first gener ating unit with provision for two 5- year extensions at the 
option of AEC. 

The facilities to be constructed include a 3-unit generating plant 
of approximately 650,000-kilowatt capability and substation located 
on the west bank of the Mississippi River approximately 2 miles south 
of West Memphis, Ark., and transmission facilities to connect with 
TVA transmission lines and deliver power to TVA at the Tennessee- 
Arkansas State line between Shelby County, Tenn., and Crittenden 
County, Ark. In addition, modifications will be made to an existing 
river crossing interconnection between TVA and Arkansas Power & 
Light Co. These facilities will be owned and operated by the Missis 
sippi Valley Generating Co., ‘ee has been organized to carry out 
the provisions of this contrac 

Changes will be made in the Arkansas Power & Light Co.’s trans- 
mission facilities in order to supply backup reserve and power from 
subsidiaries of the systems of the sponsoring companies when a unit 
of the new generating plant is down for maintenance or overhaul. 

These subsidiaries are— 

Middle South Utilities, Inc.: 
Arkansas Power & Light Co. 
Louisiana Power & Light Co. 
Mississippi Power & Light Co. 
New Orleans Public Service, Inc. 
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The Southern Co.: 
Alabama Power Co. 
Georgia Power Co. 
Gulf Power Co. 
Mississippi Power Co. 


The sponsoring companies have agreed to subscribe and purchase 
for cash $5,500,000 capital stock of the company as follows: 


Middle South Utilities, Ine $4, 346, 000 
The Southern Co : 1, 155, OOO 

This is the equity which is referred to in various sections of the 
report. Arrangements are being made with institutional investors 
and banks pursuant to which they will lend funds for that part of 

capite al not represented by the equity referred to above. 

Thus, all the funds necessary to construct the facilities to provic 
service at the point of delivery will be obtained from private sources; 
no capits al will be supplied by the Government. 

The capital requirements are estimated at $107,250,000, of which 

$104,115,000 is the target estimate for the cost of the facilities 
$1.1 35,000, the amount to be spent by the Arkansas Power & Light 
Co. for investment in transmission facilities for backup supply, and 
$2 million for working capital. 

The proposed contract is essentially a fixed-price contract with the 
adjustment provisions necessary for a long-term agreement. 

The principal provisions of the proposed contract, with the cost 
data based on approximately 98 percent load factor, are as follow 

(a) An annual base capacity charge of $9,052,050, which is equiva 
lent to $15.09 per kilowatt-year, which corresponds to 1.741 mills per 
kilowatt-hour subject tothe following adjustme nts: 

(1) AEC shares dO percent of increases or clecreases n costs of 
construction compared with the target estimate, with a maximum 
annual increase to the Government of $273,244, which corresponds to 
0.05 mills per kilowatt-hour, and 

(2) Up or down for changes in cost of fuel included in the bas 
capacity charge for the fuel required to keep the plant in operation 
under no-load conditions. 

(3) Provision is also made for adjustment in the rate structure to 
provide for estimated changes in the rate of Federal income taxes on 
a prospect ive basis. 

(6) An annual energy charge of $9,688,000 or 1.863 mills per kilo 
watt-hour, subject to adjustments for changes in the price levels of 
coal, labor and maintenance and ope rating materials. The coal pl 
is adjusted from a base of 19 cents per million British thermal units 
and the other prices are adjusted on the basis of changes in the 
hourly earnings of production workers in gas and utility industi 
from a rate of $1.97 per hour 

c) Reimbursement by the AEC for all State, local or Federal tas 
(except Federal income taxes) paid or payable by the new corporatio 
during the term of the contract which are estimated to cost annually 
$1,482,750 or 0285 mills per kilowatt-hour. ‘Taxes arising out of tl 
use of the facilities for purposes other than supply of capacity and 
energy to AEC will be paid by the corporation and not by the AE‘ 

(7d) An annual charge for replacements estimated at $524,009, sub- 
ject to adjustment, which corresponds to 0.10 mills per kilowatt-hour. 
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(e) The AEC is required to arrange with the TV A for the receipt 
of power. 

(f) AEC reserves the right to supply fuel and receive a reduction 
in rate if we can purchase at a lower cost. This will permit the 
Government to retain control, if necessary, over the m: yor item of cost. 

(7) Procedures to be used in the event the parties to the contract 
are unable to reach an agreement as to certain sections which it is con 
templated shall be adjusted by agreement, negotiation, or amendment. 

(A) Cancellation may be made only by the AEC and is provided for 
as indicated in the following nine items. These are all various provi- 
sions of the cancellation : 

(1) Prior to completion of the facilities AEC may terminate the 
contract providing the costs and estimated cost of cancellation of com 
mitments up to that time have not exceeded $40 million. AEC would 
thereby be liable for all costs incurred less salvage value. 

(2) Prior to completion of the facilities, but after expenditures 
and estimated cancellation, costs shall exceed $40 million, termination 
shall become effective pursuant to the cancellation notice 3 years after 
the commencement of commercial operation of the third unit in the 
company’s generating plant, but immediately upon delivery of such 
notice, the company shall be obligated to start absorbing capacity as 
rapidly as the growth of its load will permit. 

(3) After commencement of commercial operation of the third 
generating unit or 42 months after the effective date of the contract, 
whichever is earlier, the AEC may terminate the contract or reduce 
the requirement for power on either 3 or 4 years’ notice as AEC may 
elect. 

Incidentally, the TVA asked us to include the 4-year provision. 

(4) During the notice period AEC is entitled to transfer such power 
to any other agency of the United States Government (which would 
include TVA) at the same rate which AEC would have paid for such 
power and energy. 

(5) At the end of any termination notice period, the company shall 
have first call on the capacity and will absorb as rapidly as load growth 
will permit, but in any event not less than 100,000 kilowatt per year, 
and AEC will be relieved of further liability for payment of any cost 
associated with capacity so absorbed. 

(6) Any capacity not absorbed by the company after the notice 
period may be assigned by AEC to another Government agency at a 
price to be approved by FPC. 

(7) In the event AEC relinquishes capacity and doesn’t use the 
power during the notice period, the base « ape charge will be 
reduced by $1,500,000, and proportionately in case of partial re- 
linquishment of the capacity in increments of hinds of the contract 

capacity. After termination, the base capacity charge less that $1.5 
million (or such other amount as will then be applied due to velln- 
quishment of the use of capacity by AEC) will be reduced propor- 
tionately to the capacity absorbed by the company. 

(8) The company will not make commercial use of unabsorbed 
capacity, except pursuant to agreement with AEC. 

(9) The total maximum cost of cancellation to the Government, 
assuming the plant is idle from the date of notice of cancellation, is 
estimated at approximately $40 million, exclusive of tax Hability 
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estimated at $11 million. These totals represent the worst conditions 
possible. Under normal conditions it would be assumed that in the 
event AEC for any reason drops a portion of its load, particularly if 
the decrease is anticipated, there probably will be still a requirement 
for TVA or other Government agencies for a portion of the power 
from the Mississippi Valley Generating Co., and there is also the 
liklihood that the MVGC can absorb the power at a greater rate 
than the minimum prescribed in the contract. Such use of the power 
by either the MVGC or the Government will result in a reduction in 
the cancellation charges. If full use of the unabsorbed capacity is 
made by the Government during the notice and absorption period, 
the cancellation costs will be reduced to zero. 

So much for the main provisions of the contract. 

Earlier I mentioned this was a fixed-price contract, yet I have 
referred to a number of adjustments which are provided for in the 
contract. I want to reemphasize my earlier statement. 

First, there is a firm ceiling on the maximum extent the Govern 
ment is obligated to amortize the construction cost through its annual 
payments. The AEC shares in its annual payments only 50 percent 
of any increase up to 9 percent over the agreed estimate, Any increase 
above 2% percent is borne entire ly by the company. At a 13.2 percent 
overrun the return on equity as provided for under section 4.03 re 
duces to zero. If the company shoald have an overrun such as expe 
rienced by the Electrical Hnergy, Inc., on the Joppa plant, the com 
pany would lose mone y. 

Second, any increase in the cost of construction over the estimate 
whether above or below the 9 percent. ceiling—decreases the annual 
return on equity to the company for the life of the contract. 

Third, the adjustments for cost of fuel and other adjustments are 
norma! in utility contracts for large blocks of power, particularly those 
extending over a long period of years. 

Fourth, the company is responsible for increases in all operating 
costs other than those for which specific adjustments are provided but 
if the costs for these items are less than estimated, AEC shares in the 
net decrease by receiving an “overall billing adjustment. 

Finally, I would like to emphasize there is no guaranteed profit, 
nor is there a guaranteed return on equity. 

I would now like to explain in greater detail some of the terms and 
provisions of the contract, their rel: ationship with the Atomic Energy 
Act of 1954, and their significance insofar as they pertain to whethet 
or not the Government has made a good deal with the Mississippi Val 
ley Generating Co. 

The Joint Committee on Atomic Energy held open hearings on the 
proposed contract on June 17 and 18. This was just prior to the start 
of detailed contract negotiations. The plan under discussion at that 
time was the proposal dated April 10, 1954, from the sponsors of the 
Mississippi Valley Generating Co. This proposal is found on page 26 
of the AEC documents, the August 21 release, which were made avail- 
able to the public on August 21, 1954, and has served as the basis for 
the subsequent negotiations leading to the contract which is now before 
you. 

Subsequent to the Joint Committee hearings in June, thorough de 
bate ensued, particularly on the floor of the Senate, and as a result two 
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significant changes were made in the Atomic Energy Act of 1954 which 
took cognizance of the fact that such a proposal was under considera 
tion by the Commission and that the Commission had been directed to 
proceed with negotiations These changes are represented in sections 
164 and 165 of the Atomic Energy Act of 1954. 

Section 164 confirms the authority of the AEC to contract with any 
person to furnish electric utility services to the TVA in replacement 
for electric power contracted for with the TVA under a previous con- 
tract. Section 164 also provides that such a contract shall not be effee 
tive until 30 days after the contract has been submitted to the Joint 
Committee on Atomic Energy while Congress is in session. Provision 
was made, however, for the Joint Committee, after having received 
such a proposed contract, to waive the conditions of or all or any por 
tions of such 30-day period. The Commission has so requested that 
the 30-day period be waived. 

Section 165 prohibits the direct payment or direct reimbursement 
by the Commission of any Federal income taxes on behalf of any con- 
tractor performing such contract for profit. We have complied fully 
with both of these provisions of law and, in addition, we have achieved 
many improvements in the terms and conditions of the contract as 
compared to the April 10 proposal. The result is that the contract 
is much more favorable to the Government than the orginal proposal. 


COMPARISON WITH PROPOSAL OF APRIL 10, 1954 


[ would now like to compare the contract with the proposal of April 
10, 1954. For your convenience, you might refer to the general man- 
ager’s report. If you will turn to page 37 of appendix 8, you will see 
where we have listed a comparison of the provisions of the current 
proof of the proposed contract with the proposal of April 10, 1954. 
Those sections which indicate improveme nts resulted prim: arily from 
the combined efforts of the AEC staff and the staffs of the FPC and 
the Bureau of the Budget, together with discussions with the TVA, 
GAO and the Attorney General’s Office. 

In this regard, I would like to state that the sponsors of the Mis- 
sissippi Valley Generating Co. also have been most cooperative in our 
efforts to achieve terms and provisions in the contract that are fair, 
legal, and in the public interest, I would like to comment on several 
of these improvements. 

In item 2 (b), page 37, we believe we have obtained adequate protec- 
tion to assure that the net capability of the plant as constructed will 
equal or exceed 650,000 kilowatts. It is to our advantage to insure 
that the plant does equal or exceed the rated capacity. 

Item 7 on the top of page 39 indicates that we were able to provide 
for a collateral agreement for the initial supply of 100,000 kilowatts 
at the estimated contract rate beginning 36 months after date of execu 
tion of the contract. This provision applies in case there are construe 
tion delays and the plant does not get in operation as scheduled and 
will act as an incentive to early completion of the plan. 

Item 12, page 40, indicates the change made in regard to Federal 
income taxes. As you know, the April 10 proposal provided for 


direct reimbursement for Federal income taxes, Under the terms of 


the contract Federal income taxes are not paid or reimbursed directly. 
‘These costs, however, are a component of the capacity charge and are 










| 





TR A EE LS 








UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO. 89 





adjusted prospectively by quarters on the basis of estimated-tax cost. 
This provision has been checked by the Attorney General and by 
the General Accounting Office and both have given their opinion that 
it is in accordance with section 165 of the Atomic Energy Act of 1954. 
On page 101 of the general manager’s report, you will find the opin- 
ion of the Acting C omptroller General— 


that the adjustments for taxes permitted under these sections do not constitute 
direct reimbursement to the contractor for such taxes in contravention of section 
165 of the Atomic Energy Act of 1954. 

At the very end of the report you will find the Attorney General’s 
letter of October 20, on page 5 of which he states : 


I find nothing in the contract which, in my judgment, violates the prohibition 
of section 165 b against direct payment or direct reimbursement by the Commis- 
sion of Federal income taxes. 

Item 13, page 40, we have been most careful to spell out the provi- 
sions for adjustment of the capacity charge. 

Item 16, page 41, includes an improvement in regard to State 
income taxes. State taxes continue to be directly reimbursable, but 
in the case of State income taxes they are reimbursable only up to 
an amount applicable to a return of 9 percent on the $5.5-million equity 
over the term of the contract. 

Item 18, page 42, annual replacement costs are estimated at one- 
fourth of 1 percent of the cost of the facilities. Recognizing that 
breakdowns or other events necessitating replacements do not oceur 
in accordance with a fixed annual rate, there is provision for estab- 
lishing an initial reserve which is to be invested and earnings added 
to the reserve fund. Any balance not. spent for replacements will be 
disposed of as agreed upon completion of the contract, The esti- 
mated total cost paid over the 25 years will be approximately $644 
million, or only 6 percent of the estimated cost of the plant, 

Item 19, page 42, provides for an equitable overall downward ad- 
justment in the capac ity charge in case the company at some later 
time is able to refinance the debt at a lower interest rate. 

Item 21, page 42, is very important. Any income derived from 
operation under the contract in excess of that required to provide the 
target estimated net income of the company as adjusted by section 
1.02 will be split 50-50 between the AEC and the company after 
making provisions for a reserve for deferred maintenance, which 
reserve will be similarly divided upon expiration of the contract. 

AEC will share in any decreases in actual operating costs from 
those estimated, such as economies from less fuel burned per kilowatt- 
hour, lower labor and maintenance costs, and lower administrative 
and general expenses. Except for specified adjustments, the AEC 
does not pay for any increases in these costs over and above the esti- 
mates on which the rates are based. 

In case these costs are less than estimated, 50 percent of the net 
decrease is returned to AEC. On the remaining 50 percent the com 
pany must pay F ederal 1 income taxes, which reduces its net share of 
these savings to about 25 percent, assuming a 50-percent tax rate, or, 
in effect, the Government gets 75 percent of any such savings. 

Item 23, page 43, improves the cancellation provisions whereby the 
company is required to start absorbing capacity not required by the 
Government during the 3-year notice period. 
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Item 25, page 44, provides for a right to cancel the contract prior 
to completion of the third unit. It ee gives adequate protection to 
TVA in case it needs the power. 

Item 29, page 45, is a major improvement, inasmuch as it gives 
AEC the right to furnish coal if the AEC can purchase and deliver 
coal at a cost cheaper than that of the company. This provision is 
of particular importance, in view of the fact that over the 25-year 
period of the contract almost 50 percent of the overall total cost to 
the Government will be the cost of coal. 

Item 37, page 47, provides a method for resolving failure to reach 
mutual agreement on specified matters. All of the matters which 
provide for downward adjustments in favor of AEC if certain events 
transpire are subject to arbitration. No provisions for arbitration 
were contained in the proposal of April 10, 1954. 

As you will notice, I have not covered all of the items of improve- 
ment listed but I believe I have covered the most important items and 
when we reach the question period we would be glad to explain any 
item on which any member of the committee might have a question. 

I would now like to compare the Mississippi Valley Generating Co. 
contract with our other large power contracts. As listed on pages 79 
and 80, AEC now has contracts with TVA; Electric Energy, Inc.; 
and the Ohio Valley Electric Corp., covering the supply of 5,470,000 
kilowatts of power. The dates these contracts were entered into are 
as follows: 


TVA: Kilowatts 
1, Oak ‘Ridge base contract, July 1, 1951_----..--..--___-_ 700, 000 

2. Oak Ridge expansion contract, Mar. 26, 1953 awbtidus.sJJ a; Gy eee 
Total, Oak Ridge 


al erliciati acl cata ti il 1, 730, 000 
3. Padueah base contract, Aug. 23, 1951_..._.....-...____--__ 500, 000 
4. Paducah expansion contract, Mar. 26, 19538_........-___-__. “ 705, 000 


Ee, Fe CR ctinteetncd saminda dendaRekssR eee 


a 1, 205, 000 


... 2, 935, 000 





Toetet TVA ils... 


Electric Energy, Inc. : 
1. Paducah base contract, May 4, 1951____---_____-_ i tos 500, 000 
2. Paducah expansion contract, July 23, 1953 (superseded an 
interim agreement dated Oct. 9, 1952) =a 235, 000 


ROUT, Reem nee 


Ohio Valley Electric Corp. : 
i.‘ Pourtamonts, Oct. 26, 10GZ.... 5k cunecciuactahinnaesaneeniaan aia 1, 800, 000 


o-ahateuhceeniinaiiaiains 735, 000 


Grand total, TVA, EEI, and OVEC_____-__________-_-____ 5, 470, 000 

If you will turn to page 55, you will find a “Summary of Power 
Contract Terms” found just before page 55. Here we have listed for 
the convenience of the committee the pertinent provisions of the 
TVA-Oak Ridge, the TV A-Paducah, the EEI-Paducah, the OVEC- 
Portsmouth, and the MVGC contracts. 

Also please turn to page 11 of the General Manager’s report where 
we have listed the comparable rates for various coal costs. We feel 
that this is the most equitable way to compare different contracts at 
different locations which have different coal costs because of differ- 
ences in distances from coal mines. 








UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO. 91 


The table on page 11 indicates that if Federal and State taxes are 
eliminated from consideration the MVGC contract, the one under dis- 
cussion here, is more favorable than any contract we have negotiated 
with either the TVA, EEI, or OVEC. 

You will notice that for a 19-cent fuel, and we use that because that 
is the estimated price in the area of MVGC, you will notice that for 
the 19-cent fuel cost, the mills per kilowatt-hour are 3.55 for the 
MVGC contract, 3.78 for the Oak Ridge-TVA contract, 3.79 for the 
OVEC contract, 3.83 for the TV A-Paducah contract, and 3.86 for 
the EEI-Paducah contract. 

If estimated Federal and State income taxes are included, of course, 
TVA has an advantage due to not paying State or Federal taxes on 
sales to a Government agency. This is for 19-cent fuel. The Oak 
Ridge-TVA rate is 3.78, the Paducah-TVA rate is 3.83, the OVEC 
rate is 3.97, the MVGC rate is 3.99, the EEI rate is 4.08. 

So, the MVGC rates are clearly comparable to the other large con- 
tracts that we have negotiated with TVA, EEI, and OVEC. 

These rates, of course, include the effect of construction costs on the 
cost of power, but a direct comparison of cost per kilowatt-hour of 
installed capacity further indicates the reasonableness of the construc- 
tion cost estimate used in the contract, allowing for price differences 
between the periods of construction. 

TVA’s Shawnee plant, on which construction began in 1951, is esti- 
mated by TVA to cost approximately $145 per kilowatt of capacity ; 
the OVEC plants, on which construction began in 1952, are now esti- 
mated at $151 per kilowatt; the EEI plant at $187 per kilowatt. The 
MVGC estimate is $154 per kilowatt. A similar comparison was made 
with costs per kilowatt of capacity for all steam plants completed since 
1950, and the MVGC estimate was found to be reasonable. 

Chairman Core. I notice that for the last plant, the EEI plant, you 
did not indicate the date of construction. It seems to me that that is 
important. 

Mr. Nicnots. The EFI is now under construction, and so is OVEC. 
I can furnish that for the record, Mr. Cole. 

Chairman Corr. When it is furnished it should be inserted at the 
proper point so that it matches up with the other dates given for the 
other plants. 

Mr. Nicuots. It started in the spring of 1951. That is one that, 
although it started earlier, the cost is high because of problems we had 
at Joppa. 

I would now like to comment on the overall costs to the AEC if the 
contract continues throughout its 25-year life. It has been estimated 
that the Government will pay the company approximately $519 mil- 
lion over the 25-year period. This assumes a powerload of approxi- 
mately 5.2 billion kilowatt-hours per year. Of the estimated $519 
million received by the company from AEC, the company will pay 
approximately $243 million for the coal that will be burned to generate 
the electricity, approximately $62 million for the labor, maintenance, 
supplies, and insurance for the operation of the plant, and $7 million 
for replacements; it will pay approximately $61 million for State and 
Federal taxes; it will pay approximately $58 million for interest on 
the debt and $12 million for earnings on equity; and it will pay ap- 
proximately $76 million toward amortization of the debt. - At the end 
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of the 25 years the company will own an old plant and will still owe 
about $25 million in debt. 

Senator HickeNLoorer. Does that include the equity capital, the 
$25 million, or is that on top of that? 

Senator ANperson. It does not include the equity capital. 

Mr. Nicuots. That is the 95-percent debt. 

Representative Durmam. You have a replacement cost here, too. 

Mr. Nicnors. The return on equity included in these figures is esti- 
mated at 9 percent, which compares with an average for all electric 
utilities in 1953 of 10.2 percent, according to FPC statistics. The 
total for interest on the debt contemplates a 314-percent rate. The 
average interest rate for the OVEC contract is 3.78 and the EEI con- 
tract is 3.45. 

As a matter of fact, preliminary negotiations on the financing indi- 
cate the overall rate for MVGC will be approximately 3.6 percent. 
However, recognizing that refinancing at a me ‘ate may be possible 
at some later date when the company’s equity position has improved, 
the contract provides for appropriate adjustments in the capacity 
charge should that occur. 

If the Government desires we can continue the contract for an addi- 
tional 5 years at the same rate, and further, if we desire we may 
continue for another 5 years at an agreed upon rate. 

In agreeing upon the rate for the 30-35 year period the cost of 
interest and amortization, of course, would be eliminated because the 
debt would be paid off. However, depending upon the condition of 
the plant, there might be additional charges in order to enable the 
company to maintain the plant in a condition to provide the required 
service. 

CONCLUSION 


In conclusion I would like to emphasize that I believe the Missis- 
sippi Valley Generating Co., contract is a fair and reasonable contract. 
It carries out the instruction of the President conveyed to us in the 
letter of June 16, 1954, from the Bureau of the Budget. The Bureau 
of the Budget, in its letter of September 24, 1954, has concurred in 
this view, as you will find on page 87 where the Bureau states: 

On the basis of our review of the present proof of the contract, as well as our 
review of the earlier proofs, we concur in your view that the September 17th 
proof of the proposed contract is also in compliance with the instruction of 
the President. 

The contract is in accordance with the provisions of the Atomic 
Energy Act of 1954 which were so thoroughly debated prior to its 
passage. The Attorney General has so indicated in his letter of 
October 20 which is found at the end of the General Manager’s report. 
The Attorney General states on page 2: 

I have examined the contract and it is my opinion that the Atomic Energy 
Commission’s authority to execute it cannot be questioned. * * * 

Further, he states on page 4: 


I have no doubt that the contract, which specifically states as its purpose the 
providing of electric utility services to the Commission, or to TVA for the account 
of the Commission, in replacement of electric utility service furnished to the 
Commission by TVA in connection with the construction or operation of the 
Commission’s installations at Oak Ridge, Paducah, or Portsmouth, is manifestly 
within the scope of the authority conferred upon the Commission by section 164. 














: 
' 











UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO. 93 


He also states on page 8: 

It is my opinion that none of these sections violates the requirements of section 
165b, and that they plainly comport with the intent of that section, which * * * 
is to permit Federal income taxes to be included in the computation or adjust- 
ment in the base rate or cost structure of the contract. 


The contract was also submitted to the Comptroller General, and, 
as you will find on page 101, the Acting Comptroller General states: 

In my opinion the foregoing language of section 164 and its legislative history 
authorizes the AEC to execute the Dixon-Yates contract, to obligate the United 
States to make payments as required by the contract, and to make payment of 
cancellation charges out of funds now or hereafter made available for expendi- 
ture to the AKC. 

Further, the Acting Comptroller General states: 


In view of the expressed intent in the conference report that the contractor 
should be permitted to include the cost of Federal income taxes in the computa- 
tion or adjustments of amounts to be paid by the AEC, it is my opinion that the 
adjustments for taxes permitted under these sections do not constitute direct 
reimbursement to the contractor for such taxes in contravention of section 165 of 
the Atomic Energy Act of 1954. 

Further, the Acting Comptroller General, in a letter to the Joint 
Committee on Atomic Energy, has stated as follows: 

While it was suggested in my letter of June 1, 1954, to Congressman Holifield 
(B-120188) that the AEC should give consideration to the feasibility of adver- 
tising for competitive bids for the additional private power desired, the Ferguson 
amendment authorized the AEC “to contract with any person” for replacement 
power, and in view of this language and the history of the amendment it seems 
clear that consummation of the Dixon-Yates arrangements on a negotiated basis 
is authorized. 

On August 26 the Federal Power Commission informed us that: 


After consideration of all of the factors involved and viewing the contract as 
a whole, the Commission is of the opinion that the proposed contract with the 
Mississippi Valley Generating Co. is fair and reasonable to the Government. 
This letter is found on page 26 of the report. On page 85 this conclu- 
sion is reaffirmed with respect to changes made subsequent to the EPC’s 
letter of August 26. 

In conclusion I would like to read from our letter of October 6, 1954, 
transmitting the contract to the Joint Committee on Atomic Energy : 

In order that the contract can be executed and become effective at the earliest 
possible date, it is recommended that the joint committee determine if a waiver 
can be given to the 30-day requirement under section 164 of the Atomic Energy 
Act of 1954. This request is made in order that the requirement for this addi- 
tional power, as outlined to you by Mr. Hughes, Director of the Bureau of the 
Budget, in his letter of August 18, 1954, can be met and the Mississippi Valley 
Generating Co. can take advantage of the remaining construction season prior 
to high water in the Mississippi, thereby avoiding delay in the completion of the 
units and possible extra costs. 

I trust that this presentation and the questions that will be asked 
when the committee opens the hearing to general questions will sat- 
isfy you that the contract is fair and reasonable, that it is in accord- 
ance with the Atomic Energy Act of 1954, and that you will see fit to 
waive the 30-day waiting provision in the interest of getting on with 
the work and insuring that the TVA and the AEC may not be handi- 
capped by a power shortage. 

Chairman Coir. General Nichols, you were here earlier in the day 
when the chairman emphasized that the witnesses would be asked not 
only to give testimony on the contract itself, but also with respect to 
the request to waive the 30-day period. 
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At this time I should like to give you an opportunity to amplify 
your position with respect to the waiver of the 30-day period. You 
have mentioned it, in your final closing paragraph of the statement, 
but I wanted to be sure that you are not foreclosed from giving any 
other justification of the request for the waiver. 

Mr. Nicnots. There are 2 factors to be emphasized or 3 factors to be 
emphasized in that regard. It is my understanding that the TVA 
needs the power, and they need the power in 1957. 

Second, we also need the power, and in other words we need addi- 
tional power at Oak Ridge, and at the present time we are trying to 
make arrangements to get that from outside companies, at a high rate. 

This power will help to reduce the costs and make on a more perma- 
nent basis this extra load that came onto the Oak Ridge plant, the 
planning for it, since we originally started exploring the possibility 
of such a contract as MVGC contract. 

So I think the need for power, and our need there is as early as 
next spring. 

Representative DurHam. What is your total need next spring ? 

Mr. Nicuots. We are trying to get an additional 150,000 kilowatts 
at Oak Ridge starting in next year. 

Representative Duruam. Anywhere else next spring, that you need 
next spring? 

Mr. Nicuois. We have the rest contracted for, Paducah and Oak 
Ridge. This is an additional load that has not been contracted for 
that we had not anticipated prior to about the turn of the year. 

Representative Duruam. Where are you going to get A, at 150,000 
kilowatt-hours from, because you are not going to get it from this? 
Where are you going to get it? 

Mr. Nicuots. We are making arrangements with TVA to pick it 
up, and they go out and buy it as has been discussed previously, and 
transmit it. 

Representative Horirretp. They don’t buy it from this West Mem- 
phis — 

Mr. Nicnors. No; it is on an interim basis, 

Chairman Corr. Let us suspend. 

I raised the question simply in an effort to carry out the instructions 
of the committee this morning that the witnesses should present their 

vase in justification of the request for the waiver. 

Now, with respect to the interrogation, on the merits of the contract, 
or on the request for the waiver, let us postpone that until tomorrow 
morning. 

Mr. Nicnots. I have one other comment, sir. 

I have not covered the third point. The need as I have indicated 
is a TVA need, and an AEC need. The question of why the rush, we 
Lave already been negotiating here since April, and for one reason or 
another we have had delays in getting this to the committee, but at the 
time the amendment was under consideration by the Senate, we sug- 
gested the idea of the 30-day waiver, because we recognized we might 
not be able to complete the contract in time to get it in before Con- 
gress adjourned, which we did not. 

The time to construct here is 32 months for the first unit, and 36 
months for the complete plant. It is 32, 34, and 36, for the first, second, 
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and third units. If you add 36 months to the present, that is November 
of 1957. 

If we go on through to Congress being in session, that would mean 
at the earliest that the contract would be effective sometime in Febru- 
ary, and then in addition there is the need to get SEC approval, that 
is, once the contract is signed. 

Chairman Cote. Thank you very much, General Nichols. You will 
be here tomorrow morning at 10 o’clock with Admiral Strauss and your 
advisers. 

The meeting is adjourned to meet tomorrow at 10 o'clock. 

(Thereupon, at 5:55 p. m., Thursday, November 4, 1954, the com- 
mittee recessed to reconvene at 10 a. m., Friday, November 5, 1954.) 














EXERCISE OF STATUTORY REQUIREMENTS OF 
SECTION 164, ATOMIC ENERGY ACT OF 1954 


UTILITY CONTRACT BETWEEN ATOMIC ENERGY COMMIS- 
SION AND MISSISSIPPI VALLEY GENERATING CO. 


FRIDAY, NOVEMBER 5, 1954 


ConGreEss OF THE UNTTED STATES, 
Jornt Commirree on Atomic Enerey, 
Washington, D.C. 

The Joint Committee met at 10:10 a. m., pursuant to recess, in the 
old Supreme Court Chamber of the Capitol, Hon. W. Sterling Cole 
(chairman of the joint committee) presiding. 

Present: Representative Cole (presiding), Senators Hickenlooper, 
Knowland, Bricker, Anderson, Pastore; Representatives Hinshaw, 
Van Zandt, Patterson, Durham, Holifield, Price, and Kilday. 

Present also: Corbin C. Allardice, executive director of the Joint 
Committee on Atomic Energy. 

Chairman Core. The committee will come to order, please. 

The witness for this morning’s hearing scheduled to be first heard 
is Senator Gore of the State of Tennessee. 

Senator Gore, the committee is pleased to welcome you and hear an 
expression of your views on this matter before the committee. 

‘irst, you no doubt were here yesterday and are aware of the fact 
that the committee determined all of the witnesses should be sworn. 

Do you swear that the testimony you will give in the matter before 
this committee will be the truth, the whole truth, and nothing but the 
truth, so help you, God ? 

Senator Gore. I do. 

Chairman Cote. Thank you, Senator. You may proceed. 


TESTIMONY OF ALBERT GORE, A UNITED STATES SENATOR FROM 
THE STATE OF TENNESSEE 


Senator Gore. Mr. Chairman and gentleman of the committee, I 
appreciate the opportunity of appearing before this committee to at- 
tempt to make whatever contribution I can to your consideration of 
the request of the Budget Bureau, and perhaps of the Atomic Energy 
Commission, to waive the legal requirement that this proposed con- 
tract lie before this committee for 30 days while Congress is in session 
before becoming effective. And I want to particularly thank the 
chairman of the committee for his kindness in permitting me to 
testify today. I must leave by tomorrow to attend the Trade Con- 
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ference in Geneva, to which I have been assigned as a delegate by the 
United States Senate. 

The committee heard a great deal yesterday about the history of 
the contract. I acknowledge that it has a most peculiar history. ‘The 
history we have heard, however, has not yet exactly revealed the 
genesis or the authorship of the contract. It is now certain that it 
did not originate with either the TVA or with a majority of the 
Atomic Energy Commission—the two governmental agencies princi- 
pally involved. Indeed, as I shall demonstrate later, the proposed 
contract is yet without the approval of a majority of either the AEC 
or the TVA. Moreover, its history involves—regretably so, I think— 
the President of the United States in an unprecedented way. 

It would appear, however, that this committee would now be more 
concerned with the question of waiving statutory requirements, the 
advisability and effect of such action, and its history, than with the 
details of the contract. 

I am neither an electrical engineer by training nor a utility lawyer 
by practice, and doubt, the refore, that I could reason: ibly be expected 
to answer all the questions which Mr. Hughes, the expert on this con- 
tract, was unable to answer yesterday. Nevertheless, if the committee 
should desire, I believe I can reasonably demonstrate that even this 
final draft is a one-sided contract, contrary to the public interest and 
unduly favorable to the utility combine involyed 

Further, I believe I can demonstrate: (1) That the contract. was 
without competition, tailor made for 1 re and 1 interest alone; 
(2) That it is virtually without monetary risk by the sponsoring com- 
panies; (3) that the contract provides tax immunity and thus is in 
clear violation of the spirit and intent of the Gore amendment; (4) 
that the profits are not only practically guaranteed, but at an unrea- 
sonably high level under the risk-free circumstances. 

The real question before this committee, however, is not the con- 
tract but rather the proposal to deny the whole Congress the opportu- 
nity to consider the contract. It is to this question that I have thought 
I should devote the time which this committee has so generously af- 
forded me. 

The history of the statute involved is interesting. This safeguard 
not only has a history in itself but it has predecessors with interesting 
histories. In this connection I refer to the requirements that certain 
types of contracts of the Department of National Defense be submit- 
ted for consideration by the respective House and Senate committees 
having jurisdiction. I cite also the requirements in the recently en- 
acted lease-purchase post office construction program. 

The safeguard now a part of the Atomic Energy Act, the Senators 
on this committee may recall, was first offered by Senator Anderson. 
You may further recall that the Anderson amendment was designed, 
first, to prevent. the Dixon-Yates contract and, secondly, to write into 
law this safeguard for contracts of the Atomic Energy Commission. 
The first part of the Anderson amendment was, of course, controver- 
sial, but. this second part, that is, the safeguard requirements which 
are now law, received such widespread approval among the Senators 
that Senator Ferguson incorporated it in the so- called Ferguson 
amendment which had as its purpose authorization of the Dixon- Yates 
contract and the enactment of the statutory safeguard that such con- 
tracts must lie before the Joint Atomic Energy Committee for 30 
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days while Congress is in session before becoming effective. There 
was never any controversy on the floor about adoption of this particu- 
lar provision. It was, as I have said, incorporated in both the An 
derson and the Ferguson amendments. 

True, the amendment provided that the committee could waive this 
requirement. I approved of this escape valve, so to speak, and still do. 
I submit, though, Mr. Chairman and members of the committee, that 
it should be used only in extreme and clearly justifiable circumstances, 
but. not to prevent congressional consideration of a highly controver- 
slal contract. 

I remind this committee that the draft of this contract was not made 
public until yesterday at 5 p.m. Neither the Congress nor the public 
has had time to give adequate consideration to this contract, which 
was secret until yeste rday. And, yet, this committee is asked now to 
take an action which would preclude such consideration. 

In the ordinary course of events, if a contract is submitted to the 
committee while Congress is in session, it is not the function of this 
committee to approve or disapprove a specific contract. But Con- 
gress is not now in session. This committee has been asked to take 
affirmative action by waiving the provisions of section 164. Under 
these circumstances, any suc h action by this committee would, for all 
practical purposes, constitute specific approval of this contract both as 
to its wisdom and as to its terms. In view of the controversy revolv 
ing around the contract and the manner of its negotiation, a most seri 
ous question is presented that requires most care ful consideration, 

First, I should like to direct my attention to the question of who is 
for the contract and who is against it. It is, of course, obvious that the 
administration is for it. At least the Bureau of the Budget is for it. 
The private utilities are for it. Financial institutions are for it.. But, 
what about the people and the governmental agencies who will be 
most directly affected by the contract? There is no question but that 
the people residing in the Tennessee Valley almost unanimously oppose 
it. They do so because they are convinced that the ultimate result of 
the contract will be to weaken, if not to destroy, the Tennessee Valley 
Authority which is so vital to the future economic prosperity of the 
region which it serves. The Board of Directors of the TVA has 
opposed the contract. As a matter of fact, though this Board is 
charged by law with management functions of TV A, it was apparently 
given no voice in the deliberations leading to the decision of the admin- 
istration to negotiate the contract. Mr. Gordon Clapp, until recently 
the chairman of the TVA Board, testified before another committee 
of this Congress to the effect that the TVA Board was kept almost 
completely in the dark as to the status of the negotiations. It has been 
revealed that the TVA Board was not even allowed to see a copy of 
the contract until the negotiations between AEC and Dixon- Yates 
were completed. It is inconceivable to me that decisions should be 
made, vitally affecting this vast Government program, with TV A’s 
participation therein being so limited. Nevertheless, this was done. 

Even more important in this connection is the obvious lack of sup- 
port for the contract within the Atomic Energy Commission itself. 
This committee is familiar with the fact that during the period of 
negotiation of this contract, 3 of the 5 members of the Commission 
felt strongly that the proposal was ill-advised. They so testified 
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before this committee. Despite this fact, the Commission was directed 
to proceed. It is interesting to note that 2 of the 3 Commissioners 
who voiced their misgivings about the contract are no longer members 
of the Commission. Some weeks ago, an announcement was made that 
the Commission had given its formal approval to the contract. At 
the time of the meeting at which a formal vote was taken, there were 
four members of the Commission. It has now been revealed that all 
four members of the Commission were initially present at the meeting. 
Since only 2 members voiced their intention of voting to approve the 
contract, it was necessary to have 1 of the members withdraw from the 
meeting so as to make possible a vote of approval by a majority of 
the Commissioners present, that is, 2 out oF 3 who had not absented 
themselves. I am informed that this peculiar state of facts has been 
confirmed by a letter from the General Manager of AEC, addressed 
to the Senate Antimonopoly Subcommittee of the Judiciary Commit- 
tee. It has also been confirmed by a letter from the Chairman of the 
Commission tome. I should like at this time to read into the record 
a letter I addressed to the Chairman and his reply. The letters are 
on the last page. I will turn to that. 

Under date of October 14, 1954, I addressed the following letter to 
Admiral Strauss: 


Reference is made to the recent announcement by AEC that the proposed 
contract between the Commission and the Mississippi Valley Generating Co., 
referred to as the Dixon-Yates contract, had been formally approved by the 
Commission. 

I am in receipt of information to the effect that only 2 of the 4 Commissioners 
now serving voted for approval of the contract. I am further informed that 
all 4 of the Commissioners were initially present at the meeting in which this 
action was taken; that 2 of the Commissioners voiced their intention to abstain 
for separately stated reasons; and that, in view of obvious legal requirements, 
1 of the Commissioners chose or was persuaded to withdraw from the meeting, 
thereby making possible an affirmative vote of a majority of the Commissioners 
“present.” 

Please provide me with information relative to what transpired at the meeting 
of the Commissioners in question. 


On October 28, I received, 14 days later, a reply from the Chair- 
man of the Commission. I do not think it necessary to read the entire 
letter. I will read the last two paragraphs which are pertinent in 
reply. 

Chairman Corr. Excuse me. 

Senator Gore. I will place the whole letter in the record. 

Chairman Corr. Yes. 

Senator Gore (reading) : 


At the meeting of October 5, 1954, the Commission voted to approve the form 
of the contract with the Mississippi Valley Generating Co., upon a vote of 3 
Commissioners present, 2 of whom, Mr. Campbell and the writer, voted to 
approve and 1 of whom, Mr. Murray, abstained. The fourth member, Mr. Libby, 
who had just taken the oath of office as a member of the Commission that 
same day, withdrew from the meeting because he felt that he was not suffi- 
ciently acquainted with the subject to be able to exercise a judgment upon it. 

With respect to the source of the information mentioned in your letter, we 
should like to point out that the Commission had not authorized any one to 
transmit this information outside the Commission, 


Sincerely yours, 


(Signed) Lewis L. Strauss, 
Lewis L, STRAUSS, 
Chairman, 
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(The letter referred to reads in full as follows :) 


UNITED STaTes ATOMIC ENERGY COMMISSION, 
Washington, D. C., October 28, 1954. 
Hon. ALBERT GORE, 
United States Senate. 

Dear SENATOR GorE: This is in response to your letter of October 14, 1954, 
asking for information relative to the action taken by the Commission approv- 
ing the form of proposed contract between the Commission and the Mississippi 
Valley Generating Co., referred to as the Dixon-Yates contract. 

Under the Atomic Energy Act of 1954 we are charged with the responsibility of 
Keeping the Joint Congressional Committee fully and currently informed of all 
the Commission's activities. Except for our discharge of this statutory responsi- 
bility, the Commission has never believed it appropriate to reveal what transpires 
at Commission meetings, and they are, of course, not public. However, for your 
information and in this instance we are departing from our normal practice. 

At the meeting of October 5, 1954, the Commission voted to approve the form 
of the contract with the Mississippi Valley Generating Company, upon a vote of 
three Commissioners present, two of whom, Mr. Campbell and the writer, voted 
to approve and one of whom, Mr. Murray, abstained. The fourth member, Mr. 
Libby, who had just taken the oath of office as a member of the Commission that 
same day, withdrew from the meeting because he felt that he was not sufficiently 
acquainted with the subject to be able to exercise a judgment upon it. 

With respect to the source of information mentioned in your letter, we should 
like to point out that the Commission has not authorized any one to transmit 
this information outside of the Commission. 

Sincerely yours, 
(Signed) Lewis L. Strauss, 
Lewis L. STRAUSS, 
Chairman. 

Senator Gorr. Thus, you see, Mr. Chairman, the same 2 Commis- 
sioners and only the same 2 who have been so enthusiastically support- 
ing this contract from the beginning now approve it. 

"The Commission now has 5 members. Only 2 of the 5 have indi- 

cated their support of the Dixon- Yates contract. Thus, this commit- 
tee is now being asked to sanction and to approve a contract which is 
before the committee by virtue of the affirmative vote of 2 of a 5- 
member Commission. If this committee should adopt a resolution of 

yaiver, the effect thereof will be to shift the responsibility of this 
contract from AEC to this committee. 

I now refer to another aspect of the question which, in my mind, 
precludes any affirmative action by this committee. If the committee 
is to discharge its responsibility properly, it must consider the con- 
tract and the proposal from the standpoint of the national interest. 
It can do so only upon the basis of full information. Unless we are to 
have unexpected revelations at this hearing, the essential information 
upon which a decision must be based is not available. 

The Dixon- Yates contract is only half of the picture. The other 
half has not yet been developed. It is obvious that this contract 
contemplates the negotiation of another contract between AEC and 
TVA. Presumably, it will require the modification of the existing 
contract between AEC and TVA for the supply of power at Paducah. 
The draft of the contract before this committee is replete with refer- 
ence to “arrangements to be worked out with TVA.” What are these 
arrangements? It is not simply a question of the arrangements not 
being known to this committee. They are not even in existence. We 
are told that TVA and AEC are “negotiating.” 

I might add that they have been negotiating some time. It was on 
August 18 that a statement was made by the new Chairman of the 
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TVA Board of Directors, General Vogel, to the effect that an under- 
standing had been reached, but negotiations have been underway since 
then, and I understand that the negotiators are still far apart. No 
contract between the TVA and the AEC is yet in effect. 

There is no way of getting around the fact that the power to be 
generated pursuant to this contract is to be consumed by TVA cus- 
tomers in the Memphis area. TVA, of course, is a governmental 
agency. Like AEKQ, it is an independent agency. Its management 
function is vested in a board of directors, and of course it must be 
dealt with in this contract as an independent Government corporation. 
Aside from the question of whether one is for or against TVA, this 
committee cannot possibly, in my opinion, appraise the Dixon- Yates 
contract, either from a fiscal standpoint or from a policy standpoint, 
until the effect of the contract on TVA is fully known. Until full 
details of any such arrangement with TVA are made known to the 
committee, the committee, in my opinion, lacks the necessary informa- 
tion upon which to act. 

The foregoing observation is based upon the assumption that a 
supplemental contract between AEC and TVA will, in fact, be exe- 
cuted. At least, we know that it has not been executed yet. And where 
does that leave this committee, Mr. Chairman? It is being asked to 
take aflirmative action to make effective a contract by which AEC 
will be committed to pay more than $20 million a year for 25 years for 
600,000 kilowatts of electricity to be delivered at a point in the middle 
of the Mississippi River with no firm commitments for anyone to take 
delivery. This is just as preposterous as it sounds, and yet that is the 
set of circumstances and facts upon which this committee is asked to 
act and which it must consider. 

In testimony before this committee during the consideration of the 
Atomic Energy Act of 1954, Commissioners Smythe, Zuckert, and 
Murray indicated strongly that they considered it inadvisable for 
the Commission to enter into a contractual arrangement wholly un- 
connected with the Atomic Energy program. Dr. Smythe, in com- 
menting upon a letter addressed by himself and Commissioner Zuckert 
to the Director of the Bureau of the Budget setting forth their op- 
position to the contract, stated as follows: 

We were expressing our view on what seemed to us the unwisdom of the 
Commission getting into the business of being a broker for the supply of power 
for the Memphis area (p. 959 of the hearings). 

Under the present state of facts, as I know them, the Commission 
would indeed be a power broker if this contract is approved. If this 
contract is approved at this time, the Commission can even be char- 
acterized as a speculator, because this contract calls for delivery of 
power for which the Commission has no ready customer and for 
which the Commission itself has no requirement. 

Further, Mr. Chairman, I believe there are serious doubts about 
the legal basis for submission of this contract to the committee for 
action at this time. The so-called Ferguson amendment purported 
to authorize the Commission to enter into contracts for something 
called “replacement power”—and I am quoting from the act from the 
legal requirements which, [ remind this committee, must be met— 
in any situation whereby the Commission was receiving power from 
TVA. Thus far, the power to be provided by this contract doesn’t 
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replace anything. The Commission is still obligated by firm contract 
to accept delivery of TVA power at Paducah in the full amount of 
the original contract. The original contract stands unmodified. Until 
and unless that contract is modified, if the Dixon-Yates contract 
should become effective, AEC will.have under contract 600,000 kilo- 
watts of power in excess of its requirements, And so, as the situation 
now exists, the Dixon- Yates contract, I repeat, doesn’t replace any- 
thing; except, of course, it will replace the Fulton steam plant which 
was its purpose all along. 

It would seem logical that firm arrangements with TVA should 
have been worked out before negotiations with Dixon-Yates were 
undertaken. Why has this not been done? And why are the oppo- 
nents of this contract in such haste to have the Dixon- Yates contract 
made effective? I can only conclude that the administration is 
adamant in its desire to sign a contract with Dixon-Yates regardless 
of its effect on TV A and regardless of its effect on AEC. 

From the very beginning, insofar as they can be determined, the 
events leading up to the submission of this draft contract to the com- 
mittee have followed a devious course. A great many unusual things 
have happened. Not the least unusual of these is the request, of this 
committee to take action making this contract effective before all 
the cards are on the table. 

Thus far, I have not averted to the terms of the contract itself. 
It is couched in technical and legalistic language which can be ac- 
curately analyzed only by one who is an expert on utility contracts. 
I do not profess to be such an expert. From my examination of the 
draft, however, it is apparent that the Atomic Energy Commission 
has done exactly what the President directed. It has negotiated a 
contract in strict accordance with the terms of the Dixon- Yates pro- 
posal. I had hoped that the Commission would take cognizance of the 
obvious defects in the Dixon- Yates proposal and that the final draft, 
when drafted, would eliminate at least some of the elements of the 
proposal granting unwarranted, concessions to the Dixon- Yates 
combine. 

The latest version of the contract still contains provisions giving 
Dixon- Yates complete immunity from any increase in the burden of 
taxes. It is interesting to note the obvious efforts to revise the terms 
of the contract so as to employ language to give a color of technical 
compliance with the Gore amendment, without deviating from the 
original terms of the proposal which constitute a practical guaranty 
of a return on their investment of 9 percent, net, after taxes. For ex- 
ample, section 4.09 of the draft of August 11, 1954—I wish the com- 
mittee had both drafts before them. I have both drafts. I recall to 
the committee that yesterday Admiral Strauss in his testimony re 
ferred to some of the changes in the draft as “not being material”— 
I am quoting—“just words, verbiage.” 

I want to read you section 4.09 which relates to taxes in the draft of 
August 11, which provided that, in the event the company failed to 
secure a favorable ruling from the Treasury Department with refer- 
ence to depreciation, the AEC should pay to the company such addi- 
tional payments—reading from the August 11—“as shall be necessary 
to provide the company with earnings applicable to its capital stock, 
after all taxes, including Federal income taxes, not less than would 
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have been available to the company” if it had secured such favorable 
ruling. 

In other words, if I may put it in my own words, this August 11 
draft provides that unless Dixon-Yates is successful in securing a 
favorable tax ruling by the Treasury Department, the Atomic Energy 
Commission will be bound to pay an amount that would give them the 
same profit as if they had obtained such a ruling. I am sure the com- 
mittee has on file this August 11 draft. 

Now, evidently someone raised a legal question about that. Some- 
one said that did not comply with the Gore amendment. Maybe they 
had not read that amendment. Somebody evidently did, because the 
later draft was somewhat different. 

In later drafts, the language of this section is changed so as to 
provide that, in the event of such unfavorable ruling “the parties will 
enter into appropriate amendments” to provide for adjusted pay- 
ments in an amount estimated to be sufficient to “maintain the in- 
tended relationship between depreciation and debt retirement.” Thus, 
the same result is accomplished without use of specific phrases such as 
“tax payments” or “net earnings after taxes.” 

Senator Anperson. Excuse me. Was not the Gore amendment 
adopted after this original contract had been drawn and—— 

Senator Gore. I believe that is true. 

Now it refers here to the intended relationship. What is the in- 
tended relationship ? 

If you will look on page 18 of the contract, section 4.09, the first 
sentence, you will find the intended relationship stated : 

This contract was entered into with the intention that the amount of debt 
retirement would be approximately equivalent to the amount of depreciation on 
an annual basis and that depreciation would be allowable under a sinking fund 
method. 


It is later in that same section that you will find the language: 


sufficient to maintain the intended relationship between depreciation and debt 
retirement and also to permit the company to comply with any sinking fund 
or analogous requirements of any instrument pursuant to which indebtedness 
of the company shall have been issued or incurred as contemplated by this 
contract. 

Now I recall to you the language by which Admiral Strauss de- 
scribed some of these changes yesterday—“immaterial, just words, 
verbiage.” 

Senator Knowtanp. Mr. Chairman, if the Senator will permit, in 
entire good humor, because I think the Senator has been making his 
case and presenting it very ably here 

Senator Gore. Thank you. 

Senator Know.anp. And I think the interpolations he has added to 
it have augmented his written presentation. 

Senator Gore. That is right. 

Senator Kwowranp. I have a rather vivid recollection when one of 
the witnesses—I think it was Mr. Hughes—yesterday even departed 
slightly from the printed text there was quite an objection made, and 
if he did they were going to immediately start a barrage of cross-exam- 
ination. I think the witness is entirely proper in adding to or sup- 
jlementing his written statement, but I hope the same courtesy will 
be given to both sides in their presentation. 
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Senator Gore. I thank the Senator, and I have no such requests. 
I am perfectly willing for any member of the committee to ask ques- 
tions at any time. 

Chairman Cote. I feel the Chair should point out to the Senator 
that the statement of Admiral Strauss to which he has made reference 
was an expression of distinction between the contract as submitted to 
the committee in October as against the contract in existence today. 

Senator Gore. Yes. 

Chairman Cote. Rather than the difference between the August and 
the October contract. 

Senator Gore. I hope the chairman will not mind me proselyting 
the admiral’s language. I think it is very accurate and the words are 
very descriptive of what the admiral cited. 

Chairman Cote. I am sure the admiral is very able to choose words 
descriptive of what he has in mind and chose the appropriate words to 
describe what he had in mind. 

Senator Gore. I am sure he does not express any objection to the 
junior Senator using the same words. 

Chairman Corz. If applied to the same subject matter. 

Senator Gore. I am applying them to this subject matter. 

Representative Hinsuaw. I suggest, Mr. Chairman, as we are bound 
to cross-examine, we cannot cross-examine on the basis of things not 
in the draft of the gentleman’s speech, and consequently he should 
confine himself to that. 

Senator Gore. I should be glad to comply with the request. 

The Gore amendment was intended to prohibit the indefensible prac- 
tice of direct payment or direct reimbursement of income taxes and 
otherwise prohibit the execution of any contract granting complete 
immunity from increases in the tax burden so as to insure minimum net 
returns after taxes. 

The contract, as written, contains an ironclad escalator clause pro- 
tecting the company from any additional tax liability and, of course, 
provides for the—excuse me. 

Other provisions of the contract, such as that authorizing the Dixon- 
Yates combine to make available to their other subsidiaries, any excess 
on unused generating capacity, give emphasis to the charges that the 
proposal will result in unnecessary and excessive cost to the Gov- 
ernment. 

It is obvious from the reading of the contract that, in the event of 
its termination for any reason whatsoever, in addition to the cancella- 
tion payments payable to Dixon- Yates, they will be in a position to 
extract even higher rates than those contained in the contract from 
TVA or others who may be under pressure to accept delivery of the 
electricity. 

It should be apparent by now that this contract cannot be clothed 
with respectability by asserting that it is executed in the name of pri- 
vate enterprise. There is no private enterprise init. It reeks of Gov- 
ernment subsidy and guaranteed profits. 

It is unnecessary to belabor the point that this contract has nothing 
whatsoever to do with the atomic-energy program. From its incep- 
tion the purpose of the proposal has been the alteration of the TVA 
program. Those who have sought to cripple TVA have not hesi- 
tated to involve AEC in a political controversy wholly unconnected 
with its vital mission. TheCommission has problems enough in con- 
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nection with the development of nuclear energy, for both our national 
security and for our economic prosperity. So does this committee. 

Chairman Core. Thank you, Senator. 

Are there questions from members of the committee ¢ 

Representative Kinpay. I have some, Mr. Chairman. 

Chairman Coie. Mr. Kilday. 

Representative Kitpay. Senator, I am particularly interested in 
what you have to say with reference to the provision for submission 
of the contract to the Congress. It happens that I have had rather 
extensive experience with a similar provision. 

The provision of section 164 of the Atomic Energy Act is quite 
different from the provision of Public Law 155 of, I believe, the 
82d Congress. 

Senator Gore. Is that the one that relates to the national-defense 
contracts ¢ 

Representative Kinpay. Yes. That originated, of course, that the 
Navy submit contracts for the acquisition and disposition of real 
estate to the committee, and then it was extended by law to all three 
of the Defense Departments. But that provision is that the Secretary 
of the Department shall come into agreement with the Committee on 
Armed Services. 

I have little doubt but that that is unconstitutional as an intrusion 
by the legislative branch upon the powers and functions of the execu- 
tive branch of Government, and a comparable intrusion by the execu- 
tive on the legislative would be very deeply resented by the legislative 
branch of the Government. 

The provision here does not require any actions by the legislative 
branch, but creates apparently a condition precedent that it shall lie 
before the Congress for a period of 30 days while the Congress is in 
session. That may be constitutional. 

But I would like to know whether you—— 

Senator HickenvLoorer. If the gentleman from Texas will excuse 
an interruption, I believe he said it should lie before the Congress 
for 30 days. I believe the language of the law is “lay before the 
committee 30 days.” 

Representative Kinpay. Shall be submitted to the committee for a 
period of 30 days during which Congress is in session. 

Senator HickenLoorrer. There might be a distinction there. 

Representative Kinpay. The thing I am hoping you or someone, 
either the proponents or opponents, are going to discuss is whether 
this committee has any power to waive in any period during which 
Congress is not in session, because the language is— 
any contract hereafter entered into by the Commission pursuant to this section 


shall be submitted to the joint committee and a period of 30 days shall elapse 
while Congress is in session— 


eliminating the parentheses part— 
before the contract of the Commission shall become effective: Provided, how- 
ever, That the joint committee, after having received the proposed contract, 


may by resolution in writing waive the conditions of or all or any portion of 
such 30-day period. 


What is the 30-day period? A 30-day period during which Congress 
is in session? I am not clear. But I think there is a serious doubt 
as to whether the committee may waive the 30 days because such 30 
days are during which Congress is in session. 
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Chairman Core. If the gentleman will permit, I call to his atten 
tion that he has overlooked the effect of the words “the conditions 
of the 30-day requirement,” and one of the conditions of the 30-day 
period was that it lay before the Congress while it is in session. 

Representative Krtpay. That is the point I have in mind exactly. 

Now the law has apparently done nothing more than to create a 
forum in which the contract can be discussed. This is only 9 Members 
of the House and 9 Members of the Senate. 

While I disagree in principle to the referring of these contracts, 
the majority of the Congress has required that they be referred for 
consideration while Congress is in session. 

Now shall this committee of 18 be in a position to waive that except 
in strict accordance with the provisions of the statute which require 
submission / 

Are you prepared, Senator, to discuss that or anyone else from your 
side ? 

Senator Gore. Congressman Kilday, I am prepared to express some 
views with respect thereto, but I submit that neither I nor this com 
mittee may be the final arbiter of the legality of an action of waiver, 
should such an action unfortunately be taken by this committee. 

I would like, first, to advert to your reference to Public Law 151; 
isn’t that it 

Representative Kinpay. 155. 

Senator Gore. 155. That, as you state, requires approval or dis 
approval, in effect, by the respective committee having jurisdiction. 
You will recall that President Eisenhower resisted such a provision 
being added to other bills. 

Representative Kinpay. I agree with the President’s position. 

Senator Gore. I found myself in agreement too and supported such 
a modification in the post office construction bill. 

This provision, however, is, as you cite, entirely different. It is 
designed to give the Congress an opportunity to act in a legislative 
way during a 30-day period. 

Representative Kitpay. A legislative way ? 

Senator Gore. Well, obviously the Congress could pass a law if it 
desired within 30 days. 

Representative Kitpay. If it is an administrative or executive 
function, we cannot discharge it. 

Senator Gore. That is true. 

Representative Kitpay. If it is a legislative function, can the two 
Houses of Congress delegate to a committee of the Congress the 
power to discharge the legislative function / 

Senator Gore. This does not designate to this committee any power 
of approval or disapproval. It merely requires that the contract lie 
before this committee for 30 days during which period the Congress is 
in session. Obviously, during that 30-day period the Congress could 
pass such legislation as it desired. 

The only power granted to this committee is the power of waiver. 
That brings me to the point, I think a fine legal point which you raised. 

No. 1. Has this committee been empowe red by the Congress to take 
such an action during a recess of Congress ? 

Representative Kitpay. That is a serious question in my mind. 

Senator Gore. Yes. 
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Representative Kirpay. And I hope the proponents, at least, are in 
a position to clarify it for me. 

Now are you in a position at this time, in opposition, of course 
you are being taken out of order as I understand—to give any specific 
information as to whether an emergency condition exists. As I read 
this law, we are not empowered to waive the 30 days simply because 
it is requested, that we would be exercising the judgment of necessity 
perhaps. 

And as to the length of time it is going to take to get into production, 
in what manner that will affect the atomic energy plant at Paducah— 
the timetable. This is the fifth, I believe, so that should we waive the 
time today, it is a question at most of 90 days. The 5th of February 
would be 30 days after Congress convenes. 

Senator Gore. I will point out to the distinguished Congressman, 
whose friendship I treasure from long years of service in the House 
together, that I have already referred to the fact that there is no ready 
market for this power. There is no modification yet of the contract 
between the Atomic Energy Commission and the TVA which provides 
for the full power needs of the Atomic Energy Commission. There 
is no modification of that contract. There is no new contract by which 
the TVA would take this power from the middle of the Mississippi 
River. 

Now I would like to say that from my information it will cost the 
TVA about $10 million to build a transmission line and span to the 
middle of the Mississippi River, which is the State line between Ar- 
kansas and Tennessee. 

On August it was indicated that the Atomic Energy Commission 
would bear this expense, but the negotiations got underway and it 
developed that the negotiators insisted that the TVA bear this $10 
million. Well, there is no budget provision, no appropriation by 
which the TVA could pay this $10 million. Whether it is proposed 
that it be saddled onto the consumers there I do not know. 

At any rate, the significant fact before this committee is that there 
is no contract between the Atomic Energy Commission and the TVA. 
This power, if contracted for, would be in addition to the full needs of 
the Atomic Energy Commission. 

Now with respect to the time element, I desire to point out on page 
41 of the contract—that is on another page. Excuse me. The effective 
date on page 45. 

The effective date of this contract—and by pointing this out I wish 
to illustrate that it would not be the nonaction of this committee which 
would necessarily hold up the effective date. This utility combine 
must secure the approval of the Securities and Exchange Commission. 
That application has not yet been filed, and several parties have sig- 
nified their intention of filing intervening petitions whenever such an 
original petition shouid be filed. 

Now on page 45, section 8.22, you find a paragraph fixing the effec- 
tive date, which I will read: 

The effective date of this contract shall be the latest of the following: (a) 
The date when this contract is executed and delivered by the parties thereto; 
(b) the date when item 3 of subsection 8.15 shall be delivered to the committee. 

And if you will look back to page 41 you will find that item 3 is 
listed. I do not see any necessity of reading to the committee these two 
entire sections of the contract. 
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I come now to page 41, section 8.15: 


Regulatory approvals and indebtedness: The obligations of the parties here- 
under shall be subject to the following: 

1. The receipt of all regulatory approvals in form and substance satisfactory 
to the company necessary to permit the company to perform all the duties 
and obligations to be performed by it hereunder or necessary to permit it to 
issue shares of its capital stock to the sponsoring companies and to issue the 
indebtedness referred to herein. 

So it is clear that the effective date of this contract—— 

Representative Kitpay. Do you submit these are reasons to show 
that no emergency exists? 

Senator Gore. Well, I submit this to show that the effective date 
of this contract, the beginnning of work under such a contract, would 
depend upon approval by the Securities and Exchange Commission, 

Now as to the emergency, I think in 1957 there will be an emergency, 
a power shortage in the TVA area. That, however, is not the re- 
sponsibility of this committee. 

Representative Kirpay. Mr. Chairman, I appreciate the fact that 
you have asked each of the witnesses opposing the contract to stress 
this portion of the hearing. I doubt if they have complied very fully 
with the chairman’s request. I am hoping before we finish the 
hearing there will be some detailed specific testimony given to the 
committee as to why this should be rushed. 

Senator Pastore. Will the Congressman from Texas yield for an 
observation ¢ 

Representative Kiipay. Yes. 

Senator Pastore. It is true that section 164, which deals with this 
30-day waiting period, was amended on the floor of the Senate, but 
it was copied from the language in section 51 of the act that déals with 
the determination of nuclear material, and the language is identical 
with the language in section 51, 

Speaking from memory now, I recall that when we discussed that 
provision under section 51 in the committee before the bill was re- 
ported out, that we were trying to deal precisely with the situation 
that is presented here. So I think that insofar as the intention of 
the committee itself is concerned in inserting that language in section 
51, it was actually to allow a determination, or a contract to become 
effective, if the committee so waived it, before the convening of the 
Congress. 

Chairman Cor. Senator Knowland. 

Senator Knowianp. Mr. Chairman, entirely aside from the final 
determination of the committee as to the advisability of waiving the 
30-day period, I would not want the record to stand that there is any 
question as to the committee’s power under the law to waive it if it 
deems it advisable, because I think that the language speaks for 
itself—“any contract”—and I am reading from section 164— 
any contract hereafter entered into by the Commission pursuant to this section 
shall be submitted to the joint committee and a period of 30 days shall elapse 
while Congress is in session. In computing such 30 days there shall be excluded 
the days on which either House is not in session because of adjournment for 


more than 3 days before the contract of the Commission shall become effective : 
Provided, however, That the joint committee, after having received the proposed 
contract, may by resolution in writing waive the conditions of all or any portion 


of such 30-day period. 
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I think both the language and the intent is clear—that if, in 
the judgment of the committee, it should be waived, there is the 
authority to do it. 

Now I think there is a question as to the advisability perhaps of the 
committee waiving it and whether sufficient facts are presented to the 
aw gst that would warrant such waiver. 

I do not read into that, nor do I have any recollection that there 
was any requirement that there be an emergency. There is no such 
wording that appears in the amendment, nor do I think there was any 
such intent provided on the floor. I think there ought to be cogent 
reasons for doing so, and the committee, after all the testimony is 
taken, may or may not. determine that there is justifiable reason for 
the waiver. I think the committee has to hear the testimony in order 
to do so. 

Representative Kripay. May I make one observation, Mr. Chair- 
man‘ I am not conv - ed in my own mind as to whether we do or do 
not have the power, but the thing that troubles: me is the use of the 
word “such” before the 30-day period which necessarily refers back 
to the 30-day period described, which throws great partic ‘ularity in 
describing it as being a 30-day period in which Congress is in session, 
not counting any period during which they adjourn for more than 3 
days. It is the same as if instead of using “such” you had used 
“aforesaid.” 

Senator Gore. May I make one comment there, Mr. Chairman? I 
have heard some very good people whom I consider very good lawyers 
raise a question on this point, whether or not this committee can waive 
the conditions of or any portion of such 30-day period before such 
30-day period begins to run. 

I am not prepared to discuss it at length, and I submit to the senior 
Senator from California that there is a fine legal point involved. 

Chairman Core. An effort should be made to alternate and give 
opportunity to examine the witness between the House Members and 
the Senate Members, and Senator Knowland was the last to be recog- 
nized. Are there any questions from any Member of the House? 

Representative Hinsnaw. Mr. Gore has stressed the point in saying 
the following: 

The real question before this committee, however, is not the contract but 
whether the proposal is to deny the whole Congress the opportunity to consider 
the contract. It is to this question that I have thought I should devote the 
time which this committee has so generously afforded me. 

Now where in the law do you find that the whole Congress should 
have the opportunity to « onsider the contract ? 

Representative Gore. As I stated to Congressman Kilday, it is the 

requirement that the contract lie before the committee for 30 days 
while Congress is in session. That obviously gives to the Congress 
a period of time duri ing which, if in its wisdom it chose to do so, leg- 
islative action could be taken. 1 pointed out to the Congressman that 
in computing that 30 days there shall be excluded the days on whic : 
either House is not in session because of adjournment for more than : 
days. The emphasis or the implication being that the 30 days mutt 
apply to a period when C ongress is in active legislative session. Does 
that answer the Congressman’s question ¢ 

Representative Hinsnaw. No. 
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Senator Hicken oorer. Will the gentlemen permit the reading of 
the record here? 

Representi itive HinsHaw. Go ahead; yes, indeed. 

Senator Hicxentoorer. If I may refer to the discussion on page 
10593 of the record of the last session, between Senator Ferguson and 
Senator Ervin, I might read this. In that discussion Senator Ervin 
in the center column of that page said as follows: 


The proposed substitute contains the following proviso 

Provided, however, That the joint committee, after having received the pro 
posed contract, may, by resolution in writing, waive the conditions of all or any 
portion of such 30-day period.” 


That is the end of the quoted section from Senator Ervin’s proposal. 
That is as contained in the law at the present time. It was adopted 
and put on the Ferguson amendment as I understand. 

Senator Ervin continues: 


My interpretation may be wrong. It is my individual interpretation that 
under that provision the Joint Committee on Atomic Energy could act, even in 
the absence of a session of Congress, but it would not act if it did not think 
the contract was a proper contract ; and in that event the 30-day provision would 
come into effect. 

Mr. Fereuson. Mr. President, will the Senator yield 

Mr. Ervin. I yield. 

Mr. Ferauson. Let me present one or two hypothetical questions 

Suppose the Congress was in adjournment sine die on September 1, and there 
was delivered to the Joint Committee on Atomic Energy a contract. The first 
hypothetical case is one in which nothing is done by the joint committee. As 
I understand, the Senator’s interpretation would be that, 30 days after the Con 
gress met, the Executive could enter into a contract. Is that correct? 

Mr. Ervin. Yes. When the 30 days expired and Congress had not done any- 
thing about it, it would become operative. 

Mr. Fereuson. The second hypothetical case is this: On September 1; when 
Congress is not in session, a contract is delivered to the Joint Committee on 
Atomic Bnergy. The joint committee holds a meeting, and at a regularly con- 
stituted meeting—which is authorized under the statute whether Congress is in 
session or not, because it is a statutory committee, a continuing committee—the 
joint committee waives both the question of the Congress not being in session, 
which is covered by the language “waive the conditions of” and also waives the 
time limit. Therefore, the contract could go into effect at the date of the waiver 
under a resolution of the joint committee? 

Mr. Ervin. That is my personal interpretation. 

Mr. Fereauson. The Senator is offering this amendment as a substitute for the 
amendment of the Senator from Michigan. 

Mr. Ervin. Yes. 

Now that was the interpretation of the author of this language, 
Senator Ervin. I thought the record might be read and we might 
refresh our minds on the discussion at that time. 

Senator Gore. I would like to say I was present at the time, and I 
have no doubt about the intention. The question Congressman Kilday 
raises is whether or not it is possible. As I understand the construc 
tion of the meaning of statutes, the first rule is that Congress intended 
to do what it did do. I did not place this in my written testimony 
and I merely say that I, too, have heard serious questions raised by 
men whom I regard as eminent lawyers as to this. 

Chairman Coir. Proceed, Mr. Hinshaw. 

Representative HinsHaw. As you have made this very important 
point that it is not the contract but rather the proposal to deny the 
whole Congress the opportunity to consider the contract, do you still 
maintain that after the reading of the record and the interpretation of 
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the language that any action by this committee either to affirm or 
deny would be improper? 

Senaor Gore. I say what I have said. I repeat the sentence which 
you have just read, that an action by this committee, the passage of 
a resolution in writing, waiving this condition, if effective and legal, 
would deny the next C ongress an opportunity to consider the enact- 
ment of legislation during the required 30-day period of layover 
before effective date. 

Representative Hinsnaw. Is it customary for the Executive to lay 
such contracts before the Congress ? 

Senator Gore. It is not customary but it is a legal requirement in 
this case, and these requirements must be met. 

Representative Hinsuaw. That is right; that is, if the legal require- 
ment is constitutional, as the gentleman from Texas points out. In 
other words, if it is constitutional, the legal requirement that it lay 
before this committee, and not before the Congress, but before the 
committee for 30 days. 

Senator Gore. I do not get the point. 

Representative HinsHaw. Well, the law says that it shall lay before 
the committee while the Congress is in session, and not before the 
Congress. 

Senator Gore. Well, does the Congressman intend to say that this 
would preclude the Congress from taking some legislative action dur- 
ing that 30-day period? 

Representative Hinsuaw. It has no effect whatsoever on any leg- 
islative action that the Congress can take. The Congress could pass 
another law in the next session of the Congress, repealing any action 
that it wanted to. 

Senator Gore. Precisely. 

Representative Hinsuaw. And it has no effect upon any legislative 
action that the Congress hereafter might want to take. 

Senator Gorr. And you should hope with respect to this subject we 
could pass it in less than 30 days. 

Representative HrnsHaw. That is entirely a matter for the future 
to determine. But the gentleman knows that this committee cannot 
affect any action that the C ongress in any future time may take. Is 
that not correct ? 

Senator Gore. It does not bind the future Congress, but if you give 
effectuation to the contract, it will certainly impair the possibility ‘and 
opportunity of the next Congress to pass on it de novo. 

Representative HinsHaw. But you do not deny that the committee 
has that authority ? 

Senator Gore. Well, I question whether it has that authority. I 
would not use the word “deny.” 

Representative Hinsnaw. How do you question it ? 

Senator Gore. On the points that Congressman Kilday raised, plus 
the point whether this committee is : authorized to thus act in the recess 
of Congress, whether it was authorized by the 83d Congress to thus 
act, plus the fact that the conditions of the Ferguson amendment have 
not been met. The Ferguson amendment authorized such a contract 
for replacement of power, being furnished by TVA. No such replace- 
ment is yet in being. 

That would require, first, a modification of the existing TVA con- 
tract, the existing contract between the Atomic Energy Commission 
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and the TVA, and the execution of another contract to take this power 
in replacement. 

Representative HinsHaw. The gentleman is offering another point 
that is wholly separate from the point I am trying to raise. 

Senator Gore. The Congressman asked me what questions I raise as 
to the legality, and I was undertaking to enlighten him. 

Representative Hinsuaw. I would like to call attention to the rec 
ord as read by the Senator from Iowa, in explanation of the intent of 
the language, which is in the law, and section 164, which is quite clear 
as I believe, that the intent by the author of the amendment is that 
certainly any provision of the section 164 relating to the 30 days can 
be waived by a resolution of the committee. Is that not clear? 

Senator Gore. Well, I hope my position is clear. 

Chairman Cots. Senator Anderson. 

Senator Anprrson. Senator Gore, you have pointed out on page 
2 that the so-called Gore amendment was originally carried in the 
so-called Andersen amendment, and therefore we are ‘both very famil- 
iar with the history of it, and what happened to it. 

In attempting to explain the Gore amendment, which was designed 
to prevent them from reimbursing the contractor for income taxes, 
permitted them to reimburse the contractor for income taxes, the 
attorney for the Atomic Energy Commission has used some rather, 
what I regard as unusual and imaginative construction, and I want 
to get your opinion on it. 

He has a report which is carried as appendix 2-6 in this long docu- 
ment, proposed contract with Missississippi Valley Generating Co., 
and he says it is on page 111. He says in the conference report to 
accompany H. R. 9757, which became the Atomic Energy Act of 1954, 
the following statement appears, and he then quotes a statement that 
said: 

It was the intention of the committee of conference to prohibit the direct pay- 
ment of Federal income taxes to contractors with the Commission, but it was not 
the intention of the committee conference to bar inclusion of such taxes in the 
computation or adjustment of base rate or cost structure of the Commission’s 
contracts. 

I assume when the attorney said that, he knew it wasn’t in the 
conference report, although he states it is in the conference report. 

Does the Senator from Tennessee recall that there was any such 
language in the conference report when it passed the Senate of the 
United States ? 

Senator Gorr. No such language passed or was enacted by the 
Senate or the Congress. 

Senator Anperson. I would be happy—— 

Senator Gore. I think the language quoted is in a report which 
accompanied it. 

Senator ANpeRson. It is a statement, but the conference report is 
signed by Senator Hickenlooper, Senator Knowland, Senator Bricker, 
Senator Johnson, and myself. But does the Senator from Tennessee 
believe that after we had recommitted the bill, because of its bad pro- 
visions, that we would have then passed it if this statement on the 
part of the House had been in any way binding upon the Senate ? 

Senator Gore. Well, in answer I would like to say as I-read the At- 
torney General’s opinion, I, too, was impressed that he was interpret- 
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ing the statement of the managers rather than the enactment of the 
Congress. 

Senator ANDERSON. Can you imagine the General Counsel for the 
Atomic Energy Commission not knowing that the Senate does not 
make statements of this character in a conference report / 

Senator Gore. I would not like to exercise my imagination on the 
General Counsel. 

Senator Anperson. Would you not think that a man who had be- 
come General Counsel for the Atomic Energy Commission, and was 
trying to find the legislative background for an amendment, would 
find out whether the language was in the conference report before 
he said it was in the conference report ¢ 

Senator Gore. I would like to point out that this same General 
Counsel held that the Dixon-Yates contract would be legal without 
the Ferguson amendment. But evidently wiser heads thought dif- 
ferently. 

Senator Anperson. Well, do you find—I would be happy to send 
you the conference report and let you look at it. 

Senator Gore. I have looked at it. 

Senator Anperson. Do you find in the conference report the lan- 
guage which the counsel for the Commission says is in the conference 
report ¢ 

Senator Gore. No. 

Senator Anperson. And if he bases his conclusion on language 
which is not in the report, do you pay much attention to the opinion 
he presents to you? 

Senator Gore. Well, I did not pay much attention without the “if.” 

Senator Anprerson. I mean a man who does not know that language 
is not in the conference report, and uses the languge as if it were 
in the conference report, as justification for his opinion, can his 
opinion be very valuable? 

Senator Gore. Well, I certainly think, Senator, that that is a cir- 
cumstance and a condition that should be considered when and if an 
examination on the probity and value of this opinion should be 
considered. 

Senator Anperson. In other words, he takes language which he 
says is in the conference report, and uses that to justify a construction 
which is completely contrary to what the authors of the amendment 
had in mind; is that not true? 

Senator Gore. I believe so. 

Senator Anperson. Now, the Attorney General of the United 
States gets into it. This is on page 4 of his opinion, as carried in this 
document, and he says the conference report on the bill which became 
the Atomic Energy Act of 1954 explains that the last sentence of the 
above quotation, which he quotes, was a Senate amendment and that it 
authorized the Commission to enter into contracts and so forth. 

Does the conference report so explain, or is the Attorney General 
in error by taking the statement of the manager of the House ? 

Senator Gore. I believe it is the same statement as referred to by 
the General Counsel of the Atomic Energy Commission. 

Senator ANperson. Now, on page 5 of the statement by the At- 
torney General of the United States, and this is signed by Mr. 
Brownell, not any clerk in the Department, Mr. Brownell says that 
section 165 of the Atomic Energy Act provides that— 
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no contract entered into under the authority of this act shall provide— 
and he has three dashes in there 


for the direct payment or direct reimbursement by the Commission of any 
Federal income taxes on behalf of any contractor performing such contract for 
profit. 


That is the Gore amendment, is it not ? 

Senator Gore. That is a part of the so-called Gore amendment. 
Would the Senator like the full amendment read without the dashes? 

Senator Anperson. No; I am trying to go on from there. From 
there the Attorney General of the United States then says: 


the conference report on the measure states with respect to the foregoing that 
it was the intention to prohibit the direct payment of Federal income taxes to 
contractors of the Commission, but it was not the intention to bar inclusion of 
Such taxes in the computation or adjustment of the base rate or cost structure 
of the Commission’s contract. 

Now, the Attorney General must have known that was not in the 
conference report, do you not imagine, if he had looked at the con- 
ference report? He says that is in the conference report, and I hope 
to have him before us here and ask him to find it in the conference 
report. It is not in the conference report, and it never was in the 
conference report; under Senate rules it probably could not be in the 
conference report, and yet the Attorney General, in order to justify 
the payment of income taxes in this contract, says it was. 

Would that be very compelling with the Senator from Tennessee ? 

Senator Gore. I should think so. No such language as here quoted 
is in the law. 

Senator Anprerson. And no such language is in the conference 
report ¢ 

Senator Gore. No such language was ever in the conference report. 

Senator Anperson. Does the Senator from Tennessee believe that 
the measure might have had final rough sledding in the Senate if it 
had been in the conference report ? 

Senator Gore. Well, it had rough sledding without it. 

Senator Anperson. I am merely trying to point out that it is 
quite evident there is an attempt to get around the Gore amendment. 

Senator KNow.anp. Could it have been any rougher? 

Senator AnpERson. It could have been rougher. Had it not been 
for the very fine attitude taken by the majority leader it would have 
been rougher. I commend him for it, but I say to the Senator from 
Tennessee that there is an attempt being made quite obviously to get 
around the plain intent of the Gore amendment. 

Senator Gore. With respect to intent, may I say that the debate on 
this whole question of tax immunity is replete with references to the 
inadvisability, and the unfairness and the unjustness of allowing one 
concern in all of America to have complete tax immunity. 

The purpose of the amendment which I offered, I here and now 
state was to prohibit that, and to prohibit the immunity for this com- 
pany of any additional tax burden which the Congress might decide 
to levy upon other citizens and companies. 

And yet, I cited the provisions of not only the contract now before 
this committee, but the draft of August, both of which provided 
exactly that only in different language. 

Now, I want to say this, that I give you my opinion that it is the 
opinion of one Member of the Senate, and one rather unlearned lawyer, 
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neither I nor this committee may be the final arbiter of this question 
either. 

Senator Anperson. I am not trying to get into the other questions 
involved in this and I intend to ask them of other witnesses; but the 
Senator from Tennessee as the author of the amendment, if you are 
tracing legislative history, ought to have some knowledge of what the 
purpose was. But if you look at what the General Counsel put in, he 
carefully sifted through hours of debate to find a few words that he 
could tie together, to sound as if the purpose was quite contrary to the 
purpose of the Senator from Tennessee. And he then proceeds to 
list what the conference report says, when a good lawyer would have 
known that the conference report ended on page 46, and he quotes from 
page 50. So that he knew it was not in the conference report. He 
knew he was not quoting from the conference report when he says 
the conference report. 

Chairman Core. On that point the Chair feels it appropriate to call 
the attention of the Senator to the fact that the statement in connec- 
tion with the conference report was presented to the conferees, both 
the House and the Senate conferees, and the conferees went over the 
statement by the managers thoroughly, and at that time the expres- 
sion to which the Senator has made reference, and to which the Counsel] 
for the Commission has also referred, an expression was given as to 
the intention of the revised Gore amendment. 

Senator Gorr. Which was a statement on the part of the managers, 
and not a report. 

Senator Anperson. I think you had better stop here. 

Does the chairman contend that this statement on the part of the 
House was submitted to all of the conferees and agreed to by them ? 

Chairman Core. That is what I do contend. 

Senator ANpEerson. To whom was it submitted ? 

Chairman Cots. The statement. which appears in the report accom- 
panying the conference report was submitted to the entire conferees. 

Senator Anperson. To whom was it submitted? Was it submitted 
to Senator Hickenlooper? 

Chairman Core. I am not sure whether Senator Hickenlooper or 
Senator Anderson were present, but 

Senator Anprrson. The chairman has made a statement that is an 
extremely important statement. 

Chairman Core. And the record will verify the accuracy of the 
statement. 

Senator Anperson. Let us see the record. 

Chairman Corr. Mr. Allardice, will you confirm or deny what the 
chairman has stated, or produce the records? 

Senator Anperson. Let us get him to confirm that. 

Chairman Cote. For the moment may we suspend until we get the 
record rather than delay it. 

Senator Anperson. Yes; because nothing of the nature took place. 

Senator Hicken oorer. If there is a lull here, may I ask a question 
or two? 

Senator Anperson. Let us get this straightened out. There is no 
lull when a statement like that is made. 

Senator Hickentoorrr. There is a great silence, and I only wanted 
to move into the vacuum, that is all. I had another question while 
they are looking for this other record. 
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Mr. Chairman, may I just ask some questions here? Now, I don’t 
know whether there is a lull or what there is. but anvwav— 

Senator Anperson. I withdraw what I said. There is a lull: go 
ahead. 

Senator HickENLooper. I would like to occupy the time by asking 
a couple of questions. : 

Chairman Coie. We have obtained the coneurrence of Senator 
Anderson who has the floor. I thought it appropriate the Senator 
proceed with other interrogations while we are after the record 


Senator Hicken.Loorrer. Mr. Chairman, I would like to ask Senator 
Gore with respect to this matter of income-tax discussions. I would 
like to refer again to discussion which you and I had on the floor 
contained on page 11536 of the Record of July 26, about the matter 
of income taxes. I will read from the beginning here, at the bottom 
of the middle column of that page: 


Mr. HIcKENLOopER. Mr. President, will the Senator yield? 

Mr. Gore. I yield. 

Mr. HICKENLOOPER. I am concerned about one point. As I say, I said to the 
Senator from Tennessee a moment ago, and if he will accept my word for it 

Mr. Gore. I will accept the Senator’s word for anything he says. And I again 
thank you. 


Senator Gore. I should have added “without reservation.” 
Senator HickENLOoPER. It is never too late for me to be grateful. 


Mr. HicKENLOOPER. I have it by telephone from good sources in the Atomic 
Energy Commission, who have access to it, that the OVEC and the EEI con- 
tracts for Paducah and Portsmouth do contain a formula for the recognition 
of Federal income taxes in the cost structure upon which the rate charged is 
based. That is one of the factors. 

Now, I take it that the Senator from Tennessee does not deny that the 
question of income taxes is a part—— 

Mr. Gore. Of the rate structure. 

Mr. HtcKENLOoPER. Of the cost structure and the rate structure. 

Mr. Gore. I realize it must be, and have no objection to that. 

Mr. HicKENLOOPER. And the Senator from Tennessee is attempting to reach 
in this amendment—lI am trying to get the Senator’s position clear. 

Mr. Gore. Yes, sir. 

Mr. HicKkENLOopeR. The Senator is attempting to reach in this amendment 
which, as I understand it, says—and I will begin reading line 5 of the amend 
ment, if I have the amendment correct—and I have an interlined amendment 
here: “for direct payment by the Commission of any Federal income taxes on 
behalf of any contractor performing such contract for profit, or for any payments 
to any such contractor as reimbursement for any Federal income taxes paid by 
such contractor.” That is my understanding as to the language of the amend 
ment. 

Mr. Gore. That is right. 

Mr. HicKENLOopeR. As I understand the Senator’s amendment, he is trying 
to avoid what he believes to be a precedent of direct reimbursement by the 
Federal Government of income taxes as a specific item. 

Mr. Gore. That is right. 

Mr. HicKeNLooper. Well, Mr. President, I just want to say that so far as I 
am concerned, with that understanding, I do not believe we are so far apart. I 
think we can shorten this matter up unless someone else 

Mr. Gore. I thank the Senator. Mr. President, I ask unanimous consent to 
withdraw the request for the yeas and nays. 

Mr. HicKENLoopER. Mr. President, I will say, while I am on my feet, that I am 
perfectly willing to accept the amendment then. 


That was our discussion there. 

Senator Gore. I recall, Senator Hickenlooper, our colloquy on the 
floor, and I have reread it several times. You will note the reference 
there to income tax as a specific item. That is right near there, and 
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would you mind rereading it so that it may be incorporated? I do 
not have the record. 


(The record was passed to the witness. ) 

Senator Gore. Senator Hickenlooper, quoting again: 

As I understand the Senator’s amendment, he is trying to avoid what he be 
lieves to be a precedent of direct reimbursement by the Federal Government of 
income taxes as a specific item. 

Mr. Gore. That is right. 

I submit that the contract is not on all fours with that. I submit 
further that in no place in the amendment, or in the colloquy between 
the distinguished Senator and myself is there any reference to adjust- 
ment of contractual obligations to meet any future changes in taxation. 
And yet we find that the contract exactly and specifically provides for 
that. 

Senator Hickenvoorer. If the Senator will permit me, I was refer- 
ring to the apparent agreement which I understood we had, that. in- 
come taxes paid by the company were a proper item to be considered 
in arriving at a rate structure. That is what the weight would be, it 
was a part of the costs of operation, and arriving at the rate struc- 
ture and I agreed with the Senator that I think it is a bad precedent 
to provide by law that the Federal Government shall specifically and 
directly, by items, rebate or refund to any contractor the amount of 
income taxes paid. That is as a specific check that they send back 
to pay income taxes of $10,000, and here is a Government check back 
for $10,000 for the income taxes. There is a distinction there. 

Senator Gore. The distinguished Senator and I were in agreement 
at the time, and I do not believe, however, the contract comports with 
our agreement and our understanding of the amendment. 

Senator HickENLoorer. Your position, then, is that you feel that 
this contract does not conform to what you believed your amendment 
provided ? 

Senator Gore. That is my belief, sir. 

Senator HickeNn Looper. Well, thank you. 

Chairman Cote. The Chair is advised that the minutes of the meet- 
ing of the House and Senate conferees on this matter do not show who 
was present or give sufficient indication to resolve the dispute which 
developed between Senator Anderson and the Chair. Obviously, the 
recollection of the Senator from New Mexico is at variance with the 
recollection of the Chair, and since there is no record to verify the 
statement which the chairman has made, I will request to withdraw it. 

Senator Anperson. I think that is more than generous on the part of 
the chairman, because there was discussion that material should go into 

House report, and I recall that discussion, and I only want to say 
that I did not see the language at any time. I do not want to state 
that no one else saw it, and I appreciate the generosity of the chairman 
and what he has just said. 

Senator Hicken.oorer. In order to round out the record I have a dis- 
tinct recollection of seeing the language which was proposed to be used 
by the managers on the part of the House. It did not go into the 
official report, but it is my recollection that they wanted to attach it 
to the conference report and I was aware that that language, I per- 
sonally considered that that was an appendix to the conference report 
and to that extent was a part of it, while it was not signed by the 
managers on the part of the Senate. 
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Chairman Core. Had you concluded, Senator Anderson ? 

Senator Anperson. I think so. 

Chairman Core. Is there a question from any Member of the House? 

Representative Hotirretp. The Senator from Tennessee has made an 
excellent statement and he mentioned in his statement very clearly 
that the TVA was not under obligation at this time to accept this 
power. 

Senator Gore. Well, I went further to say, if I may suggest, that 
negotiations have been rather far apart, so I understand. 

Represent: itive HowiFrevp. I so understand. 

Senator Gore. And at least there is no contract yet, and it seems to 
me that that is a necessary prerequisite to the Dixon-Yates contract 
becoming effective. 

Representative Hoxrrrevp. In other words, unless the committee 
knows the specific agreement between the TCA and the AEC it cannot 
act in full knowledge on the contract because it is a very important 
part of the contract. Is that not the Senator’s opinion ? 

Senator Gore. That is my opinion, and my opinion is, further, that 
the execution of the contract, of the Dixon- Yates contract, in the ab- 

sence of contractual relationships, and modification of existing con- 
tractual relationships between the AEC and TVA, would render it, to 
say the least, of doubtful legality with respect to the Ferguson 
amendment. 

Representative Horirretp. The Securities and Exchange Commis- 
sion could not pass upon any applic ation until that was also consum- 
mated, could it, in your opinion? The issuance of stock dependent 
upon a ser ies of contractual arrangements ? 

Senator Gore. I beg to be excused onthat. Ihave not given thought 
to it. 

Representative HoririeLp. Now, in a great deal of the Senate debate, 
it was referred to, and I might call to the Senator’s attention that 
Senator Cooper of Kentucky, during the Senate debate, pointed out 
that the Ferguson amendment does not require the TVA to accept 
the power, and he stressed the independent status of both TVA and 
AEC under their basic statutes in the July 25, 1954, daily edition of 
the Record, on page 10594. So that part of the Senate debate bears 
on this particular point, the Ferguson amendment does not require the 
acceptance of power. 

Another thing that bears upon the contract, and the legality of the 
contract is the use of the word “replace” continuously, and I point out 
that Senator Ervin in the Congressional Record of July 20, on page 
10591, talked about the Ferguson amendment as if it involved a con- 
tract for power required for Paducah. It incorporated the Ferguson 
language in his own substitute amendment and I quote: 

So that any doubt may be removed as to the legal capacity of the Atomic 
Energy Commission to make a contract, either with a private utility or with an 
governmental agency, or with anyone else on the face of the earth to obtain 
replacement power— 
and I want you to notice the next lines, and the next words; and I 
continue his quote verbatim: 


necessary for the Atomic Energy installation at Paducah. 


Now since this Dixon- Yates power is not necessary for the use of 
the defense plant at Paducah, nor was it ever contemplated at the time 
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the Paducah plant contract was signed, it is obvious that here is 
additional senatorial language which might be considered in any legal 
controversy. Does not the Senator agree with that point? 

Senator Gore. I think Ido. I would not want to leave the impres- 
sion that I do not think that the TVA and the AEC can legally enter 
into a contract providing wheeling arrangements, and that they cannot 
legally and promptly enter into a contract for replacement power. 

What I have submitted to the committee is that as of now, no such 
contract is in existence, and this power would not replace anything 
contracted to be delivered to the middle of the Mississippi River with- 
out any arrangements to use it from that point. 

Representative Hoiirretp. Senator Ervin pointed out the independ- 
ent status of both the TVA and the AEC but the letter of June 15 and 
16 to Mr. Strauss, from Mr. Hughes, has the following language—or 
the memorandum to the President has the following language, as sent 
by Mr. Hughes: 

The President has asked me to instruct the Atomic Energy Commission to 
proceed with negotiations with the sponsors of the proposal made by Messrs. 
Dixon and Yates with a view to signing a definitive contract on the basis 
generally within the terms of the proposal. 

[ would like to ask you a question at this time. Do you believe that 
the President of the United States has the right to instruct the Com- 
missioners of the Atomic Energy Commission or the Directors of the 
TVA to function in an administrative ¢ capacity when it is against their 
judgment ? 

Senator Gore. I do not question the right of the President to issue 
such a directive. Ido say that the Board of Directors of the TVA in 
whom all managament functions are vested by law, and the Commis- 
sioners of the Atomic Energy Commission in which Commission all 
questions of management w ith the exception of reference to weapons 
is vested, has no obligation to accept such a directive and act thereon 
if it is contrary to their judgment. 

Representative Hotirrerp. And I point out that this was in the 
nature of an instruction in a letter from Mr. Hughes, of the Budget 
Bureau, and it was not in the form of an Executive order and did not 
have the dignity of an Executive order, although it was in a letter 
of instruction from the Budget Bureau, which is usually received with 
a great deal of respect by the Government agencies involved. 

Senator Gore. I would like to point out, Mr. Congressman, in that 
oveunsotion: that this action insofar as I can find, is unprecedented in 
our history. It is also unprecedented insofar as I can find, for the 
President to direct specific terms of a contract, and to direct that a 
contract be negotiated and signed with a specified concern. 

I have been quite intrigued with that, and wondered the reason for 
it. I think the submissions that were given to the committee yester- 
day show that it had as its purpose the persuasion of a majority of 
the Atomic Energy Commission to go along with this contract. I 
could submit that, if necessary, in the record that) was submitted to 
the committee. However, it has not yet had success in that respect. 
Only 3 of the 5 Commissioners now stand in approval of this contract. 

My administrative assistant, Mr. Allen, h: met me a letter or a copy 
of a’ memorandum for the President, dated June 15 », 1954. It is be- 
fore the committee as an attachment or the budget release from the 
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Bureau of the Budget on August 21, which was supplied to the 
committee. 

I am not going to read all of this memorandum, but I will read 
one paragraph : 

Admiral Strauss is hopeful that this will be a sufficient basis for Messrs 
Smyth and Zuckert to support him in collecting the contract. 

Representative Houiirrecp. The record shows that Mr. Smyth and 
Mr. Zuckert and Mr. Murray took an opposite opinion from Mr. 
Strauss and Mr. Campbell. 

Chairman Corr. As of what date? 

Representative Hotrrrerp. As of the date of their service on the 
Commission. 

Senator Gore. As this contract is before the committee, it bears the 
approval of 2 of the 5 Commissioners. 

Representative Hortrretp. It has never borne the approval of more 
than two with either the previous Commission or the present. Com 
mission. 

Senator Gore. I believe that is correct. 

Representative Horirtein. Therefore, a majority action of the Com 
mission has not occurred and notwithstanding that fact the President 
has instructed 2 independent agencies and 8 independent commission- 
ers, considering AEC and TVA as commissioners, to do that which 
the majority of them apparently object to doing. Is that not true? 

Senator Gorr. I believe the record will bear that out. 

Representative Hoxrrrecp. Now, the gentleman has brought out the 
fact that the people of the TVA area are much concerned about the 
ultimate result of this contract, and I believe your language is that 
they do so because they are convinced that the ultimate result of the 
contract will be to weaken if not to destroy the Tennessee Valley Au 
thority which is so vital to the future economic prosperity of the 
region which it serves. 

Senator Gore. I point out that the Ferguson amendment gave legal 
authority or attempted to give legal authority for the replacement 
of all power furnished by the TVA to the Atomic Energy Commission 
by the device of such contracts. 

Representative HonirteLp. Not only the 600,000 kilowatts involved 
but the 2,800,000 kilowatts ? 

Senator Gore. Equal to about. five so-called Dixon- Yates contracts. 
Representative Houtrietp. That is right, and there is additional lan 
guage in the contract which has not yet been explored which authorizes 
additional installations as well as the West Memphis 1 installations, in 

my opinion, and does the Senator share that opinion / 

Senator Gore. I do. So, I think it is with justifiable apprehension 
that the people in the Tennessee Valle »y look upon this as under cir- 
cumstances which prevailed at the time this deal was initiated, but the 
first of several intended invasions of TVA service area 

Representative Honirmeip. Does the Senator share the concern of 
the people of his area that this is an attack upon the TVA? 

Senator Gore. I do, but, Congressman, my concern is, I hope, broad- 
erthan that. Iam a Senator of the United States and I have responsi- 
bilities beyond the TVA. I think this is an improvident, one-sided 
contract, irrespective of its effect on TVA. And just as-one example, 
I would like to direct your attention to page 5 of the contract. What 
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does the company agree todo? If you will read on section 2.01 of the 
contract—do you have that before you? 

Representative Hotirre.p. Excuse me, I could not get it right quick. 
What is the page? 
Senator Gore. It is page 5. 
Representative Hoxirrerp. And section 2.014? 
Senator Gorge. Yes. 


The company will expeditiously design and construct the facilities. 






There is no design and no blueprint accompanies the contract. There 
is no provision in the contract for the Atomic Energy Commission to 
give its approval or disapproval or make either effective. If you will 
turn to page 7, section 2.06, I will read that: 

While it is recognized that the construction and operation of the facilities 
are the responsibility of the company, the costs thereof are related to the Atomic 
Energy Commission’s cost of power under this contract. 

That is a statement which is a statement of fact and not a con- 
tractual term, but I will point out the next sentence: 

Accordingly, the Atomic Energy Commission may review and discuss. 

It does not say approve or disapprove. It says: 

it may review and discuss with the company its engineering design, purchasing, 
subcontracting, construction, and operating plans, estimates, practices and pro- 
cedures, and makes recommendations with respect thereto which in the judgment 
of the AEC may provide for economies in construction and operation for— 

and I will not read the rest of that involved sentence, except this part, 


and the company will adopt such recommendations of the AEC as may be mutually 
agreed upon. 

Dixon- Yates is given both ends of the rope. 

Representative Hotirretp. Under that section, would it be possible 
for the Dixon- Yates company to install machinery which might require 

arly replacement from the fat reserve fund for replacement which is 
provided ¢ 

Senator Gore. Well, I would not want to say exactly what they can 
do under this contract. 

Representative Horirretp. You are aware that there is a replace- 
ment fund which runs up to some $7 million ? 

Senator Gore. I am aware, yes, and I am aware also that reference 
is made—— 

Representative Horirrerp. And you are aware that there is also 
maintenance charges allowed in the contract and one of the witnesses 
yesterday referred to the fact that at the end of 25 years the company 
will receive back an old plant? 

Senator Gore. I heard that. 

Representative Horirrerp. And would it not be good business on 
the part of the Dixon-Yates company to use the maintenance provi- 
sion and the $7 million reserve for replacement of machinery to main- 
tain its plant in good shape? Would it not be to their advantage to 
utilize all of this reserve fund just prior to cancellation? 

Senator Gorr. I do not believe I can answer that question. I am not 
familiar with that. 

Representative Horirrep. You do not believe that you can answer 
that it would be good business pri actice to retain that fund? 
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Senator Gore. From my limited experience I would think it would 
be good business, but I am trying to disqualify myself in saying that 
that would be possible under this contract. I really had not looked 
to that point. I would like to point out that in appendix S I find the 
statement : 

The steam electric station constituting the production element of this project 
will be of the outdoor type. 

I submit that does not mean much and yet that is about as specific 
as the requirements are with respect to the production facilities, and 
I point this out to the committee to show that ample opportunity is 
given under this contract to this concern not only to build a facility 
within the $107 million cost, but it might be considerably less. It is 
like giving General Motors an order for 1,000 Buicks with them to 
decide whether they will furnish a Roadmaster or Deluxe or a Special. 

Representative Horirterp. It is a little vague. 

Senator Gore. Perhaps that is an extreme statement but great lee- 
way is allowed. 

Representative Hoxtrrevp. I think there is wide latitude in the con- 
tract for exercising judgment on the part of the utility combine. Now, 
getting back to the attack upon the TVA there was a series of letters 

etween Mr. Strauss and Mr. Hughes and Mr. Williams and Mr. 
McA fee, and I call your attention to the January 4, 1954, letter of Mr. 
McA fee to Mr. Walter Williams, who was then Assistant to the Gen 
eral Manager. That is found in attachment 4, page 14, and Mr. McAfee 
whom, I believe, is part of the EEI personnel combination that sup- 
plies electricity up at Paducah and is a gentleman to whom contact 


was made to provide a private utility plant in the Memphis area—] 
think later on he bowed out for certain legal reasons as he said in 
another record or another letter. But, he says: 


Dear WALTER: I have been thinking about our conversation the last time I 
saw youin Washington. The more that I considered the possibility you are inves 
tigating the more inipressed I am with the necessity of considering other alterna 
tives before a final decision is made. Iam sure I suggested some of the things that 
would accomplish the desired result, but I think now that I could put them in 
order of priority. If I had the responsibility of relieving the national budget 
of avoidable capital expenditures in the TVA area, I would consider ; first, that 
TVA no longer assume full responsibility for supplying all of the needs of 
municipalities, and thus as present contracts expire, those municipalities which 
need a greater supply than is available from the Authority would be obliged 
to’ arrange for purchase from others, or for the construction of a plant with 
municipal funds. 

Second, arrangements with neighboring companies of TVA to sell power to 
the Authority. I am confident that arrangements could be made for the con- 
struction of a new plant if that is necessary. 

Third, the plan you discussed with me. 

Now, I do not know exactly what that plan was that they discussed, 
nor do I know what the desired results would be to accomplish the 
desired result. But I gather from the paragraphs numbered first and 
second that the desired result was to curtail TVA’s function in the 
TVA region by requiring it to cancel present contracts with munici 
palities. Would you come to that conclusion ? 

Senator Gore. I think that is a reasonable conclusion. I find even 
more remarkable the fact that the head of a private power concern in 
Missouri and the Assistant to the General Manager of the Atomic 
Energy Commission would be deciding policies which by law are 
vested in the Board of Directors of the TVA. Just what business it 
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was of Mr. J. W. McAfee and Mr. Williams to be usurping the func- 
tions by law vested in the Board of Directors of the TVA I am at a 
loss to find. 

Representative Hoiirrecp. I am unaware as to that. These letters, 
as you know, were made public by Presidential order, and I believe 
along in August, and I had not seen this particular letter myself. 
Although I might point out that under the law the Atomic Energy 
Commission is supposed to keep this committee fully informed. I 
find a great many interesting letters in these appendix and attach- 
ments, and so forth, that are now available to the committee members 
that were not available to me some 2 months ago. 

Senator Gore. May I point out, I am not sure about the require- 
ments of that law going so far as to require disclosure of this type of 
information. As I just generally recall the law, the requirement is 
to report to the committee on any action of the Commission or any of 
its officials relating to the atomic-energy program. This did not 
relate to the atomic-energy program, and this was TVA business. 

Representative Houirretp. I would agree with you that if it is 
related it is a very distant relation. It might be called a kissing 
cousin. 

Senator Gorn. Now, that is a pretty good relationship. I do not 
want to dignify this with that kind of relationship. 

Representative Hortrrme.p. Now, certainly the first and second para- 
graphs here do outline a plan which apparently is being put into 
effect through the Dixon- Yates contract: 

Second, arrangements with neighboring companies of TVA to sell power to 
the Authority— 


And then he goes on and says: 


I am confident that arrangements could be made for the construction of a new 
plant if that is necessary. 

So it seems to be an outline here, and a general agreed-upon policy, 
back as far as January of 1954, that this type of a procedure would 
be adopted by the administration in power to cripple and curtail the 
operation of the TVA. 

Would the Senator draw that conclusion ? 

Senator Gore. It seems clear from the beginning that this proposal 
was designed to alter the TVA program. Whether with good inten- 
tions or ill, that seems to have been its purpose. 

Representative Hoxirretp. You are aware that we had testimony 
yesterday from one of the witnesses which said that this does not in 
any way affect the TVA status, are you not ? 

Senator Gore. I do not believe that I heard that. 

Representative Horirrecp. That statement was made yesterday by 
one of the Lomaneers witnesses. 

Senator Gore. I did hear Mr. Hughes state that this was—I do not 
attempt to use his exact language—but as I interpret it, the burden 
of it was that this was a stopg yap proposition in order to give them 
time to study the proposition. In other words, they would sign a 

25-year contract in order to get time to study it. They will not be here 
for 25 years. Perhaps neither of us will. But it seemed to me a 
rather strange thing to call a stopgap. 

Representative Horirretp. On page 5, you say, “I have adverted to 
the terms of the contract itself; it is couched in technical and legal- 
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istic language which can be accurately analyzed only by one who is 
an expert on utility contracts.” 

Now, I point out to the Senator, and I do this rather reluctantly 
because I have a high regard for our staff, the men on our staff, the 
professional assistants are fine men and they are competent men and 
they are well educated, and they do a fine job for the committee. I 
think it is with no disparagement of any of the members of our staff 
that I can say that there is not an expert on our staff on utility con- 
tracts. I say along with the Senator that I am not an expert and I 
cannot interpret all of the legalistic language which is used in this 
contract. I make this statement, further, that this committee does 
not have at this time the talents or the professional services of 
expert on utility contracts to advise us on this matter 

Now, I wish that we did have. I believe that this contract has been 
a contract which has been drawn by experienced utility lawyers. They 
have spent months drawing this contract and revising it and I know 
of at least 9 or 10 drafts of the contracts. It has been revised so often 
it is impossible for a layman to keep up with its revisions and the 
terms have been changed which are technical terms, and which I do 
not understand. I would say that this committee cannot discharge 
its duty at this time, in these hearings, following as it does our 
absence from Washington and our campaign for several months—we 
vannot discharge the responsibilities placed on this committee by 
virtue of the waiver language without the professional guidance of 
someone who is an expert on utility contracts. 

I, for one, will not vote to waive under those circumstances, and 
take the responsibility on this committee when I think it should be 
upon the Congress as a whole. 

Now, you said also on page 5 and you brought out the fact that this 
gave a protection of the net earnings after taxes by certain adjustment 
aehis which are in it, which will for the period of the contract adjust 
the contract upward in relation to changes in the tax laws. 

Is this a special privilege that is being given to this company that 
is not given to other companies that do business with the Government ? 

Senator Gore. This is a special privilege that is proposed to be 
given to this company. 

Representative Houirrecp. And if it is given to this company would 
other companies have the moral right to come in and ask for such 
adjustments in their contracts with the Government ? 

Senator Gore. Well, I do not know about the moral right. I am 
not sure that two wrongs would make a right. But certainly from a 
practical standpoint if one company is given tax immunity I imagine 
all of us would have constituents who would desire such. 

Representative Houirretp. It would set a precedent, would it not, 
for favoritism toward one company in relation to its tax obligations 
to the Government ? 

Senator Gore. I believe so. 

Representative Ho.irreip. That is all. 

Senator KNow.anp. I want to say that unlike my good friend from 
California, I have not prejudged this case, and I do not know whether 
I should vote to suspend the 30-day period or not. It would depend 
upon what facts are presented here and the testimony that is taken 
and after the full facts are laid before the committee. I do want to 
ask a number of questions of the Senator. They will not take long 
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and they are fairly short questions, but the Senator does come from 
the area of the Tennessee Valley, the TVA area, and I have been 
down there myself when I first came to the Senate and I was very 
favorably impressed with many of the developments that had taken 
place. I want to try and cut through some of the arguments as to 
the basic facts which are confronting both the Tennessee Valley itself 
and also the administration in trying to meet a problem which I 
think exists there. 

First, I would like to ask the Senator if in his judgment there is 
need for additional power in the Tennessee Valley area, either as of 
now or by 1957? 

Senator Gore. There is a great anticipated need and the Senator 
recognizes that approximately 3 years is required to construct a 
steam-generating facility. ‘The projection of the power needs by the 
experts of the TVA, and I think now the Bureau of the Budget is in 
agreement with those projections, indicates a severe power shortage 
in the TVA area by 1957 unless supplemental sources of power are 
made available. 

Senator KNowLanp. What is the estimate as to the requirements 
by 1957 of the additional power that will be needed for the orderly 
development of the Tennessee Valley in meeting its industrial and 
domestic uses of electric power? 

Senator Gore. I would not want the Senator to rely too much upon 
my testimony on that because I am speaking from memory. 

Senator KNow.anp. I thoroughly understand. 

Senator Gore. General Vogel and the power manager are here. 
Generally speaking, the powerload in the Tennessee Valley area is 
growing at the rate of about 750,000 kilowatts per year. They can 
give us more detailed information on that. 

Senator Know.ianp. Then, assuming that additional power is nec- 
assary for the sake of our discussion here today, and it would be 
needed sometime in 1957, I believe the Senator has already answered 
this second part of my inquiry. Would it not be true that by one 
means or the other that construction should be started on a steam 
plant in the year 1954, assuming 3 years for construction and assuming 
it is important to have delivery of power by 1957? We have to make 
those assumptions for the purpose of our discussion. 

Senator Gore. Well, I think that I would have to qualify some of 
the assumptions. To begin with, I think that it was vital and urgently 
necessary that the construction of additional generating facilities be 
commenced months ago. I would have to qualify that by one means 
or another. I think a delay would be preferable to this type of con- 
tract. 

Senator Know.anp. Of course that would be a matter of judgment 
based on what the final facts would be. 

Senator Gore. I understand that. 

Senator Know.anp. But assuming that there is a need for power 
by 1957, if not indeed a present need for power, and that it takes 
approximately 3 years to construct a steam plant, it would seem not 
unreasonable under those circumstances that by one means or an- 
other—and the Senator might believe one means was preferable and 
someone else might believe another means was preferable—that con- 
struction should get underway during the calendar year in which we 
are now in, namely, the year 1954? 
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Senator Gore. I think there would be no disagreement between the 
distinguished Senator and myself on that. I wish to point out, how- 
ever, that that question is not pertinent as of now because the petition 
has not even been filed before the Securities and Exchange Commis- 
sion. 

Senator KNow.anp. I understand that, and we will come to that 
later point. Now, as I understand at the present time TVA is furnish- 
ing the Paducah plant approximately 1,200,000 kilowatts or some- 
thing in that neighborhood. 

Senator Gore. I believe that is correct. 

Senator KNowtanp. Now, there has been quite a point apparently 
trying to be made by my good friend from California, Congressman 
Holifield, relative to whether that power is being furnished directly 
to Paducah. However, is it not a fact that if the power is furnished 
in the amount of five hundred or six hundred thousand kilowatts at 
Memphis to the TV A’s replacement power that that in effect does give 
to the Tennessee Valley Authority - least that much power to meet 
the needs of the Tennessee Valley area? 

Senator Gore. Well, if that aa power is furnished to the TVA 
it will augment the supply of power available tothe TVA. ‘This ques- 
tion of replacement, I think, is still another matter. I think that it 
can be settled by contractual relationships between the two agencies. 

Senator Knownanp. But the matter of replacement power is not 
unusual in either public or private electric distributing agencies in get 
ting replacement power for the needs of a particular area / 

Senator Gore. I am not too well versed in that, but I believe it would 
be more correct to say that a wheeling arrangement is not unusual. 

Senator KNowLaNnp. Well, whatever term may be used, I do not 
claim to be an expert any more than does the Senator in this very 
complicated matter of production and distribution of electric energy. 
But I know as a layman of no way that you can color, so to speak, 
kilowatts and say that a particular amount generated at one place 
flows ultimately through the grid system and is finally delivered or 
whether it is not. I think that that is rather a futile ar gument. The 
mathematics of it is that if the TVA furnishes, let us say, 1,200,000 
kilowatts and because of that delivery there may be a shortage of other 
customers and by some means or the other you furnish them 500,000 
or 600,000 kilowatts at another delivery point, it seems to me that you 
are taking care of at least that many kilowatts of power which are 
presently delivered to the Paducah plant although you are not directly 
delivering this power to the plant at Paducah. But, as I say, you can- 
not color kilowatts and trace them in the transmission lines to say 
just what finally ends up at one place and what ends up at another 
place. 

Is that not correct ? 

Senator Gore. The Senator recognizes, I am sure, that the cost of 
the transporting or transmitting of the power is quite considerable. 

Senator KNow.anp. You get line losses and the cost of transmission 
is considerable, there is no doubt about that. Now, might I ask the 
ri sank. ne Senator who has served in both Houses of Congress, and 
is familiar with the basic TVA Act, do you or do you not recognize 
the requirement under the act of the TVA authorities to furnish power 
on demand to the Atomic Energy Commission for such national 
defense needs as the country may have? 
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Senator Gore. I not only recognize but I am proud of the first pri- 
ority given to the United States of America for TVA power. 

Senator KNowLAnp. Now, for a moment, and I know the Senator 
would be unhappy over the assumption and I would be, too, because I 
would not want to see anything happen which would retard the indus- 
trial growth of the great Valley of ‘Tennessee and its area, but assum 
ing for a moment that the Congress in its judgment and the Senator 
might think the judgment was wrong or I might think the judgment 
was wrong, but assume for a moment that they would decide that as 
a matter of public policy they were not prepared to appropriate for 
additional steam-plant facilities in the TVA area by a levy on the 
taxpayers of all of the country. Assume equally that this committee 
would not waive the 30-day period for the entering into of this con- 
tract and subsequently the contract would not for one reason or the 
other be entered into. Assume that either the SEC does not approve 
the necessary action which they would have to take if they have to 
take action as such or that the delays would occur because of other 
reasons, so that you had neither a congressional authorization nor an 
appropriation for a publicly construe ted steam plant in the TVA, and 
you did not have this private contract. 

Assume further that the Federal Government under what the Sena 
tor recognizes, and I fully agree with him, is the clearly defined power 
of the Atomic Energy Commission to make a demand for additional 
power from the TVA to be served to them. Would that not require 
the lessening of the amount of available power for the industrial 
development or the domestic uses in the TVA area? 

Senator Gore. I want to be sure that I reply specifically to the Sena- 
tor’s question. He has asked me to take several assumptions with 
respect to the Congress. Do you want me to apply that assumption 
or those assumptions with respect to the present Congress or the next 
Congress ¢ 

Senator KNow.anp. No, I do not think anyone can gaze into his 
crystal ball on either the present or the future Congress as to what 
the Congress may do in regard to the appropriations of funds. 1 
have some recollection that that has not been entirely an issue which 
has been met narrowly on partisan lines. I recall some of the col- 
leagues of the Senator on his side of the aisle who have not been too 
enthusiastic about the matter of the construction of public steam 
plants either in the Valley of Tennessee or in the other areas. I 
recognize that there are some on my side of the aisle who, for reasons 
which to them are valid, have the same viewpoint. 

So I do not think either one of us could guarantee that either this 
Congress or the next Congress would necessarily appropriate substan- 
tial sums of money for a steam plant. There are also, and I am sure the 
Senator knows, grave constitutional questions which have been raised 
as to whether when you get outside of the production of power by 
hydroelectric means as part of either a flood control or an irrigation 
project, whether in the appropriation of funds for steam plants it 
is entirely constitutional. 

I have not raised that question myself and I am not a lawyer. But 
I have at least heard the discussion as I am sure the Senator has. 

Senator Gore. I have heard it mentioned. However, the TVA has 
been constructing steam plants for a number of years and no test 
has been instituted in the courts. I would like to digress here to say 
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that we are aware and thoroughly appreciate the support which the 
distinguished Senator from California has upon many occasions given 
to the development of the TVA. 

Senator KNow.Lanp. Well, I am merely trying to develop a point 
here because I say to the Senator I have not come to any conclusion. 

Senator Gore. I will try to answer it if you will put it again. 

Senator Know.anp. I have not reached any conclusion on this 
matter and I will say, quite frankly, to the Senator that I am not 
concerned about some of these points. I do have a very deep convic 
tion personally that what the President proposed and what his ad 
ministration proposed has not been for the purpose of damaging the 
Tennessee Valley area. To the contrary, I think that he has been try 
ing to find a way of supplying power, some five or six hundred kilo- 
watts, , to meet the growing industrial and domestic needs of the Ten- 
nessee Valley area by this means until a definite determination of pol- 
icy could finally be ore out as to whether these same advantages 
which the Valley of Tennessee has and which certain areas in rec 
lamation areas in the country may have on public power whether 
areas that are not quite so fortunate, whether they be in New Eng 
land or in the midcontinent or in the South might also with equal 
validity say that if these advantages are to be given to the people of 
the Valley of Tennessee then are we not in a position to also ask that 
similar steam plants be constructed elsewhere so that at least we will 
get the same favorable power for our industrial growth and the needs 
of our communities ¢ 

I want to say that because I think that there have been some state 
ments made that the President had some purpose in mind of destroy 
ing the Tennessee Valley and its growth. I am quite certani, from 
my knowledge of him, that that is not e monet his desire or his intention. 

I would like to ask the Senator a final question in freee: to this 
matter and that is whether, Se as a Senator from the Ten 
nesee Valley area, he would be prepared to assume the risk of not 
having this additional available power of some 600,000 kilowatts which 
could be assured by this means or some similar means and maybe 
end up by not having the additional power which the Senator believes 
is extremely important to the whole area / 

Senator Gore. As one of the representatives of the people of that 
region, I unhesitatingly ‘say that as their representative I opposed 
this contract. I oppose this requested waiver. I prefer that this 
contract never be executed, and in so speaking I believe I represent 
well-nigh the unanimous sentiment of the people of that region. 

Senator KNowLanp. I have one final question. In view of the 
Senator’s last statement, does the Senator only base his objection to 
this specific contract. with Dixon- Yates or would he apply the same 
objection to any contract with any power company that might furnish 
the power but not with Government-appropriated funds for the 
construction ? 

Senator Gore. If the Congress in its wisdom should decide as a 
policy that the Atomic Energy Commission should receive its supply 
of power from sources other than the TVA and provident and fair 
contracts could be executed therefor, I might question the wisdom 
of such an action but I would not express the extreme objection 
to such an arrangement as I have expressed and do express to the 
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proposed contract now before the committee, which has implications 
that reach far beyond the question which the Senator submitted. 

Senator KnowLanp. Now, would the Senator say that the matter 
of the execution of a contract was an executive or a legislative act ? 

Senator Gore. That is an executive act. 

Senator KnowLanp. I merely want to conclude, Mr. Chairman, by 
reading article 2 of the Constitution, which states: 

Section 1. The executive power shall be vested in a President of the United 
States of America, and he shall hold his office during the term of 4 years. 

That is all, Mr. Chairman. 

Chairman Corer. Mr. Price? 

Are there any other questions ? 

Representative Hotirretp. Mr. Price had to step out. 

Senator Pastore. I think the distinguished Senator from Califor- 
nia has put his finger on this element that has given rise to this entire 
controversy. The thing that is bothering me is whether or not the 
AKC is not being used as a subterfuge in this expansion program. 

Now, I know it is a glamorous program, and I know it is a very 
attractive and appealing program; when we say atomic energy that 
does interest a lot of people, and certainly it interests me. 

Now, the Senator has already borne out the fact that we have firm 
commitments now between the AEC and TVA and all of this indirec- 
tion of carrying on this replacement program in order to furnish 
replacement current for the current being served to the AEC—I am 
wondering if all of this is not what is causing us the trouble. 

Now, I am a firm believer in free enterprise and I am one of those 
who feel perhaps unlike the distinguished Senator from Tennessee 
that if we have to expand the supply of current in that area or find 
it for other purposes whether that should not be exclusively a free- 
enterprise venture rather than one subsidized by the Government as 
we are doing in this Dixon- Yates contract. 

Now, has the Senator from Tennessee heard of any particular 
demand by the AEC that it is not getting its adequate supply of power 
from the TVA under existing contracts ? 

Senator Gorr. On the contrary, the Atomic Energy Commission is 
on record as expressing satisfaction with the supply of power, and 
the contractual relationships between the AEC and the TVA. 

Senator Pastore. Is it the opinion of the distinguished Senator 
from Tennessee that this Dixon- Yates deal grew out of the reluctance 
on the part of Congress or this administration to grant a new steam 
plant to TVA at Fulton ? 

Senator Gore. I think that was part of it. 

Senator Pastore. Now, does not the Senator feel that inasmuch as 
we have existing contracts of firm commitments between the AEC and 
the TVA at the present time that if there is to be a contract involving 
the Dixon-Yates proposal that that ought to be negotiated directly 
with the TVA and take AEC out of it completely ? 

Senator Gore. Yes, indeed. It is a most awkward arrangement for 
the Atomic Energy Commission to make a contract with a concern not 
even in existence to supply power not to the Atomic Energy Commis- 
sion but to the TVA which, in turn, would supply it to the city of 
Memphis. It is a roundabout way. 

Senator Pastore. That brings me to the legal question that was 
raised by the distinguished Senator on this section 164. I think the 
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position you take is that there must be a condition precedent that the 
AEC and the TVA existing contract must be modified before they can 
legally enter into this Dixon- Yates agreement. 

Senator Gore. Well, the Ferguson amendment provides that the 
Atomic Energy Commission shall be authorized to enter into such— 
if we have the exact language—would the Senator mind if I get the 
exact language and read it? 

Senator PASTORE. No, indeed. 

Senator Gore (reading) : 

The authority of the Commission under this section to enter into new con- 
tracts or modify or confirm existing contracts to provide for electric utility 
service includes in case such electric utility services are to be furnished to the 
Commission by the Tennessee Valley Authority, authority to contract with any 
person to furnish electric utility service to the Tennessee Valley Authority in 
replacement thereof. 

Senator Pasrorr. In other words, if I understand that correctly 
and the interpret ition being given to it by you, Senator, your argu- 
ment is that unless we release the TVA to the tune of 600,000 kilowatts 
under existing contracts now between the AEC and the TVA, there 
is in fact nothing to replace. 

Senator Gore. That is exactly right. And, furthermore, they 
would have 600,000 kilowatts of electric ity under contract more than 
it ee to be delivered in the middle of the Mississip pi River. That 

250 miles away from any atomic energy installation. 

"aes ator Pastore. Later on for one reason or another, if the existing 
contract were not modified, that is the AEC-TVA contract, then it 
would be committed to 600,000 more kilowatts than they need ? 

Senator Gore. Indeed. 

Senator Pastore. Now, on this question of competition that you 
have raised which interested me very much, there are only two ele 
ments in this whole controversy that intrigue me; one is the lack of 
competitive bidding and the other one is this exorbitant rate of return 
on this Government contract, because I think that when you are dealing 
with the United States you are dealing with the best buyer in the 
world. 

Yesterday, we were told here that the average return of all public 
utilities is 10.2. Now, I have had the Federal Power Commission 
give me the rate of return in New England and this is what they tell 
me: Connecticut Light & Power Co. in 1953, earnings available for 
common stock as a percentage of equity, 8.6 percent. 

Now, mind you, this is without any Government subsidy, and with- 
out any assured contract of 25 years ‘duration, and their return is less 
than the return that we specified here. As to the Boston Edison Co. 
for 1953, earnings available for common stock as a percentage of 
equity, and there is a note on here it has no preferred stock, 6.6 percent. 

Now the question was raised by the distinguished Senator from 
Tennessee that the terms of section 2.06, and would the Senator please 
refer to it, and the Senator found fault with the vagueness of this 
section. It reads: 

While it is recognized that the construction and operation of the facilities 
are the responsibility of the company, the cost thereof are related to the AEC’s 


cost of power under this contract. Accordingly, the AEO may review and dis- 
cuss with the company its engineering designs— 


and so on and so forth. 





132 UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO. 


Now, the fact of the matter is that the rate of return is predicated 
upon these estimated costs. If they can construct these facilities less 
than the estimated cost, that 9 percent return goes up. It could go up 
to 16 percent. Therefore, as it stands now, with a guaranty of 25 
years’ contract with cancellation clauses they are being guaranteed a 
9 percent return which is higher than the return in New England now 
by private utility companies, 

Senator Gore. With the opportunity of earning more. 

Senator Pastorr. Now, Mr. Hughes representing the administra- 
tion yesterday said this on the question of competitive bidding, and 
I am going to read it to you—it is only two paragr aphs—becaus e I 
would like to get your opinion on it, because I think it is a very im- 
portant element of this whole transaction : 

It is not customary to make a formal solicitation for competitive bids for 
supplying electric power. The TVA, for example, is continually, right now, pur- 
chasing power from private utility companies to meet its fluctuating day to day 
needs, and doing on on a negotiated contract basis. It is wholly impracticable 
to employ competitive bidding, for power can be purchased only from those who 
serve an area close to where the purchased power is needed. 

The utilities represented by Mesrs. Dixon and Yates are the only ones serving 
the area near Memphis that can take on this contract. The impracticability of 
competitive bidding is particularly apparent in the case of the proposed West 
Memphis plant, for the Government has insisted upon the right to cancel the 
contract. No company that did not have a potential outlet for power in the 
vicinity of West Memphis could possibly afford to invest millions of dollars in 
generating facilities and then assume the risk of Government cancellation of its 
contract. 


Now, is that not something to be learned once you put this up to 


competitive bidding? If it is impracticable for any outfit only be 
cause it has no outlet to come into a region to do business on a free 
enterprise basis, assuming all of that calculated risk involved, would 
that not become apparent when you ask for the bids? 

Senator Gore. I believe so. 

Senator Pasrorr. What business is it of the United States Govern- 
ment to predetermine this question? Why not find it out on the basis 
of putting it out to competitive bidding? Who is the Government act- 
ing for, Dixon- Yates or the people of the United States? 

Senator Gore. That is what I have been wondering. May I point 
out that I charged on the floor of the Senate back in April, I believe it 
was, when I had first learned about this proposed deal, that this pro- 
posed contract was tailormade for one concern and one only and that 
under the data sheet put out by the Atomic Energy Commission one 
concern and only one could enter competitively. In releases from the 
Commission—I am not sure whether it was the Atomic Energy Com- 
mission or the Bureau of the Budget or the political arena—the fact 
that there was lack of competitive bidding was specifically denied. 
I will be glad to get those; I thought we had them, but they seem to 
be at the office. I will be glad to submit them to the Senator. And 
yet the Director of the Bureau of the Budget yesterday uttered the 
words which you have just read, which confirms everything that I 

said on the floor of the Senate that there could be no « ‘competition with 
the 1 requirements which the Atomic Energy Commission and the 
Bureau of the Budget put out. 

Senator Pastore. And will you admit that the mere fact that the 

subterfuge of the AEC was used in this case creates the strong sus- 
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= ion that this is the justification for not putting this out on competi- 
tive bidding and favoring a particular syndicate? 

Senator Gore. It cert: ainly raises or gives rise to suspic ion. 

Senator Pastore. In other words, if they had not used the argument 
that this is current for the Atomic Energy Commission, I think that 
this argument of not putting it out to competitive bidding for the 
reason that this had to be a negotiated contract would have fallen flat 
on its face? 

Senator Gore. The sponsors of this deal misused the most respected 
man and the most respected agency in the United States at that time. 

Senator Pastorr. That is all. 

Chairman Cote, Are there questions from any other Members of the 
House / 

Senator HicKENLOOPER. Senator Gore, I do not know whether I 
understand your position. Is there need under the future program in 
the Tennessee Valley—is there need for 600,000 kilowatts in addition to 
what they have? 

Senator Gore. There is need for more than that in the future in the 
Tennessee Valley. 

Senator HickenLooprr. So that leaving out whether it is Dixon- 
Yates or TVA that builds this plant there is need for increased capacity 
down there, and 600,000 kilowatts is not an unreasonable increase ¢ 

Senator Gorp. That is correct. 

Senator HickenLoorer. The TVA has desired to build a plant of 
somewhere near the capacity at Fulton, has it not ¢ 

Senator Gore. That is right. 

Senator HicKENLOoPER. So that this is a “hassle,” if we may use that 
term, between whether TVA builds it with Government tax funds or 
whether private industry builds it on private financing; is that not 
what it adds up to‘ The 600,000 kilowatts are needed and there is 
no dispute about that. 

Senator Gore. I would like to state it a little differently. I would 
say that the choice is between whether TVA will build generating 
facilities for its own needs or whether it will be forced to accept power 
from a federally subsidized so-called private industry. 

Senator Hicken.Loorrr. TVA is federally subsidized, too. 

Senator Gore. I would have to disagree with the Senator on that. 

Senator HickenLoorer. There is Federal subsidy both ways. 

Senator Gore. I would have to disagree with the Senator. 

Senator HickenLoorrer. Well, the whole authority and money and 
appropriating power and so on of the Federal Government is be 
hind TVA. 

Senator Gore. I might point out to the Senator that the annual 
report is just out and TVA earned a profit last year of $28 million 
and every dollar of which comes to the United States Treasury. 

Senator HicKENLoorer. Nevertheless, if TV A happens to lose money 
the Government coffers are open to replenish that and to bail TVA 
put. 

Senator Gorr. That is right, but it never has. 

Senator Hicken Looper. Well, I think that there is dispute on 
whether it has lost money or not, and it depends on what the cost 
factors are. There are those that believe that a disproportionate 
amount is charged to flood control and certain other things down 
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there, and not a proper proportion is charged to the cost of the elec- 
tric facilities, But then I do not care to get into that dispute now. 

Senator Gore. I do not either. 

Senator Hickentoorer. Sir? 

Senator Gore. I have no desire either. 

Senator HicKeN.oorrr. It is a long story. 

Chairman Corr. Will the Se nator yield for a moment to suggest 
that possibly the source of that $28 million profit may have come from 
the high rate which the TVA charged to AEC. 

Senator Gore. The rate which the TVA ch: arges the AEC reflects 
a sufficient amount, as I understand it, to pay for the cost of the power 
and the depreciation of the plant and an estimated return of 4 per- 
cent upon investment, but all of that profit whether it comes from 
private users or the Atomic Energy Commission goes to the Treasury 
of the United States. 

Chairman Corr. Thank you. 

Senator Hickenwoorrr. Well, it is my understanding that TVA has 
at least under certain circumstances charged the AEC much more 
ver kilowatt hour for certain power furnished on the theory that 

“VA had to go out and buy it from other sources in order to furnish 
it tothe AEC. 

Senator Gore. Well, I think the statement of fact which the Sen- 
ator has stated is correct, except I would leave out on the theory. The 
TVA charged high rates for interim power furnished to the Atomic 
Energy Commission upon request which it in turn not by theory 
but by actual fact was forced to go out and buy from private sources. 
I might point out to the Senator that TVA had to pay as high as 18 
mills per kilowatt for this peak power which the Atomic “Ener gy 
Commission required to keep its operations going. 

Senator Hicxentoorer. I am not disputing the price they had to 
pay for it; that is not the point, but did they charge the industrial 
users throughout the Tennessee Valley that excess amount or did 
they load on all of the excess entirely on the Atomic Energy Com- 
mission and keep the rate standard so far as the effectiveness to 
private business that was using electric power throughout the area? 

Senator Gore. I understand, Senator, that that is done daily. 
When an industrial user requires and obtains power over and beyond 
the firm power contract commitments, then the TVA charges that 
concern the cost of the power which it buys from other sources, plus 
a handling charge. 

Senator Hickentoorer. In other words, do they go on what they 
call a demand basis and they fluctuate their rates” up or down in 
accordance with the demand based upon a certain minimum or a 
certain standard contract for furnishing power? 

Senator Gore. I am afraid that is in a field I would not be able 
to answer. 

Senator Hicken.ooper. I could not answer it myself and I do 
not. know, except that I was just asking. I thought that you might 
have some information on that. 

Senator Gore. My information is general and whether it is demand 

rate or there are different kinds of rates. As I understand it gen- 
erally the TVA has contracts with various industrial concerns there 
for a given amount of power at certain hours and whatnot. If those 
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industries require power over and beyond the contractual commit- 
ments which the TVA must buy from other sources, then that con- 
cern is billed for that electricity for the cost of the power, plus the 
handling charges and transmission charges of the TVA. It is just as 
the Atomic Energy Commission was treated. 

Senator Hicken.Loorer. I think probably there will be some other 
witnesses here who may have the technical phases of that in hand, 
and they can probably testify from a personal standpoint. So I 
think there is nothing to be accomplished by pursuing that at this 
time. I do not know ‘anything about the situation myself. 

I think that is all. 

Chairman Coxe. I judge there are no other questions and the Chair 
has just a few, Senator. 

You have made much of the point that the proposed contract was 
approved by the affirmative vote of but 2 of the 4 Commissioners 
who were in office at that time. 

Senator Gore. I am not sure I made much of it; I stated it as a mat- 
ter of fact. 

Chairman Corse. Yes; there is no question about it being a fact. But 
it is rather interesting that in your letter of October 14 to the Chair- 
man of the Commission it was stated that you were in receipt of in- 
formation to the effect that but 2 of the 4 Commissioners voted for 
the contract. Of course it is entirely collateral to what is before the 
committee, but it is extremely interesting that a vote of the Com- 
mission, the facts surrounding the vote of the Commission, should be 
made known even to you or to anybody else unless the Commission 
itself formally dec ides or determines to announce it. 

Senator Gore. I found it interesting, too, when I read it in the 
newspaper. 

Chairman Corz. I do not seek to inquire of you the source of your 
information, and you stated you were in receipt of information. Obvi- 
ously, the information could have come from only somebody in the 
Commission or on the staff of the Commission at the time the decision 
was made, But you have overlooked, I think, an equally important 
point, that 2 of the Commissioners did not express a negative vote 
against the contract. So, while it is true that only 2 voted for it 
there were 2 members of the Commission, fully qualified as Commis- 
sioners, with full power to vote, but 2 of them did not vote. That, 
I think, should be emphasized, and should be pointed out to the public. 

Now, there is another point that you have made in arguing against 
the request for a waiver of the 30-day period to lay before the com 
mittee while the Congress is in session: That that should not be 
granted in order that the Congress next year, during that 30-day 
period, might do something about it. Now, as a practical matter, 
what conceivably could the Congress do about this contract, assum- 
ing the Congress wanted to do something? 

Senator Gore. Well, I would not like to speculate upon that, but 
1 would not want to take the responsibility of foreclosing the oppor- 
tunity of the Congress chosen by the people to pass upon this, par- 
ticularly since it has been a secret contract until yesterday afternoon. 

Chairman Core. Well, it has not been formally published, that is 
true, until yesterday afternoon; but is it not a fact that you had 
copy of the contract, or had access to a copy of the contract ? 
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Senator Gore. I have had certain drafts of the contract, accom- 
panied with the request that I not make them public, and I have not 
done SO. 

Chairman Core. Your statement is true that it was not formally 
presented to the public until yesterday. But now, to get back to the 
question of — the Congress could do about this matter when it 
reconvenes in January. Now, you have been in the Congress, both 
the House wid Senate, sufficiently long to have been able to contem- 
plate some conceivable action which might be taken by the Congress 
which would stop the execution of the contract. 

Senator Gore. The Senator does not want me to plead the fifth 
amendment, does he? 

Chairman Coir. Perhaps I should stop there. 

Senator Gore. I think there are a number of things that the Con 
gress can do, and, frankly, I think that there are things that the Con- 

gress will do, but I would not like to speculate upon that. 

Chairman Cote. Name one thing conceivably that the Congress can 
do to stop it. 

Senator Gore. I would not like to be pressed on that point, because 
I have some proposals which I expect to make myself. 

Chairman Coir. Because the answer is there is nothing that the 
Congress can do to stop this contract from going into effect unless the 
President himself acquiesces in congressional action. 

Senator Gore. If you will notice— 

Chairman Coxe. If there is, I should be happy to hear it from you, 
because that might provide a basis for this committee to deny the 
request for a waiver. 

Senator Gore. I think the distinguished chairman will find, if he 
will study this contract, that provisions are made for the cancellation 
of the contract even the day after it is started. 

Chairman Corr. I did not speak about canceling the contract; [ 
spoke about executing the contract. 

Senator Gore. If you are speaking of Congress participating as an 
executive function, there is no way that Congress can execute the 
contract. 

Chairman Coir. Good. 

Senator Gore. That is not a legislative function. Perhaps I did 
not understand you, but there are things that Congress can do in a 
legislative way that will kill this Dixon- Yates deal, and I think that 
will be done. 

Chairman Corr. After the contract may have been executed, do 
you mean ¢ 

Senator Gorn. Well, before it is executed. 

Chairman Cote. You cannot cancel it unless it has been executed: 
that is for sure. 

Senator Gore. Well, I think that cancellation, that the Commission 
could very well be persuaded to cancel the contract. 

Chairman Cots. That is what I say, but you cannot cancel the con- 
tract unless the contract itself has been made. 

Senator Gorn. Well, they may be persuaded not to execute it, too. 
I would not deny the next Congress elected by the people an oppor- 
tunity to pass judgment on this. 

Chairman Coie. But you have failed to give me one single indica- 
tion of what any Congress, no matter how hostile it might be to this 
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proposal, can do over the opposition of the Chief Executive, which 
would prevent this contract from going into effect. 

Senator Gore. I would not say I have failed. I have respectfully 
declined to suggest what actions I and others have in mind. 

Chairman Coir. On the basis of the fifth amendment? 

Senator Gore. Oh, no. I think that you have got the better of that. 

Chairman Coir. Well, perhaps that is a good time for us to go to 
lunch. We will adjourn until 2 o'clock. 

(Whereupon, at 12:50 p. m., the committee recessed to reconvene 
at 2 p. m., the same day.) 


AFTERNOON SESSLON 


Chairman Coir. The committee will come to order. 

The witnesses before the committee this afternoon are Admiral 
Strauss, the Chairman of the Atomic Energy Commission; and Gen 
eral Nichols, the General Manager of the Atomic Energy Commission. 
It is the suggestion of the Chair that both these witnesses sit at the 
table concurrently and that questions may be directed by members 
of the committee to specifically either of the witnesses or to whichever 
witness has the answer to the particular question. 

I feel I should indicate to the members of the committee that I have 
tentatively advised Representative Gathings of the State of Arkansas 
who is desirous of making a statement in this matter that he would be 
heard this afternoon if we could reach him. Also, I am advised 
Mr. Kuykendall, the Chairman of the Federal Power Commission, 
who was scheduled to appear here today desires to do so because he 
must leave the country or leave the city tonight or tomorrow. I hope 
the committee can accommodate those two additional witnesses so far 
as possible. 

The Chair feels it should again advise the witnesses of the fact that 
they are testifying under oath. 

Are there members of the committee who desire to interrogate 
either of the witnesses? I will defer to any member of the Senate 
side. 

Senator AnpErson. Mr. Chairman, I don’t care which one of you 
answers this question, but with reference to the differences between 
the EEI and OVEC contracts and the existing contract, I want to 
dispose of one item. That is this sinking fund requirement. The 
EEI contract at page 22, section 3, about half way down that para 
graph, states: 

If the company is unable to obtain a satisfactory ruling or rulings permitting 
it to deduct depreciation for Federal income-tax purposes 

Mr. Nicnors. What page / 

Senator ANDERSON. Page 22 of the EEI contract. 

It specifies they shall use “a comparable composite sinking fund 
basis for depreciation.” 

Do you understand that to be, General Nichols, in any way com 
parable to the usual business rule of straight-line depreciation ? 

Mr. Nicnots. I am still not clear to where it is referring. Isit EEI? 

Senator ANprerson. It is page 22. I hope you have the same one | 
have. This one is dated July 23, 1953. 

Mr. Nicuots. No, sir; I do not have that one. I have the October 
1 one. 

54602—54 10 
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Senator Anperson. You have two contracts for the EEI? 

Mr. Nicuoxs. I don’t have it all. The question, Is this a straight 
line 

Senator ANpeRSON. It says depreciation shall be allowed on a 25- 
year sinking fund basis. Is the rule which is applicable to the average 
business in America that they must take a straight-line deduction, 
or can they put it on the sinking fund basis? 

Mr. Nicuoxs. This is a sinking fund and not a straight line. 

Senator Anperson. I understand that. I have said, Is the rule of 
American business generally that the average business has to pay on 
a straight-line basis, or can it put its depreciation on a sinking fund 
basis? Do you know of any private business in the world or in the 
United States under our laws which can put its business on a sinking 
fund basis for depreciation? If so, would you specify which one 
it is? 

Mr. Nicuots. I understood that generally speaking business is on a 
straight line. 

Senator Anperson. The only purpose of this is to assist the com- 
pany in keeping from paying taxes? 

Mr. Nicuors. Not necessarily. The purpose is to try to make— 
particularly this MVGC contract—our payments for this type of 
charge figured in the rate structure a constant charge over the dura- 
tion of the contract and not have it higher in the beginning and lower 
at the end. 

Senator Anperson. I may ask what difference it would make 
whether it is on a sinking fund basis or a straight-line bs asis as long 
as you are going to take out the total cost of the plant or 75 percent 
depreciation? You are going to figure the rate on the depreciation ; 
and in calculating what your cost will be, your capacity charge will 
be, it must be based upon a depreciation plus operating cost. ‘The 
original purpose of putting this on a sinking fund basis that I can 
think of is to cut down the income of the company for income-tax 
purposes, so that as their interest charges become smaller at the end of 
the contract, you will increase their depreciation charges and hence 
reduce the amount of money they pay the Federal Treasury. 

What other purpose did you have in mind? 

Mr. Nicnots. The other purpose is when you add in the cost of 
money as the interest rate, the amount. that still remains to be paid on 
the debt, you want to mi ike the two come out even; in other words, to 
where it is a uniform payment throughout the 25 years of the contract 
in order that our payments for our power will be at a constant rate 
as far as this type of charge is concerned throughout the length of the 
contract. We could have done it either way, of course, but we had the 
same thing in the EEI and it was considered that instead of having 
a power charge be fluctuating during the period of the contract, this 
way we arrive at one that is constant throughout the 25-year period. 
That is the objective. 

Senator ANDERSON. So your testimony is that the only purpose of 
this i is to make payments be constant and equal ? 

Mr. Nicuors. That is the purpose from our point of view. 

Senator Anperson. Then read the next few lines and it says: 

If the courts decide or in case such rulings once obtained should later be re- 


versed or resigned with the result that the company should not be permitted to 
deduct full depreciation on such sinking-fund basis on its depreciable facilities 
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referred to in section 101 for income-tax purposes, there shall be included in the 
total expense of the company in the determination of the adjustments provided 
for in section 306 an amount necessary to provide the company with earnings 
applicable to its capital stock as shown by its books after all taxes, including 
Federal income and excess-profits taxes, not less than would have been available 
to company if it had been permitted for Federal income-tax purposes to deduct 
depreciation on a sinking-fund basis. 

If you have to pay them twice, then your payments would not be 
equal ¢ 

Mr. Nicuots. I would like to make two comments. One is, I did not 
negotiate this contract. 

Senator Anperson. I did not say you did. 

Mr. Nicuors. It was before my time, and I do not know all the 
reasons of that time. However, we do not pay them twice. 

Senator ANDERSON. You do not pay them an extra amount in case 
they cannot put it on a sinking-fund basis? 

Mr. Nicuors. If they shifted over, you would adjust it. 

Senator ANpERSON. You do pay an extra amount? 

Mr. Nicuors. You would adjust the amount, but you could have 
started the contract. 

Senator Anperson. You use the word “adjust.” Do you pay them 
an extra amount? 

Mr. Nicnots. If we had shifted to this system that you refer to, 
initially there would have been an increased amount in the first 12 
years and a decreased amount in later years. The contract could have 
been written that way. And in writing such a contract, of’ course 
you have to make an assumption as to which way you are going to do 
it. If it had been assumed you are going to write the contract that 
way, the charges would have been different in the MVGC contract. 

Senator ANnperson. When you come to the Ohio Valley contract, 
page 11, they provide for a level debt sinking-fund basis. Can you 
tell me the difference between a 25-year sinking-fund basis and a level 
debt sinking-fund basis? 

Mr. Nicnors. What page is that, sir? 

Senator Anperson. That is on page 11, under section 3 (a), 8 lines 
down. 

Mr. Nicnuots. That is the same thing under a different name. 

Senator ANpERsON. When you come to the Mississippi Valley Gen- 

rating Co. contract you have a brand-new phrase introduced into 
the contract which reads: 

This contract was entered into with the intention that the amount of debt 
requirement would be approximately equivalent to the amount of depreciation 
on an annual basis and that depreciation would be allowable on a sinking fund 
method. 

Is that wholly new language to this type of contract ? 

Mr. Nicuoxs. That is certainly different. The intent is the same, 
however. 

Senator ANnperson. It is a clear statement that you are trying to 
make sure that the company is permitted to put this on a sinking fund 
basis, and you announce inte ation to do so which the others «lid not do 4 

Mr. Nicuors. Yes, sir. ‘The idea here, again we could have had 
the choice of putting it on the other basis. In that case the rates for 
the first part of the contract would have been higher and in later 
years the contract would have been lower. In other words. it. eould 
have been written that way. 
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Senator Anperson. Do you think that the contract with Dixon 
Yates is more favorable to them than the other two contracts ¢ 

Mr. Nicnors. If you look at the overall provisions of the contract, 
I believe they are; but I think we have learned by experience how to 
make a better contract. Of course, it has not been all my experience. 

Senator AnpERSON. Do you think this is more favorable to the Gov- 
ernment? I think it is more favorable to Dixon-Yates. When you 
say you have made a better contract, you mean for them or the Govern- 
ment ¢ 

Mr. Nicuots. No,sir. I have expressed the opinion and will repeat 
it now. I feel it is a better overall contract than either the OVEC 
or the EEL. 

Chairman Core. Better from whose standpoint ? 

Mr. Nicuots. From the standpoint of the Government. 

Senator ANpeRSON. I have extracted the force majeure sections from 
the three contracts. I have been hopeful in the analysis the AEC 
made they would compare the three contracts. It is hard to do it 
individually. I would like for you to have the three in front of you. 
I will call your attention to a sheet on which I have set out the force 
majeure sections of the three contracts and ask you whether you think 
the clause is more favorable to Dixon-Yates and less favorable to the 
Government in the Dixon- Yates contract; or is it equivalent ? 

Mr. Nicuors. Before I read it, I would like to state my comment 
was for the overall contract, that 1 considered it more favorable to 
the Government. In other words, the Dixon-Yates contract. For 
individual phrases and clauses there are bound to be certain provisions 
in one case more favorable in one than in the other. 

Senator ANpERSON. But the total is still the sum of its parts; 
isn’t it? 

Mr. Nicuous. Yes. 

Senator Anprerson. If you can break the contract down part by 
part and show which part is less—— 

Mr. Nicnots. If you could do that for each and every clause, | 
would agree with you. ‘ 

Senator Anperson. Let us take the force majeure clause. Was 
there any difference in these 3 clauses as put in the 3 contracts? 

Mr. Nicos. They read differently; yes, sir. 

Senator AnpERson. In the one which is in OVEC and EET, which 
I regard as a very fair clause, it starts something like this—and I will 
read from Electric Energy, Inc. : 

Company shall not be held responsible or liable for any loss or damage to 
AEC on account of nondelivery of energy hereunder at any time caused by an 
act of God, fire, flood, explosion, strike, civil or military authority, insurrection 
or riot, act of the elements, or for any other cause beyond its control. 

Is that comparable to the language in the Dixon- Yates contract ? 

Mr. Nicuors. The general intent is approximately the same. 

Senator AnpERsON. The Dixon-Yates contract says the company 
shall not be held liable. 

Mr. Nicuoxs. In either case, the phraseology does not relieve us of 
our obligations to pay the base charge. That is the major thing 
involved. 

Senator AnpersoN. Would you read me the language that makes 
you responsible to pay the base charge under the Ohio Valley or EFI 
contract? You read that to me. 
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Mr. Nicnots. I think we can find it in a minute, sir. 

Sen: aoe Anverson. I will be happy to have you read it. 

Mr. Nicnots. While Mr. Cook is looking that up, I would like to 
comment on the philosophy behind this type of clause. 

Senator Anprerson. I understand the philosophy behind it, but 
you have added things to this. 

Mr. Nicuors. We have spelled it out. 

Senator ANDERSON. Spelled it out 

Mr. Nicwors. Spelled out various things to clarify what the 
meaning is. 

Senator Anperson. The one says “shall not be limited to an act 
of God,” and so does the other. It says, “fire, flood, and explosion,” 
and so does the other. It says, “st rike,” and so does the other. It 
adds the word “sabotage.” Then it says, “an act of a public enemy, 
which is new. Then it comes to “civil or military authority,” which 
is comparable. “Insurrection or riot,” which is comparable; “an act 
of the elements,” which is comparable. “Failure of equipment”— 
where was that in the original contract? A failure of equipment is 
a failure of management, and why should AEC pay for the failure of 
management ¢ 

Mr. Nicnors. It is inherent in any of these contracts. On the fail- 
ure of equipment, for example, we can expect generators to be shut 
down. That is taken care of in other clauses in both contracts by 
the amount of reserve capac ity which the contractor is required to 
provide. For example, in the MVGC contract if one generator is 
down, they are required, the sponsoring companies, to furnish the 
600,000 kilowatts. If two generators are down, they are required to 
furnish only 400,000. But that is part of the basis upon which we 
negotiated the contract; and whether you put it in here as a failure 
of equipment or as something which is spelled out or not, it is in both 
contracts, 

Senator AnpERSoN. Now you come to the clause which I think is 
important in the Dixon- Yates contract which reads: 

Provided, however, That nondelivery on account of any such causes shall not 
relieve the AEC from its obligation to pay the company any charges payable here 
under except that such charges may include payments for insurance. 

Is that a wholly new idea ? 

Mr. Nicnors. No. Inthe other one it is more strictly a cost contract. 

Senator Anperson. Will you show where it is carriled in the other 
one ¢ ; 

Mr. Nicnots. It does not need to be. Here is a case where they are 
compensated by insurance, and we want to get credit for it if they are. 

Senator ANDERSON. Part of my life was spent in the insurance 
business. I understand that. My question is, Outside of insurance— 
if you had use and oce upancy insurance or some other type, of course 
there is recompense; but in case there is a strike you do not collect 
on insurance, do you? 

Mr. Nicuots. No, sit 

Senator Anperson. Therefore, the AEC under this contract must 
go ahead and pay under the strike provisions. “Strike” is in here. 

Mr. Nicuors. The strike is in EFI, also. 

Senator Anperson. But there are conditions that arise here that 
make provision that they shall be paid. Do you think the provision 
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which says that the strike in the previous clause is the same as strike 
in this one? 

Might I put it again. You said “strike” was included in the other 
contracts. I do not dispute that, General. What I have tried to point 
out to you, while “strike” is included in the other contracts, that sec- 
tion only says that the company shall not be held responsible for loss 
or damage because of strike. This says if there is a strike, the AEC 
shall continue to pay the basic capacity charge. If you think those 
are comparable, you and I don’t underst: and business in the same 
language. 

Mr. Nicuotrs. The main thing here is, if there is a strike we continue 
to pay the base charge. 

Senator Anperson. In the other contract if there is a strike, you 
do not. Why did you suddenly decide to pay the base charge in this 
one ? 

Mr. Nicuots. It is my understanding we do. 

Senator Anperson. Under what section? That is what I am try- 
ing to get. Will you read the section from the EEI contract that 
says if there is loss of damage on account of fire or flood that you 
continue to pay the base charge? You read that section. 

Mr. Nicnots. We are still looking for it, sir. 

Senator Anperson. I am trying to get you to admit there is not 
any such section in the EEI contract. I have gone through it care- 
fully, and I would love to see if you have found it. 

Mr. Nicnors. Would you care to proceed to the next question ? 

Senator Anperson. I was going to suggest that. If it is there, 
I have not been able to find it. If it is there, I would be glad to have 
you point it out. 

All I have tried to say clearly is, if there is a strike, if there is a 
flood, if there is a fire, we do not ordinarily—and would not under 
the other two contracts—pay the basic charge when you do not get 
delivery of current. 

Mr. Nicnots. We have not accepted that yet. 

Senator Anperson. I know you have not, but you are going to have 
to introduce some affirmative proof to deny it. If that is true, this 
is a very drastic, radical change which could conceivably cost. the 
Government a great deal of money. All I am suggesting is, you said 
we had approv red the contracts as we went along; but I am not sure 
which way we improved them, for the benefit of the Government or 
Dixon-Yates. I know it was not the intention to improve it for the 
benefit of Dixon- Yates. If something is wrong, we ought to correct it. 

Mr. Nicnots. Here it is sir; page 23. 

Senator AnpEerson. Which contract? 

Mr. Nicuots. Of the Ohio Valley Electric Corp. section 707, force 
majeure: 

The corporation shall not be held responsible or liable for any loss or damage 

AEC on account of nondelivery of energy hereunder at any time caused by 
act of God, fire, flood, explosion, strike—— 

Senator AnpERsON. Will you show us where you are reading? 

Mr. Nicuors. At the bottom of page 23. 

Senator Anperson. Which contract ? 

Mr. Nicnors. Of the OVEC contract. [Continues reading :] 


insurrection or riot, act of the elements, failure of equipment, or for any other 
cause beyond its control: Provided, however— 
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and here is a particular clause of interest 
that nondelivery on account of any such causes shall not relieve AEC from its 
obligation to pay corporation any charges payable hereunder. 

In other words, we continue to pay the charges such as the base 
charge. 

Then they go on: 

However, corporation will exert every effort to assure continuity of supply of 
the AEC contract demand to AEC; and when that amount of power is not avail 
able because of the foregoing causes, corporation will endeavor upon request of 
AEC to secure the necessary power from others at just and reasonable rates. 

Senator Anperson. That is similar to the language of the Dixon 
Yates contract, the last part. The EEI contract reads 

Mr. Nicnots. We have not found it yet. 

Senator Anperson. It is section 7.06. It is in the sheet in front of 
you which was handed to you. 

Representative Hinsuaw. The first part of that, Ohio Valley 
Electric contract, was not on the sheet supplied. 

Mr. Nicnots. We are still looking in the EEI. The understand 
ing is there is nothing in here that can prevent it. 

I am informed by my counsel that unless the contract will specifi 
cally exempt this, we would still be liable, unless there is some pro 
vision that states so. 

Senator ANpEerson. Who advised you of that ? 

Mr. Nicuors. Mr. Mitchell. 

Senator Anperson. If there is no prevision—— 

Mr. Nicuors. That was my understanding, that there was very 
little, if any, difference except for wording. 

Senator Anperson. The EEI contract has nothing in it about pay 
ing them if we are not getting delivery ? 

Mr. Nicuots. There is nothing in it that says we would stop pay 
ment of this capacity charge. 

Senator Anpverson. I am sorry. 

Mr. Nicuots. There is nothing in it that says we would stop pay- 
ment. 

Senator Anperson. There is not stepping down of the capacity 
charge when you deliver less than 600,000? 

Mr. Nicnots. No, sir. 

Senator Anperson. Not any stepping down? 

Mr. Nicroias. Not unless we ask for a cancellation; then there 
is. 

Senator Annerson. If they deliver only 300,000 kilowatts, you 
should pay for 600,000 just the same, capacity charge ? 

Mr. Nicnotas. If it is force majeure, yes, sir. That is my under- 
standing. They are under obligation, however, to go out and try 
to get the power at just and reasonable rates, and we would thereby 
suffer a loss which the first part of the clause states that they are not 
responsible for. In other words, that would be the loss to the AEC 
we have to pay in extra price for the power while the plant is out 
due to this. The result would be, we are suffering a loss for which 
they are not responsible if it is force majeure under one of these par- 
ticular phrases. 

Senator AnpeErson. In other words, you would pay for-more power ? 


Mr. Nicuots. Yes, sir. 
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Senator Anperson. Justify why you should do that in the case of 
a strike. 

Mr. Nicnots. The reason why we have done that is that. when you 
make a contract with an individual, the price generally is determined 
in part on the degree of risk involved. In other words, if someone 
is taking all the risk involved of giving you a product, he charges you 
one price. Generally speaking, if you absorb some of that risk, 
particularly the type of risk that is not under his control, you get 
a cheaper price. That is standard in all of our contracts, whether we 
are looking for competitive bids or for negotiated contracts. 

If you put every risk on the contractor, particularly things that 
are out of his control, you are going to pay through the nose for it 
because he has to allow for it in figuring his price. We have assumed 
in this type of contract it is better for the Government to assume 
that risk instead of having the contractor charge you a higher price, 
and he assumes it. It could be done, of course, either way. 

Senator Anperson. Are you familiar with the letter written by 
the Comptroller General of the United States on October 12 to the 
Honorable W. Sterling Cole, chairman of the Joint Committee on 
Atomic Energy / 

Mr. Nicuots. I would like to verify if I have the right one. Octo- 
ber 12 is the date? 

Senator Anperson. Yes, 

Mr. Nicuors. I believe we have been supplied with a copy. Yes, 
sir; I have it here, sir. 

Senator Anperson. Did you read the memorandum of the General 
Accounting Office in comments on the Dixon-Yates contract? 

Mr. Nicuons. Yes, sir; I have. I would like to point out, however, 
I passed it down to my staff to get comments on it. And on this type 
of activity, why, I, of course, did not go into every single paragraph, 
except to have someone point out to me the major points that are 
raised and then to assure me they have satisfied themselves or can 
satisfy we have a reasonable basis. 

In the Comptroller’s letter, as with anyone looking at a contract, you 
can point out certain things where you might have made a better 
deal. But in many cases we have swapped one particular concession 
for another; in other words, something that we are more interested in. 

Senator Anprrson. The first comment is: 

The proposed contract does not provide the ceiling on the amount of earn 
ings that the company may realize on its equity. 

Do you agree or disagree with that? 

Mr. Nicnors. Where is that ? 

Senator Anperson. This is the memorandum sent by the General 
Accounting Office with comments on the Dixon- Yates contract, page 2, 
under the heading “Company’s Return on Equity.” The first state- 
ment 1s: 

The proposed contract does not provide a ceiling on the amount of earn- 
ings which the company may realize on its equity. 

Do you agree with that? 

Mr. Nicnors. That is correct. If the company is able to build 
this at a much lower cost, the return does go up. Likewise, if they 
fail to build it within a reasonable cost, their equity goes down to 
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Zero, their return on equity Foes down to zero and below. In other 
words, they may suffer a loss. 

Senator Anperson. May suffer a loss ? 

Mr. Nicuots. Yes, sir. 

Senator ANDERSON. We may come to that a little later. 

No. 2: 

The proposed contract does not guarantee any earnings to the company. How 
ever, under the provisions of this account, if the components of cost and the base 
capacity charge and the base energy charge are overestimated, MVGC is in a 
favorable position in this regard. 

Do you think that is possible ? 

Mr. Nicuots. I would agree with the statement as stated. If the 
estimate is overestimated, it would put them in a favorable position. 
However, we do not think that the estimate is overestimated. 

Senator AnpErsoN. You say you do not believe it is overestimated / 

Mr. Nicuo.s. No, si 

Senator ANpERsON. I may call your attention to an item on page 3 
half way down the page, in which it says: 

AEC informs us that MVGC did not submit any engineering drawings or 
detailed cost estimates. 

Since you do not have a drawing or a cost estimate, how do you know 
whether they are or are not overestimated ? 

Mr. Nicnors. That is a very good question, sir. 

Se ae ANDERSON. | hope it might. be. 

Mr. Nicuots. We spent a lot of time on it because we recognize il 
this type of contract that unless we go out and pay the expenses of the 
deeign of the powerplant, probably on a cost basis, that you will not 


I 


have a better estimate of the cost of this for a considerable noth of 
tiie. However, we do feel confident we are within the } prope r range 
because you generally find that powerplants follow a pattern. If you 
look up various-sized powerplants and see what past experience has 
been, you can come within a reasonably close margin of what the 
results might be expected if you have good management. 

We have plotted the cost per kilowatt. In other words, all you can 
do is look for experience throughout the country and try to find out 
what is the cost per kilowatt of net capability for a similar type plant, 
which we have assumed in this case is a coal plant. In other words, 
you do not compare it with a gas plant. We find for generating 
units of 44,000 kilowatts or more completed in 1946 through 1953 that 
the cost 

Senator ANDERSON. What was the lower limit, 44,000? 

Mr. Nicurts. Forty-four thousand. 

Senator ANpEerRsON. Wouldn’t it be better if we dealt with 250,000 
and 500,000? 

Mr. Nicuors. We did that in a comparison I gave yesterday in my 
statement of plants we are building of higher and lower, but this is just 
another in addition to what I gave yesterday; that the cost per kilo- 
watt has gradually been rising. For example, in 1948 it was $109 per 
kilowatt; in 1949, $133; 1950, $123; 1951, $127; 1952, $127; 1953, $164. 

We gts a list of plants that vary in size. They run 600, 356, 176, 
200, 450, 358, 300. They are in the general ball park of what we are 
talking. F or a grant total of 9,397,000. 

I gave figures ‘yesterd: ay, and I felt we were within the range of the 
cost “of this plant. I would also like to point out since we set this 











146 UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO. 





figure that the index for construction costs throughout the United 

States for this calendar have already risen 3.97 percent. In other 
words, if the figure were right at the time we estimated, we now have 
another margin of almost 4 percent. 

On this particular price setting, I think if I had any influence on 
this contract, it is one of the major things I insisted upon. In other 
words, that we would have a fixed price, that we would not have a cost 
contract. I felt although there are many extenuating circumstances 
for the experience at Joppa, I personally was not going to have any 
more such experience to where we bear the cost to whatever a cost may 
cost. 

Also, the TVA has agreed to this figure. In other words, when we 
were making the comparative cost analyses to check with the Govern- 
ment, the TVA representatives agreed with the figure we were using 
as a representative cost for this size plant for today. In other words, 
starting construction in calendar year 1954. 

Also, the FPC representative felt it was a reasonable price. So I 
feel we have made a major improvement by fixing the price. For 
example, if this plant goes up, the percentage at ‘the Joppa plant, 
which is 39 percent above the or iginal estimate, Dixon- Yates are going 
to pay through the nose. 

Senator ANpErson. Of course, there were some circumstances down 
there. Do you desire to go into those ? 

Mr. Nicuots. Not unless you want me to do so. 

Senator Anperson. Did TVA stay within its estimates ? 

Mr. Nicnots. TVA had a much better experience across the river. 

Senator Anperson. You referred to your testimony, and I will 
refer toitthen. Itisonpage19. Yousaid: 

TVA’s Shawnee plant on which construction began in 1951 is estimated by TVA 
to cost approximately $145 per kilowatt of capacity. The OVEC plants on which 
construction began in 1952 are now estimated at $151 per kilowatt. The EEI 
plant 

and there is a void there. You do not tell when construction began 
on that. That started in the spring of 1951, too; did it not? 

Mr. Nicuots. February 1951. 

Senator Anprerson. Does that prove your contention that costs are 
going up or down / 

Mr. Nicuots. I think I put that in yesterday at the time I presented 
it at the request of the chairman. 

Senator ANperson. Upon inquiry, but you left it out. 

Mr. Nicnots. That was not intended, sir. I think if you take the 
TVA cost and the OVEC cost, for example, on OVEC from 1952— 

well, if you take just the percentage increase for this year alone, it 
would run it up more than $154. It is cert: ainly more than 10 percent 
since 1951 as to what the cost of construction has been. 

Senator ANperson, You are an engineer, General ? 

Mr. NicnHots. Yes, sir; lam. 

Senator AnDerson. Do I understand your testimony to be that the 
jump from $145 to $151 is due to increased construction costs? Is it 
not true there is a wholly different situation on the type of wire over 
which this is sent and a great many other things that enter in? 

Mr. Nicuors. I am talking about overall costs of equipment and 
what prices things go to. 
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Senator Anperson. I thought you used this to show there was an 
increase in construction from $145 to $151. Did you not just do so? 

Mr. Nicuots. I pointed out for this year the cost of construction 
has gone up 3.94. 

Senator ANperson. I understand that, but just a minute ago didn’t 
you suggest the difference between $145 and $151 ? 

Mr. Nicuots. That is part of it. 

Senator ANpERSON. You think it is? 

Mr. NicHots. Certainly there is a part due to cost of construction, 
and I would like to point out, however, the variation depending upon 
how good a job the plant constructor is, how good a job he does. That 
would also make it vary. All we can go by for this type of establishing 
a price is what is the experience. The experience appeared reasonable 
to us that the present reasonable estimate for a plant for starting in 
calendar year 1954 was $154 per kilowatt. 

As I state, that was agreed to with the representatives of TVA at 
the time we made these costs analyses. It was passed on by the rep- 
resentatives of the Federal Power Commission, and it looks to me 
like it is a fair figure. Actually, I was initially after a fixed price 
there. We decided that it probably would be better to hedge a little 
bit between a completely fixed price and a cost contract. You could 
make the decision to do it either way. So we traded the idea of any 
decrease in cost. We would share half of the savings. Any increase 
in cost up ot 9 percent, we would share half of the extra cost. 

In other words, we have a compromise proposal here; that there is 
some fluctuation going up with regard only to 9 percent of which 
we would pay 4%. Above that the company would pay all of it; 
whereas, if it goes down in cost, we do achieve half of the savings. 
But that in turn permits the return on equity to go up. But that is 
what the company is gambling on. In other words, a gamble as to 
whether they can do it for this. I have considerable doubts as to 
whether they can. 

Senator Anperson. My only question is whether there are some 
additional factors in this $151. I think you would agree that the 
Portsmouth plant has some 81 miles of wire. 

Mr. Nicuors. We think these are on a comparable basis because 
you can have costs all over the map if you assume in one case wire 
and transmission stations. But these we think are on a comparable 
basis. The OVEC plant is a bigger one which would tend to reduce 
the estimate on it. 

Senator Anperson. You are asking for a waiver of this 30-day 
clause or provision because of the urgency of this situation. Have 
you yet seen any engineering drawings or detailed cost estimates of 
this plant? 

Mr. Nicwors. Me personally? No, sir: I have not. 

Senator Anperson. Has any member of AEC yet seen any detailed 
engineering drawings or detailed cost estimates? 

Mr. Nicnors. No, sir; we have not yet. 

Senator Anperson. Therefore, there is no real urgency because 
you are going to have 90 days to get the plans ready ? 

Mr. Nicuors. No, sir. The company needs a contract before they 
start on detailed drawings that cost money. 

Senator Anprerson. We have been hearing they wanted to get 
started right now to avoid the freeze in the weather. And they can- 
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not get started because they haven’t got a drawing, by your own tes 
timony ; is that correct ? 

Mr. Nicnots. They have made certain studies. For example, the 
layout of the plant, where the loading system would go. 

Senator AnpeRsON, But they haven’t made any detailed drawings 
or estimates of it; have they ¢ 

Mr. Nicuoxrs. No, sir, but one of the considerations is ordering 
generators, and they are the long-time items. You can order a gen- 
erator without too many detailed drawings. 

Senator Anperson. If they thought this contract was going to be 
approved, they could go ahead and order the generators ? 

Mr. Nicnors. We could have at any stage of the game issued a letter 
of intent. I doubt if we could have after the law was passed, but be 
fore we could have. 

Senator ANDERSON. You could have issued it, but you would have 
found yourself in trouble ¢ 

Mr. Nicuois. What I should have said was that last spring we 
could have issued a letter of intent to start them on this type of work. 
But if we had done that, we would then have been negotiating what 
I call negotiating over a barrel. I did not want to put myself in that 
position. 

Senator AnprERsON. I think there was sufficient. authority in the law 
as it stood before the adoption of the Ferguson amendment to permit 
you to give them a letter of intent to go to work. Is that your 
testimony ¢ 

Mr. Nicnors. That was the advice of my counsel, that we had that 
authority. Of course, what we would need would have been the di- 
rective from the Bureau of the Budget were we to go ahead with it. 
I think we could have between June 16 and the time the act was 
passed, but I do not think it would have been very wise to do so when 
you consider the Congress of the United States was debating this 
matter. 

Senator ANperson. I think that is probably true. I think Con- 
gress decided that you did not have the authority or it would not have 
done the futile thing of passing the Ferguson amendment. 

Mr. Nicuors. I was advised we had the authority. Certainly, there 
is no doubt about it now with the Ferguson amendment. I understood 
that was raised on the floor of the Senate and was introduced in order 
to eliminate any doubt as to whether we did or did not have the 
authority. I have considered that an act of Congress which tells me 
it is authorized if we comply with certain things. 

Senator Anprrson. Do I misunderstand you now? Don’t you think 
you have to wait, or can you give them a letter of intent ? 

Mr. Nicuots. It is authorized under the act of C ongress, and what 
we are doing is carrying out the act to where we have proceeded with 
negotiating a contract. We have reached the point where we have 
submitted it to this committee, and we are now waiting for the next 
step. 

Senator Anprrson. All I wanted was your testimony that there has 
never been submitted to you as general manager or has to be submitted 
to you any engineering drawings, there has never been any detailed 
cost estimates. Therefore, this company is not ready to go in the next 
30, 60, or 90 days and therefore might just as well wait and find out 
the score. 
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Mr. Nicnors. No, sir. Under the terms of the contract they are ob 
ligating themselves that after the effective date of the contract—and 
there are a good many provisions there which determine the effective 
date of the contract—that they are estimating they can complete this 
plant for the first unit in 32 months and the second unit in 34 months 
and the third unit in 36 months. That is their estimate at the time 
they got the signal to go ahead. We have two more steps. One is a 
clearance from this committee, and the second, after signing the con- 
tract, is the SEC clearance. According to my knowledge, that must 
wait until after the contract is signed. 

They are ina position to proceed, and it is their estimate which we 
believe is reasonable, that they can accomplish the objective here which 
is to get power in 36 months. 

Senator Anperson. I still feel they have no detailed engineering 
drawings. 

Mr. Nicuors. I have stated they have not. 

Senator Anprerson. MVGC says the (¢ omptroller General of the 
United States in his memo did submit to AEC an estimate of cost by 
major features which totals $107,250,000 for the project. It includes 
$2 million for working capital. It includes $1,135,000 for transmis 
sion additions to the Arkansas Power & Light system. Why should 
the Federal Government pay for that? 

Mr. Nicnors. Because we are interested in back-up power. In other 
words, the only way we can get the power when one of these generators 
is shut down is from the Arkansas—or rather, the subsidiaries of the 
two companies. In other words, the Mid-South and Southern. In 
order to insure,that they can deliver this power, of conrse, you recog 
nize there must be a bucking up of transmission lines. For example, 
we also have costs in here “for improving the interconnections with 
TVA. This is the estimate of what it is going to cost them to perform 
this service. 

Senator Anperson. I can understand why you would put it in if 
this was direct power supplied to AEC, but this is only replacement 
power. So why are you interested in the backup of replacement 
power which does not come to the AEC 

Mr. Nicnors. Replacement power ’ what the act authorized and 
what we have been talking about from the beginning as a firm power. 
In other words, we still want the firm power. 

Senator Anperson. If the plant shuts down, will it reduce your load 
any or your power ¢ 

Mr. Nicuots. What it will do to the TVA system, we will be con 
tinuing to draw power from the TVA system at a constant load. In 
other words, 98 percent to where somebody else will suffer. 

Sen: _ Anperson. And you are going to pay for somebody else / 

Mr. Nicnots. That was our understanding. If we release power to 
TVA of a certain type, we get back—in other words, we are making a 
trade of power. 

Senator Anperson. But you are trying to back up this power that 
is given to somebody else and ask the Federal Treasury to pay for it / 

Mr. Nicuots. If we do not back it up, TVA will need extra generat- 
ing power to back it up. 

Senator Anperson. Have they asked for it. 

Mr. Nicnuous. We are trading them equivalent power. In other 
words, we are going to continue to demand that we get the power at 
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Paducah and Oak Rridge on essentially a 98-percent load factor for 
the bulk of our load. 

Senator Anperson. You will get it, but did anybody from TVA ask 
you to pay out this money to the Arkansas Power & Light or provide 
for its payment? 

Mr. Nicuots. I think in negotiating with Mr. Cook they wanted this 
back-up power where we have it. 

Senator ANnprrson. Did anybody from TVA ask you to put in a 
provision in this contract that lets them pay $1,435,000 to build trans- 
mission lines for Arkansas Power & Light? That is a simple question 
that can be answered yes or no. 

Mr. Nicuots. What they did was insist the language be clear so that 
backup power could be brought in. That is my understanding from 
Mr. Cook, who has been carrying on these detailed negotiations with 
the TVA. 

Senator Anperson. Is there any language that needed clarification 
to provide this $1,135,000 ? 

Mr. NicHors. You mean as to how we get the exact figure of 
$1,135,000? 

Senator Anperson. No. Mr. Cook said in order to make the lan- 
guage clear—this is not a matter of clear language; this is whether 
you do or do not pay for the Arkansas Power & Light Transmis- 
sion line. Did TVA ever ask you to do that? They are the ones 
that are going to suffer, you are not. You are going to get your 
power right along. 

Mr. Nicuots. What the TVA is interested in is the capacity of 
the lines to where we can assure them if they want this power. In 
other words, at peak loads, what we state is available will be avail- 
able. 

Senator Anperson. After this visiting, could I get an answer to the 
question, Did anybody in the TVA ask you to include $1,135,000 for 
building transmission lines for the Arkansas Power & Light Co. ? 

Mr. Nicuots. I think you could ask the more general question. 
TVA has never asked us to do this. We have our instructions from 
the Bureau of the Budget to get power of the type we trade with the 
TVA. We are trading a like type of power; in other words, firm 
power. Mr. Cook has been the one who has been talking to the peo- 
ple, I haven't. 

Senator Anpverson. I do not wish to belabor the point. If you do 
not intend to answer it, say so and let it go at that. I assume you do 
not intend to answer; is that correct? 

Mr. Nicnots. They assume that is our responsibility to where we 
had to put the money in outside of the TVA system to get the firm 
power. 

Senator Anprrson. May I assume, then, you do not intend to an 
swer whether anybody in TVA has ever asked you for it? 

Mr. Nicnors. They have asked to be certain we have the type of 
power we have here, whether it is firm or whether you drop down 
to 400,000 or 200,000, They need that in order to plan on how they 
can use this power. 

Senator Anprrson. I will pass on to the next step. 

The next item is a review of the MVGC estimate of cost. Read- 
ing from the Government report 

Mr. Nicuors. What page / 
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Senator Anperson. Still on page 3. I am taking it section by 
section. [Reading :] 

These contingency type items are approximately 17 percent of the total of all 
costs, included in the $104 million estimate of cost of facility. 

You said the cost of construction had gone up 4 percent. Was 
that not amply covered by the 17 percent reserve ? 

Mr. Nicuois. We have not changed the estimate since this cost 
data has been available. 

Senator Anprerson. Did I say you changed it? 

Mr. Nicuots. No, sir. 

Senator Anperson. You said the cost of construction, you thought, 
had moved up 3.9 percent awhile ago. 

Mr. Nicuors. That is right. 

Senator Anperson. This shows there is 17 percent in there to cover 
such escalator contingencies. 

Mr. Nicwoxs. In any construction estimate I ever saw as an engi 
neer, whenever you put down all the items you can think of, you 
always add a contingency. 

Senator Anperson. Is it the practice of the Corps of Engineers to 
add as much as 17 percent for contingencies? What is the figure? 
Do you know it? 

Mr. Nicuoxrs. It depends on how well you think your plans are, at 
the stage of where your plans are, nebulous as they are here. You 
add a bigger percentage because you do not know whether you have 
added all the factors. However, I have stated before, what we are go 
ing on essentially here is the overall estimate of what is the cost per 
kilowatt as experienced by other companies, construction companies, 
in the United States over the past few years. That gives us the overall 
figure. 

Senator ANpErsoNn. I asked you what the general figure of the Army 
Corps of Engineers was for contingencies. Have you not had for 
many years a flat percentage for contingencies in the Army’s Corps 
of Engineers? 

Mr. Nicuoxs. I believe at the present time the AEC, which I am 
familiar with, is about 10 percent. I have not done any construction 
for the Corps of Engineers since the Manhattan district days. 

Senator AnpreRson. You were not with the Corps of Engineers? 

Mr. Nicuots. Certainly, I was under the Corps of Engineers, but 
I state I have not been familiar with their construction program 
since I left the Manhattan district. Of course, there we were con 
structing under wartime circumstances and what I did was send up 
every 6 months to General Groves how much mone y I needed to carry 
on the next 6 months. 

Senator ANDERSON. When you were with the Army Corps of Engi- 
neers, was there a figure they added for contingencies? 

Mr. Nicuors. I do not remember what it was. I know in the AEC 
where we have a construction program the AEC is using 10 percent. 

Senator ANpERSON. In the event the contingency-type items are 
not needed and the facilities and building amount to $14,728,000 less 
than the cost estimate, the allowable annual return to MVGC will be 
16.5 percent on its equity. Do you agree with that? 

Mr. Nicnors. I agree with the arithmetic. However, I think the 
chances of anybody buil ling this plant for $14 million are almost nil. 
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Senator Anpverson. I do not think they say $14 million. They said 
$14 million less than $104 million. 

Mr. Nicuots. I hope they do. The United States Government will 
save as a result. 

Senator AnpeRsON. You hope they do build it for less? 

Mr. Nicnors. Yes. I would like to see them accomplish the im- 
possible. 

Senator Anperson. And build it for less than $104 million / 

Mr, Nicnous. Yes. I would personally like to see them to that, but 
[ do not think there is a chance in the world. 

Senator ANperson. I am glad you made that concession because I 
now want to ask the next question. Do you realize under this contract 
the less it costs, the more you pay? Is that why you are so anxious to 
have it down / 

Mr. Nicuors. You have asked an interesting question. I would like 
to give you some figures on that. I asked the same question. 

I would like to give the figures for what turns out for various 
contingencies here. In other words, what happens if you have 9 
percent under; what happens if you have 414 percent; what happens 
if you have a target estimate; and what happens if you have 9 percent 
over and 12.8 percent over ¢ 

Senator KNOwLANbD. Would the Senator mind an interruption ? 

As chairman of the Civil Functions Subcommittee of Appropria- 
tions, | have just phoned our staff and asked them to get in touch with 
the Army engineers and find out what the percentage of contingency is. 
My recollection has been on a new project in the start of construction, 
and it varies somewhat, but on some of them it has run as high as 15 
percent but it lessens as the construction goes on. But I told them not 
to trust their memory or mind and check with the engineers and give 
us a memorandum. 

Senator Anprerson. I think that is a fair figure, but in this instance 
we have a plant built by OVEC, a plant built by EEI, and the con- 
tingency. ought to come down to something in the neighborhood of 
6 percent. I am sure we can get plenty of engineering testimony to 
bear that out. 

Mr. Nicuots. I would like to give the figures for these various per- 
centages in two particular cases to where we really find out what it 
does cost the Government. 

Senator Anperson. Could we do this: We know what it is going to 
be if the y hit it exactly on the button. 

Mr. Nicnors. If they hit it on the button—these are all of our 
estimates here, hitting on the button—If you take the charge to the 
AEC, which includes everything (State and local taxes and also the 
component. of cost which is in the contract for Federal income tax), 
the estimate is 3.99 mils per kilowatt-hour. If you subtract from 
that the cost, because there is return to the Federal Government for 
income taxes, you really ih ave a net effect here of cost to the Treasury ; 
and this is based on a 52 2-percent Federal tax case, so you would have 
3.836. In other words, there is a saving due to taxes there, a difference 
when you compensate, or sixteen- hundredths of a percent. 

I would like to read across from extreme savings, which I have 
figured here as 9 percent under. First, what are the costs to us, the 
AEC, not met for by the Federal income tax? It would be 
3.969 if they go under 9 percent. It would be 3.979 if they go under 
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414 percent. It would be 3.990, which is the figure I gave you before, 
at the t: arget. It would be 4.005 if they go 9 percent over. 

Then we have where they start re: ally getting down to no equity, 
SO we save in 2 ways, and it gets down to 3.964. That happens to be 
one of the idiosyncrasies of how this works out. Whereas, if you 
subtract the Federal income tax and have the true cost to the Govern- 
ment—in other words, what is the true cost to the Government, and 
there I mean the Treasury of the United States, a corresponding cost 
starting at 9 percent under is 3.758; 3.797 for 414 percent under; 
3.836 for the target; 3.908 for the 9 percent over; and 3.914 for the 
12.8 percent over. In other words, there is a gradual progression 
upward. 

So, in other words, we save on the estimate. We do recapture costs 
at savings to the Government. That is why I made the statement if we 
could get something like $14 million less construetion cost, I person- 
ally would like to see it. Even though the company makes some more 
money, we would be saving the Treasury of the United States more 
than what they are achieving themselves. So I always like to see a 
good deal that saves Uncle Sam dollars. 

Senator ANprerson. You are familiar with the memorandum of the 
General Accounting Office on this. On page 5 it says: 

If the facilities are constructed with the estimate cost of $104,115,000, the 
annual capacity charge will be $9,052,050. 

Mr. Nicnoxts. What number is that ? 

Senator Anperson. A, on page 5. Don’t you have one of these let- 
ters ¢ 

Mr. Nicuors. Yes, but I have a different. numbering on the bottom 
of the pages. It is “Capacity charge, item 1.” Just in numbering our 
set, someone put numbers on rather than letters. 

Senator Anperson. Do you see the provision of “a” there, 
if the facilities are constructed for the estimated cost of $104,115,000, the annual 

-apacity charge will be $9,052,059. This is the base capacity charge since no ad- 
justments are necessary. 

Do you subscribe to that? 

Mr. Nicnors. Yes, sir; that is right. 

Senator Anperson. I do not hear you. 

Mr. Nicnors. That is right. 

Senator Anperson. That is correct, is it ? 

Mr. Nicnuors. Yes. 

Senator Anperson. And “b” says: 

the facilities are constructed for $94,365,000-—— 

Mr. Nicnots. I lost you there, sir. 

Senator Anperson. This is “b” 
if the facilities are constructed for $94,365,000, $9,750,000 less than the esti- 
mated cost, the annual capacity charge will be $9,074,820. 

Do you agree with that? 

Mr. Nicnots. Let me check it with our calculations here, sir. 

I have found that figure, yes. What did you ask about it? 

Senator Anperson. I said, the General Accounting Office said that 
the annual capacity charge, if the plant costs $9,750,000 less than the 
estimated charge, the annual capacity charge will be greater than it 
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would be if it cost $104 million, and they say the annual capacity 
charge will be $9,074,820. 

Do oo agree with that? 

Mr. Nicnors. We have got it broken into two pieces in our calcula- 
tions he re, and we need a little arithmetic. 

You can juggle these figures any way you want to, sir. 

Senator Anperson. I am not trying to juggle figures, General, I 
assure you. This is a report by the General Accounting Office. 

Mr. Nicnors. I didn’t mean to imply that, but I meant that you 
could come out approaching the answer. 

Senator Anperson. I am not trying to juggle any figures; I am 
trying to read you a memorandum sent you as a warning that maybe 
the provisions of this contract were not the best in the world. And it 
points out if they built the plant at estimated cost, hit it right on the 
button, the charge would be $9,052,000, but if they built it nearly 
$10 million cheaper, the charge would be $22,000 more. 

Mr. Nicnrors. Just a minute, sir. 

Senator ANDERSON. Ths at isn’t juggling figures. 

Mr. Nicuors. Yes, sir; I checked that $9,074,820 and I found the 
right comparison now, sir. 

Senator AnpERson. Do you agree with that figure? 

Mr. Nicuors. Yes, sir; but there is more to the stor y than that, sir. 

Senator Anperson. I understand that. But I am talking about the 
cost to the AEC. 

Mr. Nicuots. That is right, sir. But what we have done is to take 
the comparison of the two, of what the net cost for condition A, and 
what is the net cost for condition B, to the United States Government. 
In the case of A it is $8,515,800; whereas for condition B, it is 
$8,242,556. In other words, the net cost to the Government is much 
less if it goes down. But, in other words, we have in each case in 
setting this contract worried not only about the cost to the AEC but 
what is the net cost to the United States Treasury. 

Senator ANDERSON. Good. Now that is a very important admission, 
because under those circumstances, why didn’t you give it all to TVA, 
because the net. cost to the Government would have been less? To be 
sure, you wouldn’t have had taxes to pay to the State of Arkansas, 
but you have just said your consideration now is net cost to the Gov- 
ernment. 

Now, try to justify the contract on that basis, will you, please? 

Mr. Nicnots. I am not justifying the contract on that basis, sir. I 
am justifying the soundness of this contract from the standpoint of 
the job of negotiating that has been done by Mr. Cook, as to what is a 
net cost to the Government under the circumstances upon which we 
are D vying taxes to Arkansas, which is a policy decision, not made by 
the General Manager, but made by the administration. 

Senator Anperson. But you do not dispute the statement of the 
General Accounting Office ? 

Mr. Nicuors. No, sir; but just wanted to point out the saving to 
the Government is substantial. 

Senator AnpErson. I recognize that income taxes change the picture 
on that, and if you are going to take income taxes into consideration, 
I don’t know why you ‘shouldn't take State and county taxes into 
consideration. 





UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO. 155 


Mr. Nicuots. That is a question I think you should have asked Mr. 
Hughes, sir. 

Senator AnpEerson. Mr. who? 

Mr. Nicnors. Mr. Hughes. And in other words on the policy ques- 
tion of why do we pay taxes, State taxes, it is not a policy decision 
made by the General Manager. He never makes policy decisions, and 
I negotiate the contract. 

Senator ANDERSON. You heard Mr. Hughes’ testimony and you saw 
the number of times that Mr. Hughes passed it back to you ¢ 

Mr. Nicnotrs. No, sir; on this one, I think that he told you, as I 
understand it, that the administration has decided that it is wise 
to use private industry, even though when you consider in taxes, such 
as State and local taxes, that that is a sound decision, on the part of 
the administration. And as far as I am concerned, that is something 
they make. 

I then proceed from there, how do we get the most sound contract 
for my end of the job, which is General Manager of the Atomic Energy 
Commission ¢ 

Senator AnpERson. I assure you, General Nichols, I wouldn’t crit- 
icize you for a decision made by somebody else, and I don’t mean to 
do so. 

Mr. Nicnors. And of course they gave lots of arguments why they 
did this. 

Senator ANDERson. On page 7, the cost of coal, on top of page 7 now : 

The cost of coal used in the two base charges is 19 cents per million B. t. u. and 
adjustment for changes in this cost is provided by sections 4.03 and 4.05. The 
heat, however, is not subject to adjustment. 

Do you think that is right ? 

Mr. NicuHoxs. Yes, sir; you have to estimate what the heat rate 
will be, and the heat rate used in the energy ch: arge was checked by 
competent independent engineers, who judge it to be a reasonable 
average figure for the operations of the proposed p on 

Now, I think that you should recognize that it is most difficult to 
estimate exactly what the heat rate will be for a plant over the com- 
plete 25-year period. 

Senator ANDERSON. Can you give us the name of the engineer that 
estimated the heat rate on ths at? Because you had experience right 
next door to you, the Ohio Power Co., has a 500,000 kilowatt plant with 
a heat rate of 9,432 B. t. u.’s per kilowatt, and you have estimated 
9,917 B. t. u.’s—far different. 

Mr. Nicnors. That is for the Ohio Power? 

Senator Anperson. Yes. 

Now, what engineer gave you that? 

Mr. Nicnors. That is the figure for 1952, the third year of opera- 
tion, and as for the Philip Sporn plant in West Virginia, and it was 
achieved while operating on a test run under 100.4 percent load factor. 

Senator Anperson. You said that very competent engineers had 
given you this figure of 9,917. May we have the names of the compe- 
tent engineers. 

Mr. NicHorts. What we used was the breakdown from the Federal 
Power Commission on heat rate, and we checked with Mr. Adams who 
has appeared here, and we also have people. 

Senator Anperson. Mr. Adams is not an engineer; is he? 
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Mr. Nicuots. He is generally in the businesss of—he has charge of 
the Power Division, Federal Power Commission. And we also have 
people in our own staff that have been on the Federal Power Commis- 
sion. And he was on the Federal Power Commission for 13 to 15 years. 
We feel we have people down at Oak Ridge. 

Senator Anperson. Mr. Wallgren was on that for a while, wasn’t 
he, Senator Wallgren, and I never regarded him as an engineer. The 
fact that a man is on the Federal Power Commission doesn’t auto- 
matically make him an engineer. 

Mr, Nicuors. He is a technician, sir. The man I am referring to 
on our own staff is Leo Myers, a graduate electrical engineer, that was 
on the Federal Power Commission for I don’t have the exact figure, 
but in the order of 13 or 15 years. We feel that is reasonable. He was 
on the staff and he wasn’t on the Commission itself. 

Senator Anperson. Now, may I drop to the bottom of page 7, Gen- 
eral, and it says: 

If it develops that the MVGC plant should have a heat rate of 9,432 B. t 
per kilowatt-hour instead of the heat rate of 9,917 B. t. u. per kilowatt-hour used 
to estimate the overall fuel cost, the reduction in the estimated annual cost of 
fuel necessary to generate a full-time load of 600,000 kilowatts, would be more 
than $470,000. Since this element of cost is not subject to adjustment, MVGC 
would receive the benefit of this reduction in costs, subject only to the provision 
of section 4.14 in the event the MVGC annual earnings were more than the allow- 
able return established by the actual construction costs. 

Do you think that that is good business, to allow the heat cost to 
drop as much as a possible $470,000 a year and not make any adjust- 
ment in your rates whatever ? 

Mr. Nicnors. The answer on that Mr. Cook has given me, and I 
think everyone should recognize that I haven’t gone into all of these 
in detail, when I have an adequate staff, and I am assured it is reason- 
able. 

His information is that this is considered a reasonable estimate for 
the period over 25 years, particularly if you take into consideration 
what is the price for the middle of the Mississippi River, which Mr. 
Gore made so much of this morning. 

Senator Anperson. If it should develop—— 

Mr. Nicnots. Also, Senator, we have section 4.14, which, if there is 
a saving here, we get three-quarters of it, half of it initially and an- 
other half back on income tax. 

Senator ANpEerson. You really believe 4.14 will give you that ? 

I want to go into that a little later on, but that is the answer, then. 

May I turn on page 10 where it says, when the Government, General 
Accounting Office, item 1, it says: 

The proposed contract does not provide a firm date on which the power must 
he delivered. 

Do you agree with that statement ? 

Mr. Nicnots. Yes, sir. 

Senator Anprrson. Do you think there should be either a firm date, 
plus a penalty, or should it be left wide open ? 

Mr. Nicuors. We consider that they have given us an estimated 
date, as stated earlier, 32 months for the first unit and 36 for the third, 
and there are two provisions in the contract which make it of interest 
to the company to meet those dates. 





UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO. 157 


One is that we have an agreement whereby at the end of 36 months, 
if they have not met the date, they will provide us contract rates from 
their own power system and the companies in existence, 100,000 kilo- 
watts, and start supplying a part of this load. They could be selling 
that power to somebody according to testimony Il have heard at a 
higher rate. So that is one incentive. 

The second incentive is that once they start building this plant, 
they start pouring their money into construction, in other words on 
the $104 million involved in the construction of the plant, and they 
will be starting paying interest rates on it; as fast as the money is 
obtained from the bankers they have to start paying interest. They 
do not get any return on that until such time as they get the plant 
done. So you have the money tied up, to where there are calculations 
as to what the interest charge will be when it starts going awry. 
And it will cost them money. That is really limited in large | part by 
the capacity charge, which is roughly $8 million a year. 

So until they start getting a unit in production, they have no way 
of collecting from us for that capacity charge, and their financing 
starts going awry to where it is to their interest to complete this plant 
on schedule or before. 

That we considered adequate penalty, and I think that you raised 
the question the other day as to why not a penalty charge. 

Senator Anperson. Yes. 

Mr. Nicuors. Generally speaking, we have found, and I think this 
is borne out by the Corps of Engineers and by other construction 
agencies, that it is almost impossible to make eflective a real penalty 
charge, particularly on a contract of this size; whereas, as a general 
policy, we don’t rely too much on penalty clauses any more. ~ It was 
not considered applicable in this case. We felt these other two pro- 
visions were what gave us the assurance that the contractor would 
really put out to try to meet these dates. 

Senator ANDI RSON,. You mentioned the Corps of Engineers. and 
the Corps of Engineers would give a contract for the construction of 
adam. And does it uniformly put a penalty clause in that construc- 
tion contract ¢ 

Mr. Nicnotrs. I do not believe they do. 

Sen: ier Anprerson. You don’t believe they do? 

Mr. Nicuors. I am not certain of that. 

Senator Anperson. Did they ever put one out while you were the 
Corps of Engineers 

Mr. Nicno.s. There were times when I first got into the construc- 
tion business, you thought a penalty clause was a routine thing, but 
in recent years they have been dropping out to where it is question- 
able as to whether you can really enforce them. 

There are so many contingencies that they can claim on. And gen- 
erally you find them ineffective, and you usually pay for them anyway, 
and then, after you find they don’t meet the construction date, why, 
then the contractor goes through every rigamarole he can legally to 
try to avoid paying it. 

But in the meantime he has raised his price to you because you have 
mut iton. So there again it is a question of judgment of the contract- 
ing officer of really what is the best deal for the Government, should 
you have a stiff penalty clause or should you not. 
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We have felt in this case that the two considerations which I gave, 
the 100,000 kilowatts which they must supply and the fact that the 
base charge does not start until they get 1 generator going, and it does 
not pick up to the full amount until they get it all, is adequate provi- 
sion to insure that the contractor will make his best efforts to complete 
the plant on the scheduled time. 

Senator ANperson. If someone was constructing a large office build- 
ing downtown in Washington every factor that you have mentioned 
would be in there. But do you suppose he would ask for a delivery 
date in the penalty clause ? 

Mr. Nicuots. He might or might not, depending on who was run- 
ning the contract. 

Senator Anperson. I think it would be useful if you ask the Asso- 
ciated General Contractors what the prevailing practice was. 

Mr. Nicuois. On something standard, you could do something on 

, but where you have to write in enough contingencies to take care 
of things that may come up it doesn’t mean too much. 

We have some in our other wor k, where we have got penalty clauses, 
in some cases, and those cases come to me on all of the claims on them. 
And I finally had to pass on them after; we have a board that gives 
their recommendations to me, and I have noticed it is very difficult to 
make them stick. 

Senator ANpERSON. You spoke of these people pouring their money 
into this project. The other day I discussed venture capital. Have 
you since found anything in the contract that would prevent them 
from giving a cost- plus-10- percent contract, thereby making $10 mil- 
lion, and that ag om their venture c apital after taxes ? 

Mr. Nicuots. I don’t think it is necessary to have it in the contract; 
it is against the law. 

Senator ANnperson. It is what? 

Mr. Nicnors. It is against the law. 

Senator ANperson. What law? 

Mr. Nicuots. The Holding Company Act. 

I would like my legal counsel to pass on that. 

Senator Anperson. Do I understand you to say that it would vio- 
late the Holding Company Act if this company gave a contract to 
construct this on a cost-plus-10-percent basis? 

Mr. Nicnors. That is my understanding, yes, sir; but I will let the 
legal counsel testify on that. And I think counsel is better than an 
engineer. 

Senator Anprerson. I would be happy to have him do that. 

Chairman Core. Mr. Mitchell, do you swear the testimony you shall 
give will be the truth, the whole truth, and nothing but the truth, so 
help you God? 

Mr. Mrrcueu. I do. 


TESTIMONY OF WILLIAM MITCHELL, COUNSEL, ATOMIC ENERGY 
COMMISSION 


Mr. Mrrcuety. The section, Senator, is section 13 of the Holding 
Company Act, which appears in title 15, United States Code, section 
79 m. They are rather long, but subsection a briefly provides that 
“it shall be unlawful for any registered holding company through 
certain means” 
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Senator AnpDerson. Are we dealing with the Mississippi Valley 
Generating Co., is it a holding company under the law ¢ 

Mr. Mircne.y. No, sir. But it is my understanding— 

Senator Anperson. What are we talking about holding companies 
for? 

Mr. Mrrcnetx. I think the sponsoring companies, Senator, would 
be holding companies. 

And subsection b has to do with the subsidiary company of a regis- 
tered holding company and what it may do. 

Senator AnpERSON. My question is this: What would prevent the 
Mississippi Generating Co. from giving to Mr. Dixon and Mr. Yates, 
personally, if they wished to, contracts to construct this plant on a 
cost-plus-10-percent basis and make $10 million out of it, thereby get- 
ting their $5 million capital? You read how that is barred by the 
Holding Company Act. 

Senator KNow.anp. Are you assuming Mr. Dixon and Mr. Yates 
are incorporated? You use a 52 percent, which is a corporation tax; 
whereas, an individual tax might be in the 85- or 90-percent bracket. 

Senator ANprerson. Then form it into a corporation, Dixon & Yates, 
Inc., and tell me how it costs? 

Mr. Nicuots. I would like to have the counsel continue. 

Mr. Mrrcuett. My understanding was you were addressing your 
question to the point of whether or not the sponsoring companies might 
enter into such an arrangement. And I think the effect of the Hold- 
ing Company Act would be to prohibit this unless the Securities and 
Exchange Commission specifically authorized it, as being in the na- 
tional interest. Under the sections that I have referred to—— 

Senator Anperson. That is your only answer to this? 

Mr. Nicnots. There is another answer, if you want it, sir. And we 
have to pass on the costs of what ultimately go into it. 

Senator Anperson. I am sorry. I want to go back. Did you say 
AEC must pass upon the costs? 

Mr. Nicnotrs. Before the cost is finally set, we have to agree upon 
it as to what items went into that cost. In other words, we have the 
estimate now which we have agreed upon. 

Senator Anperson. Let me have the section of the contract that 
you are referring to. 

Mr. Nicuots. Section 402, page 12, if you read down near the bot- 
tom. That talks about how do you get the base capacity charges for 
changes in cost of facilities. If you read down near the bottom of it. 
It says: 


Cost for purposes of this section shall be mutually determined— 


That means AEC and MVGC-- 


not later than 18 months after the commencement of commercial operation of the 
third generating unit included in the facilities; provided, however, that for the 
period between the commencement— 


and so on. 

Senator AnpErson. Does that mean AEC does it or mutually agreed 
upon? If they don’t agree, you can force that upon 

Mr. Nicnors. That is subject to arbitration, sir. 

Senator Anverson. To the arbitration provision ? 

Mr. Nicuots. Yes, sir. 
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I think you also could go on with this, and accordin g to my rough 
calculations, they would Tose half a million dollars if. they tried it, 
due to the provisions of the contract. 

So I think we are adequi ately protec ted; besides they have indicated 
to us they plan to have Ebasco build it. 

Senator Anperson. We don’t think the arbitration provision is 
enforceable. Do you think so? 

Mr. Nicnors. Yes, sir. 

Chairman Coir. You are going to have who? 

Mr. Nicuots. Ebasco. 

They indicate to us their plans and how they plan to do these 
things, and we have a chance to discuss them, and then we have a 
later check which I think is quite effective, when you finally pass on 
what costs go into this accounting system for determining these 
charges. 

Senator Anperson. May I turn to page 11 in this memo, on the 
provisions for deferred maintenance, item 1: 

Out of the payments made by AEC, the MVGC will set aside each month 
for estimated maintenance expense $50,000 plus 0.15 mill per kilowatt-hour—— 

Mr. Nicnots. Where is this, sir? 

Sen: niet Anverson. This is on page 11, item 1. 

Mr. Nicuots. Is that under “Provision for replacements” ? 

Sen: tor ANpvErRSON. “Provision for deferred maintenance.” 

For all energy generated by the facilities. Assuming the plant generates the 
contemplated 650,000 kilowatts, this amount will be more than $120,000 a month 
and over the 25-year life of the contract will total more than $36 million. 

Do you feel there should be $36 million of deferred maintenance 
on that plant? 

Mr. Nicuots. That estimate has been checked and it is considered 
reasonable. 

Senator AnpEerson. $36 million of deferred maintenance is con- 
sidered reasonable? At the end of 25 years, you have estimated the 
plant will only be worth $25 million, or some thing like that, and said 
it would be an old plant, and there would be that much indebtedness 
left. And you say $36 million of deferred maintenance will be 
provided ? 

Mr. Nicnots. That is not deferred: that is estimated maintenance. 
That is the total maintenance, and that is not what is deferred, sir. 

wanater Awnperson. If it isn’t used, isn’t it deferred? And isn’t 
there a provision ? 

Mr. Nicuots. You have to estimate on what is the cost of main- 
taining the plant. There are experience records that seem to justify 
this as reasonable. 

Then you set up a fund, if it is not used, in case you defer it, and 
the deferred-maintenance provision is in a part of the maintenance 
section. 

Senator Anperson. Do you notice what the General Accounting 
Office said? It said: 

The AEC states that only maintenance requirements accumulated to the 
time of expiration or termination would be charged to the fund. If the latter 


be the intent of the parties, it is suggested that the language be changed to state 
such intention more clearly. 
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Mr. Nicnors. Just a minute. We have clarified that, but we are 
doing it in a memorandum of understanding as to what these provi- 
sions mean. I think that I can read the effective clause of that. 

Senator ANDERSON. You aren’t putting it in the contract? 

Mr. Nicnors. There are many things that we will put in a memo- 
randum of understanding as to what is our interpretation of these 
prov isions. 

Senator AnpDreRson. We have no way of knowing that you have a 
memorandum of agreement that you have drawn up on the side. 

Mr. Nicuots. No, sir. It is something which I haven’t even seen 
yet. I have seen the thing, and it is something you work on right up 
to the final time of signing, and any question that comes up, if any 
question is raised here, as to what is the intent of the provisions, if 
we have arrived at what is the meaning, it indicates there is a chance 
to misunderstand it, and we can put it in this memorandum of under- 
standing, Just the same as we look back in the laws as to what is the 
intent of the particular law. That is what we call the memorandum 
of understanding. 

Senator ANpeRsoN. I was merely trying to see 

Mr. Nicuots. We feel we have clarified that in the memorandum of 
understanding. 

And I would like to point out the fact that, as we have had this con- 
tract reviewed, and I think everyone will agree it probably has been 
the most reviewed contract at least, certainly, in my history, as we get 
suggestions from various individuals as to how you might misinter- 
pret the contract or how it might be interpreted to this advant: ige of 
the Government, we have tried to clarify the points. And we have 
found it necessary to correct the contract, we have done so. 

That is one of the reasons we have had so many drafts. Or if we 
find that the language is all right, we may just put it into the memo- 

randum of understanding to be certain that both parties understand 
what it means and how they would interpret it. 

Do you want me to read that? 

Senator ANpERsON. No. 

I want you to answer whether the point had been cleared, and if you 
think that you have dealt with it in a satisfactory manner, 

Mr. Nicnots. Mr. Cook feels he has dealt with it satisfactorily. 

Senator Anperson. That meets my point entirely. 

Now, the next provision has to do with the amount necessary to 
place the facilities in efficient operating condition. And it is subject 
to “practices prey vailing among prude nt operators of similar 
properties.” 

The General Accounting Office points out that— 
It is important to note that AEC will not have any say with respect to this 


determination. In addition, although a dispute might arise as to whether the 


determination was made in accordance with practices of a prudent operator, 
section 4.14 is not suject to arbitration as provided by section 8.25. 


Mr. Nicuots. That is one of the things we have corrected, sir, when 
we gave you the change yesterday. It is now subject to arbitration. 

( ‘hairm: in Cote. W ould you y iele 1 just for a moment so that I rane 
inquire as to whether there is any doubt about the legal effect of : 


memorandum of understanding ? 
Is there any doubt as to the legality or binding effectiveness of : 


contractual oblig ration of a memorandum of understanding? 
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Mr. Nicnots. Mr. Mitchell will comment on that. 

Mr. Mircnec.. Mr. Chairman, the memorandum of understanding 
of course would not have the status of an amendment to the contract. 
But it would be useful in interpreting the contract. 

We don’t intend to put anything into the memorandum which would 
be necessary as part of the firm obligations of the parties, but we did 
think it would be useful to summarize the history of the negotiations 
and state some of the points, as Mr. Nichols has suggested, on which 
there might be some doubt as to what the contract itself meant. 

This would have legal standing in the courts. It would be inter- 
pretation of the contract. 

Chairman Cots. I assume that memorandum of understanding will 
be endorsed and approved by the two parties ¢ 

Mr. Mircuett. Yes, sir. 

Chairman Corr. But you say it will not have contractual force. 

Mr. Mircuety. That is precisely it. 

Chairman Corr. If it doesn’t have contractual force, then what 
force does it have? 

Mr. Mircneti. Well, as Mr. Nichols has suggested, it is somewhat 
comparable to legislative history when you are construing a statute. 
If you have any doubt as to what the contract means, you look to what 
the parties have agreed they intended to say. 

Senator Anperson. Actually, it is just a couple of neighbors visit- 
ing over the backyard fence. 

Mr. Mircuety, No, it is more than that. 

Senator Anperson. If it is more than that, why isn’t it put into the 
contract? You have made other revisions in the contract. Why 
didn’t you make revisions on these things? 

Mr. Nicuors. If we think it is major enough to make it in the con- 
tract, we put it in, like on this one suggestion where it was pointed 
out we didn’t have it subject to arbitration, and we put it in the 
contract. 

On others where what is the meaning of some of these things, we 
decided to indicate the extent, and that is enough where you have a 
meeting of the minds. And it would be suitable for your protection 
in case of suit, ultimately. 

Mr. Mrrcnety. Some of the items covered will be detailed as to 
how the contract would be administered. There are things that 
prob: ably wouldn’t be appropriate in the contract itself. 

Chairman Corr. It is your view, then, that the memorandum of 
understanding would be binding upon the contracting parties in any 
judicial interpretation of the language in the contract itself ¢ 

Mr. Mrrcnenn. Yes, sir. 

Chairman Core. Then it is binding. 

Mr. Mrrcnetn. In that sense it is; yes, sir. 

Mr. Nicuors. This contract is already pretty long. If you start 
putting in all of the explanations, why it gets pretty difficult to 
comprehend. 

Senator Anperson. In view of these changes, then, is the contract 
in final form ¢ 

Mr. Nicnots. We believe it is; yes, sir. Of course, as I stated 
before, if I found—— 

Senator Anperson. If other changes are indicated now. 
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Mr. Nicnors. We have nothing that we are contemplating at the 
present time. 

Now, as I stated earlier, however, if this committee should come up 
with something that where we found we had made a mistake , certainly 
we would ask Mr. Cook to approach Mr. James, Mr. Dixon, and Mr. 
Yates and see if we can arrive at an agreement as to what is our mean- 
ing. 

But until the thing is signed, what we have indicated verbally is 
here is what we are ready to sign; but until it is signed, of course, it is 
not a binding document; and even after it is signed, it still has to com- 
ply with the law, which means either you waive the provisions of 30- 
day period, or it must sit in Congress while Congress is in session, 
and unless there is a provision in here that the SEC must make cer- 
tain determinations, but they can only make them after we have 
a signed contract. 

Senator AnpeRsON. Now, if I may go to the bottom of page 12, 
section 3. 

Senator Hickentooprr. If you will permit me just to ask a question 
there, Senator Anderson. 

May I ask you this, General Nichols: You say this is the contract 
which you are pre pared to sign 

Mr. Nicuors. Yes, sir. 

Senator Hicken.oorer. So to that extent it is final ? 

Mr. Nicttors. Yes, sir. 

Senator HickeNLooper. I mean at this moment. 

Mr. Nicnors. At this moment, yes, sir. 

Senator Hicken Loorer. Let us assume for the sake of my question 
that this committee decided to waive the 30-day period, and let us 
assume that you folks and Dixon- Yates made some substantive change 
in this contract, or substantial change, or material change in this con 
tract, after we had waived the 30 days. Does it have to come back 
to this committee ? 

Mr. Nicnors. If it was a substantive change, we would have to 
come back to the committee. If it was a case where we forgot to dot 


an “j”——. 


Senator Hickentoorer. I will pursue that point after a while 
What is our legal position at this moment? 

Mr. NicHots. Our legal position at this moment is that nothing 
is binding. 

Senator ANprersoNn. Section 3 points out. that this maintenance 
reserve, which could run $36 million, maintenance expense, which 
could run $36 million, if it isn’t all used up or isn’t constructively used 
up, they just decide it ought to be providing for placing the facilities 
in better fashion, if it isn’t all used up and there is a balance left, that 
that balance should be divided between the company and the Govern- 
ment. 

Since the reserve quite obviously was therefore too high, why should 
it be divided and why shouldn’t it all go back to the Government ? 

Mr. Nicnotrs. Of course initially we didn’t have any of it. 

eager Anperrson. Initially you didn’t have any of what? 

Mr. Nicnots. The question of maintenance, of course, always comes 
down to the type of plant that they will have at the end of the thing, 
and their incentive will be to keep it right up to date, as close as they 
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can, and ours of course will be to get the power out at the least. cost 
and the least expenditure of money. So there will be a continuing 
discussion on what shall be going into this. Besides on that dividing 
up 

Senator Anperson. If their reserve was too high and you paid rates 
based on the fact it was too high, you are going to pay them $500 
million during this contract. 

Mr. Nicuots. I would like to point out on that, sir, that this is again 
an estimate of what we think it will do, and we put in the saving clause 
that if it does turn out to be too high, that the AEC gets half of it 
back, and then the Federal Government in turn will get another half 
of what remains, so in effect. by their not maintaining the plant and 
not spending it, in other words utilizing economies, they get 25 percent 
and the United States Government gets 75 percent. 

Senator Anperson. Of course, it might not. The figure might be 
so large that they might be able to use this sinking “fund plan of 
depreciation to cut down their taxes a little bit toward the end, might 
they not? But, nonetheless, why shouldn’t the Government get it all? 

Mr. Nicwots. It is not available for that type of thing, sir. 

Senator Anperson. As the General Accounting Office suggests, why 
shouldn’t the Government get it all ? 

“Mr. Nicnots. This again is one of those provisions where you deal 
with a company and you are looking for an overall rate, and in one 
case we take something, and insist on it, and in another we give 
them something they want, and you have to look at the contract as a 
whole. 

As I have stated earlier, we have had a good many people, com- 
petent people, look at this and feel it is fair and reasonable to the 
Government. 

Senator ANpERsoN. Now, on page 12, determination—— 

Mr. Nicnors. We could have on this “paid the cost,” but then, you 
see, if they put a lot in, we would be taking all of it. But again we 
are trying to get a risk contract. 

Senator ANDERSON (reading) : 





The termination provisions of the proposed contract are not similar to those of 
other AEC power contracts where the potential liability of the Government is 
reduced progressively throughout the period of operation under the contract. 

Ts that statement correct ? 

Mr. Nicnors. I would say the cancellation provisions are different 
from the other contracts; yes, sir. 

Senator Anperson. The termination, you mean. 

Mr. Nicnots. They are the same thing, to terminate and cancella- 
tion. Itis lamp a different name for the same thing. 

Senator Anperson. They are not similar to others ? 

Mr. Nicuors. No, sir; they are not. We felt that in this particular 
case we negotiated a very good cancellation provision, and we have 
some provisions in here that are more advantageous than the ones in 
the other contracts, and we also have provisions that are in here to 
protect the TVA. 

For example, we have extended the time from 3 to 4 years, the notice 
period, and when I say “protect the TVA,” I mean this: If the TVA 
is counting on this power, and we suddenly cut it off by cancellation, 
or if we cut it off and the company immediately had the right to pick 
up the 100,000 kilowatts a year, which they are obligated to do after 
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either 3 or 4 years that we determine, TVA might be left high and 
dry to where they could not come to Congress and get an’ appropria- 
tion, and so we figured there the period where if they had to build to 
replace this, to get an appropriation, would be a 3-year period. Well, 
it takes time, as you know, to get things through the Bureau of the 
Budget and through Congress, and we felt that at their request—and 
I don’t know all of the other arguments they had on this—we should 
make this 3 or 4 years. 

That is typical of the type of provision Wwe put in here to protect the 
Government, both the AEC and the TVA, that makes this different 
from the other cancellation provisions. 

Senator Anperson. The Government—— 

Mr. Nicuots. I think we have a fairly sound cancellation provision 
when you consider the whole aspect of it. 

Senator Anperson. At this late hour of the day, I am not going to 
start this; 51 million on 107 million is pretty liberal. 

Mr. Nicuors. We have cancellation charges on TVA contracts. 

Senator Anperson. “Under the MVGC contract the potential lia 
bility of the Government remains the same through most of the life 
of the contract; for example, it is the same at the end of 15 years of 
operation as it is at the end of 5 years of operation.” 

Do you think that that is sound business ? 

Mr. Nicnots. Yes, sir; because there is another provision which you 
haven’t considered in that same statement. 

Senator Anperson. Do you think this provision is good ? 

Mr. Nicnors. Yes, sir; because I w: int to explain it, sir, as to why 
it is good. We have in the contract that the company must assume 
100,000 kilowatts a year after the end of the notice period. That is 
a minimum that they must assume. If 

Senator Anperson. Following notice? 

Mr. Nicuors. After notice; yes, sir. And if we give them notice, 
then at the shal ‘of : 5 or 4 years, ‘whichever we specify, they must start 
picking up 100,000 kilow: atts, as a minimum. 

Now, in addition to that, there is the statement in the contract. which 
says they also shall pick up to the extent of their load growth. We 
feel that in an expanding economy such as we expect to have in the 
United States, I would hope that in this part of the country the load 
growth of the two sponsoring power companies will be at a much faster 

rate 15 years from now than 5 years, and this thing goes up, I guess you 
call it geometrically, as to where it is so much percent per year. That 
means that if a normal load growth is 100,000 kilowatts now, 15 years 
from now it should be a greater load growth, to where the contract 
requires them to absorb the capacity in accordance with what their load 
growth actually is. So we do have greater protection at the end of 15 
years. 

Senator AnDerson. If that is true, then there should not be as great 
a gg ition penalty at the end of 15 years as there is at 5 

Mr. Nicnors. Actually, termination penalty is determined by what 
is not absorbed, so if they are absorbing at a higher rate—in other 
words, the $51 million which I cited yesterday was if we just suddenly 
stopped, right at the very beginning. That. is the absolute maximum, 
and nobody has a use for this power and you shut it down, and you shut. 
down the powerplant. I can’t visualize that occurring. That is a 
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maximum. If the sponsor ing companies can’t continue to use it and 
both of them are in a rising economy to where, as time goes on, the 
absorbing of 600,000 kilowatts should be a lesser and lesser problem, 
with the contract as so written, if it is there, if there actually is that 
load growth, they must absorb it. 

Senator ANpERSON. Will you turn to page 14, item 2, under “Mis- 
cellaneous comments.” They point out that— 


The base capacity charge is computed on the basis that payments for borrowed 
money will be made annually (the annual payment shown in appendix C is 
$5,532,000). AEC has informed us, however, that MVGC will make payments for 
borrowed money quarterly (4 quarterly payments will total approximately 
$5,492,000). The annual difference in favor of MVGC is approximately $40,000 
which over 25 years totals approximately $1 million. 

Do you not think that that $1 million would be worth picking up? 

Mr. Nicnors. There is a compensation for that, sir. I saw it the 
other day, at least. 

Senator ANperson. Whether there are or are not other compensa- 
tions, the fact remains that they are charging you on the basis of annual 
payments, and they are going to pay it quarterly ; and over the contract; 
that makes one million dollars’ difference. Why should they not 
give you credit for that $1 million and why do we just waive it and 
say, “Well, we negotiated some other point with them and agreed not 
to charge somebody for rent here somewhere else.” That is not the 
way business is ordinarily done. 

Mr. Nicnors. What happened on this was, during the process of 
negotiation we started out with that, and also discovered a compensat- 
ing error in the other direction whereby we figured that $39,000 there 
is a slight difference. 

Senator Anperson. There is $1,000 difference, so in 25 years it is 
$975,000. Iam cutting it to $975,000; and you tell me why $975,000 is 

not worth saving. 

Mr. NicHoxs. “My figures will jibe with the $39,000. You multiply 
that by 25, and we get $975,000, in other words, instead of $1 million. 

Senator ANperson. That is what I said a minute ago. It is $25,000 
from 1 million. It is almost exactly that. Why not save $975,000? 

Mr. Nicuoxs. There is a compensating factor of 5.75 thousand for 
the difference in the compensation as to how you figure the interest 
rate over the 25 years. I mean, in the way we first figures these fig- 
ures. That is where there is compensation there of 5.75. 

Then there is another difference between the 3.5 and 3.6 percent 
as to what financing is going to be. We figure we come out here—— 

Senator Anperson. But that does not come into this. Are you 
going to start giving them credit if they have to get up to 4 pere ent? 

Mr. Nicuors. No; but this is one reason—I am giving you the reason 
why we did not correct this. 

Senator Anperson. But the fact that money is going to cost them 
3.6 is part of this venture that you are talking about. 

Mr. Nicuors. What we are stating here is that you have two com- 
pensating changes in the contract. “We could make them; but if we 
made them, if we made the compensating changes, as to what we 
actually find are the facts. the difference would be $23,000 per month 
in favor of the AEC, and so we haven’t opened up the subject, and 
we figure we will stick 
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Senator Anprrson. If you opened up the subject, someone might 
suggest to get their financing in the open market, and then you might 
find the rate dropping be low 3.5. 

Mr. Nicnots. That is questionable, sir. 

Senator Anperson. At least they are not going to try it. 

Mr. Nicnors. I question—I think Mr. Strauss might give you a 
comment on that. He isa banker and I am not. ; 

Mr. Srravss. I doubt whether you could sell debt for 95 percent 
oF nA ralue of the assets in the open market. 

Senator ANDE eam, You doubt—I am sorry. 

Mr. Srravuss. I doubt whether the open market would buy debt 
for 95 percent of the value of the assets. 

Senator Anperson. With this kind of a Government guaranty 
behind it? 

Mr. Srrauss. There isn’t a guaranty. 

Mr. Nicnoxs. But this is typical of the type of thing when I am 
saying you must look at the contract as a whole, and we have had to 
swap one concession for another, and when we have come out with 
an answer here, we have stuck with it. This is one where we decided 
not to open the question, because we would lose that much for the 
Government. 

Senator AnpErson. General Nichols, I have a lot of things I could 
stay with, but I will try to come to one last subject and let someone 
else go ahead, 

Are you familiar with any pl: in to select anyone to build this plant? 
Do you know whether MVGC has decided upon anyone to build the 
plant for them? 

Mr. Nicnots. They have indicated to us they plan to use Ebasco, and 
the Ebasco Co., Ebasco Services, Inc., is presently working with them, 
for example, on such things as working out the site and the planning 
on that. Ebasco is already on the job at the company’s expense. 

Senator ANpERsoNn. I am interested in the hearings we had on this 
bill, at page 1001, where we were talking about the Ebasco fiasco. Are 
you familiar with that ? 

Mr. Nicnots. By hearsay. That occurred before my time, of 
course, but—— 

Senator ANperson. Surely when becoming General Manager and 
knowing we lost some $40 million by the Ebasco fiasco, you certainly 
would not want to step back into it without examining it; would you? 

Mr. Nicuots. No, sir. In other words, when they first brought up 
the point at Ebasco, I sort of lifted my rage as you appare ntly do, 
Senator, and I went into it in some detail. I went into it in consider- 
able detail, and I will tell you why we have finally agreed and why 
we are not objecting to the idea of Ebasco. 

Here we have a company which over a period of years has had an 
excellent record in building powerplants. In other words, this par- 
ticular company, Ebasco, if you look up their record, they have come 
very close to their estimates, and the Joppa plant is undoubtedly a 
great exception to their normal practice. 

Senator Anprerson. Did they ever build one for the Government 
on an open-end contract ? 

Mr. Nicuots. I am not giving them an open-end contract on this 
one. That is one of the considerations why I wanted.to approach a 


fixed-price contract. 
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But here is a company which, except for one blot on its record—and 
I think you would have to call it that, the Joppa plant—has done a 
beautiful job throughout the United States, and particularly in this 
area where this plant is going to be built. 

Moreover, because of the fact that this is essentially a fixed price 
on the cost of construction, I feel that we should give more weight to 
the sponsors’ desire as to who they want to use. 

Third, I think that the Ebasco Co., having such a good record except 
for the one blot, will do their best—I was going to use a little profan- 
ity—to really recoup on, their record. And they have indicated that 
they will give this top attention of their management, and I feel 
that that is a reasonable thing to do, although I recognize that that is 
a subject of criticism, and I can say that when | brought this thing to 
the Commission the same question was raised—Why Ebasco ? 

Senator Anprrson. Just one $40 million flop ought to be enough 
for one Government at one time. But you speak about this great 
organization they have now. 

As a matter of fact, General, does Ebasco have a steady staff, 
does it build people for particular jobs ¢ 

Mr. Nicuots. They do as all construction companies do, increase 
and decrease, but they have a steady staff for a reasonably steady 
workload. 

Senator ANpersonN. You say they have had a remarkable experi- 
ence in the building of these plants. Could you outline plants of 
300,000- and 400,000-kilowatt capacity that they have built in the last 
few years, or that they have built in their entire history 

Mr. Nicuots. In what district ? 

Senator Anperson. Just in their history. Would you list some of 
the plants? 

Mr. Nicnots. Yes. We have some data on that, sir, as to what 
they have been doing in regard to their estimates. 

We gave this a great deal of soul searching, and I know I did, be- 
cause we recognized that with the past history this would be subject 
to comment, and rightly so. 

Senator Anperson. Let me just say it this way. I need not assure 
Admiral Strauss that I have the highest admiration for him, and I 
have watched his work for a great many years. While my question- 
ing may appear severe, Admiral Strauss knows that I have a great 
deal of respect for him, and I have equally high respect for you, Gen- 
eral Nichols. 

It would seem to me that awarding this contract to Ebasco, which 
had just succeeded in giving the Atomic Energy Commission one of 
the blackest eyes that a group of people could ever give, is inviting 
criticism, and inviting lack of confidence in what now goes on. 

Here we have testimony before us that the best thing we can do is 
gloss it over; they went in and made a horrible mess out of things, 
and— 

Mr. ‘Nicwors. I would not give Ebasco a cost contract. 

Senator Anperson. I agree with you. I would not only not give 
them a cost contract, I would not give them any contract if I wanted 
to make sure I had popular sympathy with me. 

Mr. Nicwots. Our recourse here is, we normally permit—in other 
words, we are hiring the brains of the sponsoring companies, that 

have been in business, to carry out this program. Normally, unless 


or 
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we want to exercise a veto right—in other words. I think we could 
have vetoed this company if we had insisted upon it. In other words 
it is. the sponsors’ judgment that they can get the best construction job 
with E basco because of their « expe rie nce with the *m in their aurea. 

Now my understanding of one of the troubles at Joppa was that 
you had Ebasco working in an area they never had worked in before, 
and the y had unusual labor difficulties. 

Senator Anprerson. Have they ever worked in the West Memphis 
area before ? 

Mr. NICHOLS. They do all of the work for the Mid-South Utilities. 

Senator AnpERson. You made a statement just a second ago that 
part of the trouble with Ebasco on their job was they had never worked 
in the area before. 

Mr. Nicnots. I said in the area of EEI, where they made the mis- 
take in Joppa. That is what I intended to say. 

Senator Anperson. Have they ever worked in the West Memphis 
area before ? 

Mr. NicnHo.s. They have worked in the Mid-South Utilities area, 
and I would like— 

Senator ANprerson. The Mid-South Utilities has no plant at West 
Memphis, has it? Then have they ever worked in the West Memphis 
area before / 

Mr. Nicuors. The Hamilton Moses plant, as I understand, is the 
closest to West Memphis, and I would have to find out from the 
sponsors just how close that is, and 1 don’t have a record here before 
me. 

Senator Anprrson. The testimony on page 1003 of the original 
hearings says, — the heading “Increase in Plant Cost Over Origi- 
nal Estimate— a, $58 Million.” with an estimated increase in 
annual power chanetl for changes in cost of facilities of $2,800,000. 

Now, what confidence does that give you in the firm, and why do 
you think they are so good ¢ 

Mr. Nicuors. As I stated, I questioned this very critically, and I 
have given you the arguments that are in favor of permitting the 
sponsors to select the company of their choice. 

In other words, they have the greatest risk in this if Ebasco has 
another difficulty of achieving their estimate. The greatest sufferers 
in this will be the Mid-South, because it is essentially a fixed price 
with a definite ceiling on for the Government. 

As I stated earlier, if they have a repetition of what they had at 
Joppa, the MVGC will ae tually lose money. 

Senator Anperson. I regret I have used so much time, Mr. Chair 
man, and I will stop here. 

Chairman Core. Are there any questions from Members of the 
House ? 

Representative Hrysuaw. I would like to know what business is it 
of the Government as to who is employed by this company to do 
what? If they agreed to furnish the power, why, that is as far as the 
Government goes, is it not / 

Senator Anperson. The increases in cost are reflected in the in- 
crease in rates. 

Representative Hrnsnaw. The increases in cost are penalties, as I 
understand it. 

54602—54 12 
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Mr. Nicnots. We don’t have, as I think they have, the right—they 
actually have the right under the contract to go ahead and select their 
own contractor, but I am certain that if we said, “No,” the fact is if 
we said, “This is a condition of the contract,” undoubtedly they would 
shift contractors. 

We have not seen fit to do that. But we don’t pass on whether they 
get a generator, for example, from Westinghouse or Allis-Chalmers or 
General Electric, as long as the deal looks O. K. to us. If we see there 
is a basis for tying it up, we do have a right to criticize and discuss it 
with them. 

Representative HinsHaw. It would be highly improper for the 
Government to try to tell the contractor what he should do, as long as 
he has a firm contract with the Government to perform. 

Mr. Nicuors. That is right, and that is why we have let them go 
ahead with this company. 

Representative Hinsuaw. You are buying electricity under certain 
conditions, and what other conditions the company has to go through, 
as I get it, are not particularly your business. 

Mr. Nicnors. If this were a cost contract, such as EEI, why, then 
we would insist on passing on that. 

Representative Hinsuaw. You have a maximum cost, have you not ? 

Mr. Nicnous. We have a maximum on what the costs can go to on 
this contract, and we feel we are adequately protected. But we are 
going into this with our eyes open; in other words, we have looked 
at this record, and we have gone ahead on the premise that there is 
adequate reason to believe we will get good performance. 

Representative Hinsuaw. Do you know whether TVA has con- 
tracts for the purchase of electric power ? 

Mr. Nicuors. What is that, sir? 

Representative Hinsnaw. Does the Tennessee Valley Authority, 
to your knowledge, have contracts for the purchase of e slectric power 

Mr. Nicnors. Yes, sir. As I understand, they are pure chasing 
electric power, and purchasing it for us, for example. 

Representative Hinsuaw. Under contract? 

Mr. Nicnors. I am not familiar with all of the details, but I am 
sure that TVA can give you that better than I can. But I do know 
that they purchase what we buy in Paducah, and there is more at 
Oak Ridge. In fact, at both of our plants at the present time, Pa- 
ducah and Oak Ridge, a part of the power supply that the TVA is 
furnishing us comes from power that they are purchasing from pri- 
vate companies outside of the TVA area 

Representative Hinsuaw. I will ask the representatives of the 
TVA if they have such a contract or contracts, and to present them. 

In connection with this contract, is there any good reason why it 
should have been made directly by the TVA, as ‘has been alleged here, 
or why you should make it in the AEC? What is the basis of dis- 
cussion on that? 

Mr. Nicuots. I consider that the essential decision on that has 
really been made by the administration. 

Now there are some reasons as to why we should buy, in other 
words, why we should be the ones buying the power here. One is 
we do have better contracting authority for esate contracts. 
That is my understanding, that our authority exceeds what TVA has, 
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There is also some question of the willingness of TVA. At the 
time this thing was decided, we were asked to explore the possibility, 
and we came up—in other words, the AEC never recommended we 
go ahead with this. We gave certain facts to the administration with 
the idea that when you coordinate two Government agencies as to who 
does what, that that is a higher authority than either one of them. 

The facts were passed up to the Bureau of the Budget, and we were 
instructed to proceed with negotiations for this contract. 

Proceeding with the negotiations for this contract was O. K.’d by 
the Commission. In other words, I had an O. K. from the Commis- 
sion to proceed with negotiating this contract. 

Representative Hinsnaw. Do you consider this a better contract, 
or as good a contract, at least, as was made between the Electric 
energy, Inc., and the Ohio company, and the AEC ¢ 

Mr. Nicuors. I consider it, and I have so expressed it, that I be- 
lieve this is the best contract that we have made with either the TVA, 
EEI, or OVEC. But I think we have learned by experience as to 
what you need to get into these contracts, and I think we have made 
improvements to where we have, overall, a better contract for this 
purchase of power than we have had in the past. 

Representative Hinsuaw. As to the contracting of the TVA, which 
has been brought up here, the question has been raised why you have 
not contracted already with the TVA for an exchange to replace 
power. 

Mr. Nicnors. I think the question you are referring to is, Why 
haven’t we completed our negotiations with TV A before we were ready 
to sign a contract with the MVGC ? 

Here is a case that is sort of like: Which comes first, the chicken or 
the egg? Ultimately, of course, we have to have 2 sets of contracts, 
1 with the TVA and 1 with MVGC. I felt the difficult one would be 
to do business with private industry. In other words, we should get 
that one first. 

It also has the most hurdles to go over in getting it approved, such 
as the provision of law to come before this committee, whereas I don't 
know of any provision which requires us to come before the committee 
for the TVA contract. 

Also, I feel that in dealing with the TVA we are dealing with an- 
other Government agency, and we should be dealing with them on the 
principle of making the best deal for the United States Government, 
and I have every assurance that we can make such a deal. 

Now, we are not, as Senator Gore said, in a position of buying power 
and it being delivered to the middle of the Mississippi River with no 
assurance as to where it will go. I refer to a letter which we have 
received from the TVA in that regard. 

We have been in communication with the TVA, and we have sub- 
mitted the contract to them, and we have made changes they have sug- 
gested, to where it is technically satisfactory to them, and where we 
can make the technical arrangements for the receipt of power. 

The Chairman of the TVA has sent a letter, dated September 30, 
from the Chairman of the Board of the TVA, Merbert D. Vogel, 
addressed to the Chairman, Hon. Lewis L. Strauss, found on page 90 
of the data I submitted to the committee yesterday. That is in reply 
to our letter in which we posed the problem, and at the beginning of 
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this letter it refers to certain changes which they have requested. 
Then they end up with the statement that— 


Assuming that the arrangements between AEC and TVA will, as we expect, com- 
pensate for any benefits in cost that otherwise would accrue to TVA, our direct 
concern with your contract with MVGC would be limited to the provisions dealing 
with physical impact on our system of the power purchased for your account in 
replacement of power taken from our system by your Paducah project. On the 
foregoing assumption as to the AEC-TVA arrangements, and with the changes 
discussed by your representatives and ours on September 27 and 28, we believe 
that all such provisions of your proposed contract with MVGC would be in a form 
satisfactory to TVA. 

The changes that the TVA has requested as a result of our confer- 
ences—Mr. Cook conducted these negotiations with TVA—have all 
been made in the contract which was submitted to this committee. 

I now feel that we have an understanding with TVA that they will 
receive the power. Of course, it isn’t a signed contract, and I think a 
Government agency—certainly I know I can take General Vogel’s 
word for what the meaning of this letter is. 

Now there is still to be resolved : How do we divide the costs between 
AEC and TVA? Asstated by the Bureau of the Budget, it was clearly 
stated to this committee and to the public that there is an increased cost 
due to buying the power from the private utilities, and in Mr. Hughes’ 
letter of August 18 to the TVA and to the AEC he outlined certain 
premises upon how we should distribute these costs. 

It is true that we are still negotiating on how to distribute these 
costs, and I believe the point of difference as to how far apart we 
are per year is about $114 million. 

Now I am not too worried about how we finally settle this, whether 
we end up with that $114 million difference, whether we have half 
of it or most of it, or TVA has. 

The understanding I have with Mr. Vogel is that we will both 
be working for what is the best deal for the United States Govern- 
ment. In other words, how will we adjust these charges and make 
the arrangements with the company to where the United States Gov- 
ernment is getting the best proposition ? 

Now, then, we will then have to distribute the costs resulting from 
that, there between two Government agencies. If we fail to agree, 
of course, the Appropriations Committee may have a word as to how 
we divide the costs. But I am not worried too much as to whether 
we pay $1 or whether TVA pays $1, as long as Uncle Sam gets his 
dollar’s worth. 

Representative Hinsuaw. What costs are you speaking of? In 
lieu of taxes? 

Mr. Nicnors. Actually, we were told that we would absorb the 
costs for taxes, State taxes. 

My original recommendation to the Commission and to the Bureau 
of the Budget was, Why not let TVA pay the taxes? But the Bureau 
of the Budget has said AEC pays the taxes. 

However, we did raise the question. Well, in moving the plant 
to the West Memphis area, there are certain changes to TVA, as 
distinguished from having the plant in the Paducah area. They 
need most of the power down in the Memphis area. The cost of 
coal in the Memphis area is higher than in the Paducah area. There- 
fore, a part of that increased cost of coal—it is assumed that at 
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Paducah, at the time this contract is in es that. the price of coal 
will be about 151% cents per million B. t. u.’s, whereas at the West 
Memphis site, it will be in the a in of 19 cents per million 
B. t. u.’s. Now, certainly a part of this differential is to the advan- 
tage of the TVA, and not all of it, because we are hauling it past 
the plant where they would have built it at West Fulton. So I feel 
that that is a type of thing that compensates for a benefit to TVA. 

Now what is taking the time is that. there are many ways of figuring 
out as to what is the best way to handle this power, and how do you 
operate this plant, and the base load plant there is a fluctuating load 
plant. Do you figure that the power we use at Oak Ridge comes 
from here, or from some other plant. And the adjustment of the 
contract at Paducah to where we release the power. 

So that is the type of thing that should be worked out between 
two Government agencies, on a friendly basis, and I see no reason why 
it cannot be done. 

Representative HinsHaw. Did you ever mention the line losses com- 
ing in from Fulton? I assume they are considerable. 

Mr. Nicuors. I would think the line losses from the West. Memphis 
site to the Tennessee area should be a legitimate charge to the AEC, 
But what we need to do is have some of these compensate each other, 
and there is about $3 million, I believe, of such costs, and we are now 
about $114 million apart on where the proper costs should be allocated. 
But I see no difficulty particularly if you can get this thing out of such 
a hot. political climate, as to why engineers can’t sit down and agree 
on what is an equitable basis. 

Representative HinsHaw. What approximately was the percentage 
of total capacity of the TVA power that you use now / 

Mr. Nicuots. I believe considering without this contract in 1957, we 
would be using about 30 percent of the power generated by the TVA, 
and not the capacity but the power generated. It is a little higher 
percentage than if you put it on capacity, because we have such con 
stant loads in the AEC. 

Representative HinsHaw. In kilowatts approximately what is it? 

Mr. Nicnors. I have that figure here, sir. It is 2,900,000 kilowatts. 
1 can verify that in a moment, sir. 

Our forecast for 1954 is 2,400,000 kilowatts. That is 2,458,000 kilo 
watts. Itis 32 percentof TVA. That is the capacity. 

In 1955 that goes to 3 million, or 36 percent. In 1946 it is 3,100,000 
or 34 percent. In 1957 it is 3,100.0 0 or 32 percent. 

You see the percent actually decreases there because the TVA is 
building up to meet. this load. We are the biggest power users in the 
world, and TV A’s biggest customer. 

Representative HinsHaw. We wish we had the power available in 
our part of the country where we could get some of this AEC business. 
It seems that those people down there do not want it and they are 
making such a fight about it, I am sure that southern California would 
be glad to have it. Also I might state that we pay both interest and 
taxes. I think it is in lieu taxes for our power and we would be glad 
to have it on that basis, too, 

Mr. Nicuots. From my point of view as General Manager of the 
AEC, that is not particularly my job to decide whether we pay taxes 
here or not. But I think it is perfectly legitimate for the administra- 
tion to do it, although I think I should point out that in our normal 





174 UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO. 


contracting we frequently look at the form of the contract we are 
making as to whether it will or will not be subject to State taxes, and 
other types of taxes, and take that into consideration at the time we 
write it. 

Sut that is always a problem, but in this particular case, the paying 
of taxes, I think that you should say is an administration decision, 
and depending upon your political philosophy I suppose it is whether 
you think it is right or wrong. 

Representative H1insHaw. “We would be glad to have you finance 
a steam plant in that area, 600,000 or 1 million kilowatts or whatever 
you please. 

Mr. Nicnots. Perhaps we will have atomic powerplants and we can 
go into your area, 

Representative Hinsnaw. I understand there is an escape clause in 
this contract that will permit that, too. Is that correct ? 

Mr. Nicnots. How is that, sir? 

Representative HinsHaw. Perhaps there is not. 

Mr. Nicnots. You mean to supply you with power, sir? 

Representative HrnsHaw. There is an escape clause in there that 
will provide some other type of fuel to be used. 

Mr. Nicnots. That was not the intent of putting atomic power in, 
of course. That was in case you should find it more economical to 
use oil or gas. 

Representative Hinsuaw. If you come out to our country, we will 
give } you oil and gas. 

Chairman Coir. Are there questions from some other members of 
the committee ? 

The chairman expresses his reasons for violating the practice of 
alternating between the Senate and the House, that Senator Anderson 
spent considerable time and we feel it is appropriate for more than 
one Member of the House to interrogate the witnesses, 

Representative Duruam. It won’t take me but a moment. 

General, you are the general manager 

Representative Hinsnaw. Just a second. I notice in section 8.02: 
the company may make use of fuels or sources of energy other than coal if 
available. 

Mr. Nicnots. I suppose that could be read as atomic energy, but I 
think the changes in the plant would be such as I doubt if it would be 
economical for us to do it. It might be, and I wouldn’t say. I learned 
long ago in this game of atomic energy not to look too far in the 
future, the crystal ball changes. 

Representative Durnam. I was hoping the gentleman was going to 
expres a favorable attitude toward that because we have done a lot of 
work on trying to develop power for that purpose. At the present 
time you have a pretty important responsibility as General Manager 
of this operation, General, and I am not so concerned about this 
power down there in Memphis, but I am deeply concerned about the 
national defense end of this thing which we have not touched on very 
much. 

In reading your statement yesterday you made the statement that 
you were going to need at Oak Ridge, this spring, 150,000 kilowatts 
of power. Now, were you aware of that when this contract was 
negotiated ? 
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Mr. Nicnors. We were not aware of it, sir, at the time we first came 
up, on December 2, when we were first asked informally to explore the 
matter. The question of additional capacity at Oak Ridge came up 
after we had started on exploring whether ‘the AEC could or could 
not acquire power in this way in order to relieve its load. In fact, 
it did not firm up, it firmed up to do certain changes in our program, 
which as you will recall were made after we submitted the budget 
last year, and in other words, after the President’s budget message, 
and after we had submitted our budget we made certain changes in 
our program and that required additional power at Oak Ridge. 

I can give you an idea of the date of that, for example, in February 
26, 1954, we wrote a letter to Mr. Wessenauer, I authorized Mr. Sapirie 
to write the letter to Mr. Wessenauer of TVA, stating, and I might 
read it: 

Confirming my recent telephone conversations, the Atomic Energy Commission 
is initiating an expansion of its production facilities at Oak Ridge which may 
require that as much as 180 to 200 MW of additional power be available on a firm 
basis. The power is in addition to the 700 MW provided for under our 1951 
contract and the 1,030 MW provided under our 1952 expansion contract. 

The program for which this additional power is required is to be in two 
phases. The first phase requiring 80 to 100 MW has been authorized already; 
the second phase requiring approximately 100 MW is subject to further con- 
gressional action before a firm commitment for this requirement can be 
made * * * 

Then it goes on to give the times when the power is needed, January 
1955, for the first phase, and requirement of October 1, 1955. 

Representative Durnam. I am talking about the ir there. 

Mr. Nicuors. This is something that came up, and this is our last 
new power requirement, and it was why the Administration increased 
the initial arrangement for the stated 450,000, I believe, to 600,000, 
and why it was finally set as 600,000 kilowatts, instead of 500,000. 

Representative DurnaAm. I am not trying to disconnect those two, 
and you give me the reason, or give me a good reason for why you 
expect to supply this power by 1957 on a project that you initiated 
here. 

Did all of this enter into the discussion of the negotiations, this 
150,000 kilowatts, that you are going to need this spring ? 

Mr. Nicnors. Actually, what has been stated by the Bureau of the 
Budget is that TVA should consider 100,000 of the 600,000 kilowatts, 
as a new load at Oak Ridge. Of course we need that load starting next 
year. 

Representative Duruam. How are you going to get that out of all 
of this? 

Mr. Nicuois. We won’t get it until 1957 or 1958. Before then what 
we have to do is to ask TVA to supply it to us and they have indicated 
that they can’t supply it to us from their existing plants, or their 
presently proposed expansion of plants, but that they must go outside 
and buy it for us. 

Representative Durnam. You are not going to get it, then. Where 
are you going to get it, to build a new plant? 

Mr. Nicuors. Under the present plans, what TVA would do would 
be to buy additional power from other companies. 

Representative Durnam. Can you depend upon that? 

Mr. Nicnors. I think we will have to. Of course, since we have 
written these letters there has been a new factor thrown into the thing, 
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where the Attorney General has indicated we have a priority on such 
power. Maybe we can just demand the 100,000. 

Representative Duruam. That would determine the whole issue, 
that you are building this private plant down there for the city of 
Me nee and not for the national-defense effort. 

Mr. Nicuots. Originally it was primarily a TVA load. Since the 
cone ept ion of this idea, however, we have had this additional national- 
defense or AEC load which in this case is national defense, which we 
say is a part of the overall project. So a part of this power is needed 
for our use, 

Representative Duritam. Can you assure this committee now that 
you are going to be able to get this 150,000 kilowatt-hours of power 
for the necessary production of the materials at Oak Ridge or the 
processing of anything else connected with this? I would weleome 
that —emey 

Mr. Nicnors. This is one under negotiation as part of the overall 
adjustment here, as between the Paducah load and the needs at Oak 
Ridge. I don’t have any question but what the TVA will physically 
supply us with this power either from their own plants or from buying 
it outside. But what we do have a lot of negotiating to do with TVA 
on is what price do we pay for it. 

Representative Durnam. You know what kind of a situation we 
would be in if somebody tells us that a plant is closed down at Oak 
Ridge, because of lack of power. 

Mr. Nicnors. I feel that on this, the TVA will just have to find 
the power and give it to us. Now, in doing that, they probably will 
be in even greater shortage for their own consumers, and they will 
have to go outside to buy additional power. 

Representative Duruam. Do you have a contract ? 

Mr. Nicnoxs. At least that is what they have indicated to us. 

Representative Durnam. Do you have a contract now to permit 
them to do that? 

Mr. Nitcuors. In the past what we have been doing, we have been 
signing firm contracts with TV A for power, and then in order to meet 
our immediate needs, for example, we have the same type of arrange- 
ment now at Paducah and at Oak Ridge, they are going out and 
buying power for us. That is what has caused these high rates as to 
why we are paying in some cases far more than what is involved. 

Representative ‘Deritam. Will it require a new contract / 

Mr. Nicuoxs. It will require an expansion to the Oak Ridge con- 
tract. But we are trying to juggle in those negotiations with the 
release of power at Paducah, with this new powerplant at West Mem- 
phis. You see, it is all a part of the same thing. 

Representative Durnam. At the present time, this 600,000-kilowatt 
plant we are discussing here doesn’t enter into the picture whatever. 

Mr. Nicwors. Yes, sir; it does because if we follow past prac- 
tices—— 

Representative Durnam. I am talking about the present needs, be- 
cause what you need is what you need at. Oak Ridge. 

Mr. Nicnors. What it will do is it will supply in the overall TVA 
pool, to where the TVA will be in a better position to supply us from 
their own facilities, coupled with this West Memphis plant, and it 
will not have to go out and buy it from some company to where they 
charge us these high rates that I don’t like. 
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Representative Horirreip. Let us explore that a little, as the gen- 
tleman has yielded to me on that point. 

Now, as I understand it, what you need is between 100,000 and 
200,000 kilowatts at Oak Ridge. 

Mr. Nicuors. That is right. 

Representative Honirre tp. Will that be furnished by the—— 

Mr. Nicnors. May I correct that? It has been changed in recent 
weeks. The present figures we are using is between 150,000 and 
175,000 additional at Oak Ridge. They have changed those plants. 

Representative Horirrerp. You need that as of the first 9 months 
of 1955. 

Mr. Nicnors. We start needing it early in the spring of 1955, and 
we complete the need or build up the total amount by about July 1, 
1956. 

Representative Horirretp. All right. Now, in that case it will take 
at least 3 years for the West Memphis plant to be built, and there 
fore it is a complete fiction to say that the West Memphis plant has 
anything to do with this supply of energy at Oak Ridge, is it not? 

Mr. Nicuors. No, sir; 1 would like to read the letter which Mr. 
Wessenauer replied to Mr. Sapirie, dated April 1, 1954. In reply to 
the one I just read part of before. 

Mr. Wessenauer is the manager of power for Tennessee Valley 
Authority : 

It continues to be a matter of regret to us to be unable to respond to the 
request in your letter of February 26, 1954, for a proposal to supply the addi 
tional power needed at Oak Ridge. As you know, the restrictions that were 
placed upon TVA in the President’s 1955 budget request to the Congress make 
it necessary to obtain Bureau of the Budget approval of expansion of our gen 
erating capacity before we will be in a position to state a basis for providing 
the additional power you need. 

On March 1 we wrote the Bureau of the Budget that we had been asked to 
supply from 180,000 to 200,000 kilowatts of additional power at Oak Ridge and 
that the full amount would be required as soon after July 1956 as possible. 
We also pointed out the urgent need for determining whether we are to con 
tinue to supply the full amount of power covered by our Paducah contracts or 
whether another supplier will furnish 500,000 to 600,000 kilowatts of that load 
as contemplated in the President’s budget message. At a meeting on March 3, at 
which representatives of AEC were present, the Bureau of the Budget indicated 
that they wish to find the answer to the Paducah question before approving any 
steps to provide the additional power needed at Oak Ridge. 

Representative Horirteip. Now let us stop right there, and we will 
clear up a little confusion that you have thrown into the question, 
General Nichols. 

In the first place, that letter treats on several different projects, and 
it treats with the Paducah project, which has nothing to do with the 
Oak Ridge project, and there is no interchange of energy between the 
generating plants at Oak Ridge and the generating plant at Paducah. 

There are special generating plants at Oak Ridge which are supply 
ing the Oak Ridge atomic-energy facilities. There are special gen- 
erating plants at Paducah that are supplying the energy at Paducah. 
So there are two completely different things. 

Now, the excuse that is given by Mr. Wessenauer as the reason he 
can’t supply you with energy you want at Oak Ridge is because the 
Congress did not give the appropriations which were requested for 
expansion at Oak Ridge. And so you are now faced with a position, 
and there is no use in trying to connect those two things up together. 
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The need of power that you have for Oak Ridge will not be supplied 
by the Paducah generating plants or the Dixon-Yates plants; it will 
have to be supplied with generating plants located at or near Oak 
Ridge or purchased from private utilities near there. 

So let us keep these things separate, and not throw a lot of smoke- 
screen into this thing. 

Mr. Nicuoxrs. I don’t think that they can be kept separate, sir. 

Representative Horirme.p. They can be kept separate except for 
this fiction of replacement, and this new idea that you are bringing 
into the subject. 

Now, as a matter of fact, if the TVA is going to furnish any energy 
at Oak Ridge, it is going to have to buy it nearby. It is not going 
to get it from Paduc ah. 

Mr. Nicuots. It has to go outside the TVA system. 

Representative Horirrevp. It has to go to private industry and pay 
whatever the laws regulating those private industries allow those 
industries to charge. It is at their mercy as far as buying, and what- 
ever price they charge the TVA is going to have to be charged to 
AEC to supply this extra emer ‘gency power. 

Mr. Nicnots. In that regard, sir, I think there is some question 
now as to whether they should be charging us that 

Representative Horrrrenp. I am introduci ‘ing a question of priority. 
Any time the AEC gets ready to exercise its priority, and take away 
the residential consumers and the TVA area, it is going to be a very 
interesting situation. The people in the TVA area, when one Gov- 
ernment agency starts exercising its priority over the other Govern- 
ment agencies that are already servicing and have a history of service 
to the people of an area, you are going to run into a bucksaw there 
that will be worse than your Dixon- Yates contract and I can guarantee 
you that. 

Mr. Nicos. Mr. Holifield, I don’t have that policy decision. 

Chairman Corr. May we continue this discussion tomorrow morn- 
ing? The Chair has made a determined effort to try to accommodate 
as many persons as possible, and the Chair is advised that Senator 
Bricker om a few questions he would like to ask of General Nichols, 
or Mr. Strauss, and unless Mr. Durham has further questions I may 
oe oedtuiie ask that we continue this discussion with Mr. Holifield 
until we meet tomorrow morning in order that Senator Bricker may 
ask a question. 

Representative Hortrtevp. I insist that this not be taken out of my 
time. 

Senator Bricker. I just want to clear up the record on 2 or 3 
questions. 

There is one aspect that I have never been quite able to understand. 
It came out in the testimony yesterday that the price charged to the 
Atomic Energy Commission by the TVA is higher than the domestic 
or the commercial rate charged by the same concern, TVA, to their 
own customers. What is the explanation for that? It is a firm con- 
tract, is it not, for a constant supply, and the load factor does not 

vary, and what is the explanation for it? 

Mr. Nicuoxs. In regard to contracts where we have contracts with 
TVA, for long-term power, and in other words where they build a 
special plant for us such as they have done at Shawnee, near Paducah, 
and plants at Oak Ridge, we are receiving for the power produced in 





UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO. 179 


those plants and for power that will be produced in them, the estimate 
is it will be lower than any other contract that we have. 

However, pending the completion of those plants, and that is why 
I say this same thing at Oak Ridge is similar, we have in each case 
where we have had an expansion program been able to build our 
plants at a faster rate than you can build powerplants. 

The result has been that we have called upon TVA to furnish us 
power on an interim basis, and they have done so by going out and 
buysag y power from surrounding private power companies ‘and pass- 
ing on the charges to us of the cost of transmission plus the cost of 
that power. When you average in that power, or take the costs of 
that power by itself, it is of course higher than what TVA is charging 
some of their commercial customers. 

Now the only reason this priority comes into it is should they be 
serving us before they serve some expansion? That is what Mr. 
Holifield says is quite a separate subject which we are trying to 
resolve amicably, and we feel it is a policy decision which must be 
settled by negotiation with TVA and the AEC. We have raised it in 
what I consider a very courteous way. It is in a letter sent on 
September 18, 1954, to General Vogel, by Mr. Strauss, in which we 
state there is a need for resolving the basic policy concerning what 
the TVA costs should be considered in se ‘lling power to AE C, and 
also what priorities the AEC should have for ‘TV A-produced power. 

We have indicated there is a need to clarify this, but we recognize 
it is going to take some time, and by informal discussion with ( feneral 
Vogel, he has stated that he will make such studies and come up with 
a proposal, and it is my view that when he comes up with such a 
proposal that the various interested parties in this are the Bureau 
of the Budget and the Congress, as to what is the proper way to 
resolve this policy question. 

Representative Hoxtirtetp. And the people that are getting the 
service at this time. 

Mr. Nicnuoxts. That is right, and there is no intent here to try to 
suddenly exercise a right of priority, but we did feel that we should 
raise this issue as to what is the proper costs that TVA should be 
charging the AEC for such things when we have a sudden load. It 
was priority we should have. 

I would like to state that in no case has the TVA ever failed to give 
us the power we needed. We have always got it physically, but I 
think that there is some question whether we have always paid the 
right rate, for some of this power that comes from outside. 

‘I feel the proper thing is to let it be settled by the proper Govern- 
ment agencies, and I feel that first is AEC with TVA, and whatever 
we iron out, coming up to the Bureau of the Budget, and then we 
have both the same Appropriation Committee, and I think it can 
go into that Appropriation Committee for ultimate resolution, or if 
it takes new laws, why, of course, they can be introduced properly. 

Senator Bricker. The rates charged to domestic consumers, for 
both commercial and domestic use, is a very low rate, and very attrac- 
tive to business, and if you pay a higher rate for the contract with 
Atomic Energy Commission, that comes out of the taxpayers’ pockets. 
The rest of the country is paying for the building up of one section 
of the country. There is that aspect of it that ‘I was particularly 
interested in. 
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Mr. Nicnors. I think that is a policy decision that should be re- 
solved by the proper authorities and not the general manager of the 
AEC. 

Senator Bricker. I wanted to get the reason for the overcharge. 
There is one other question that I would like to clear up, and that is 
the question of the two Commissioners. 

Testimony this morning was to the effect that only two Commis- 
sioners had agreed to this contract. Will you explain the situation 
back of that, and how that arises? 

Mr. Nicnois. What the Senator was referring to was the letter 
which Mr. Strauss sent to him, which indicated that at the time the 
decision was made by the Commission to forward this contract to the 
joint congressional committee, that only 2 Commissioners voted for it 
out of 4 present, or there are only 4 Commissioners at the present time. 
Mr. von Neuman has not taken office, and the decision was made on 
the first day Dr. Libby was in office, and it was my understanding that 
he was not going to be called upon to pass upon this very complicated 
subject. 

In fact, I think it would be very unfair to throw a man in on his 
first session, and say “Now, you pass on the Dixon- Yates contract.’ 

The result was that during the course of the meeting, when I was 
explaining to the Commission just what the status was, and asking for 
a decision to forward this to the joint congressional committee, our 
legal counsel pointed out to us that with the 4 men present, if 2 peo- 
ple voted, and 1 or 2 or 1 abstained, or if it turned out to be a 2 votes 
for, and maybe 2 abstaining, or 1 voting no, and 1 abstaining, there 
was some question about the legality of such a decision because you 
did not know what a majority meant in that case. 

However, it is very clear under the law that a quorum of the Com- 
mission consists of three people, and so Dr. Libby was not going to 
participate in this decision, and he left the room, of his own volition. 

And the result was you then had a quorum of 3, of which 2 people 
voted for,and 1 man abstained. So that we have a legal decision of 
the Commission to forward this contract over to the joint congres- 
sional committee. There is also another action which I think I should 
put out as General Manager, to indicate that I haven’t.been going on 
this with just instructions passed down from the President, and that 
is in June when we received the letter from the Bureau of the Budget, 
I informed the Commission that I was proceeding with negotiations 
with the Dixon- Yates contract, and again we had a majority vote of 
the Commission which indicated that I should proceed with nego- 
tiations, and the only question was normally on that type of thing, on 
many contracts, I don’t even bring it back to the Commission for ap- 
proval. 

But on this one, of course, with the circumstances surrounding it, 
the law had not yet been passed requiring it to come here, it was indi- 
cated that the Commission wanted to see it before I signed it, and in 
fact. I stated that I was not going to sign anything that was binding 
on the Commission but I was going to proceed with negotiations. 

That particular act was approved by a majority of the Commission. 

So I feel that the Commission has properly acted. 

Senator Bricker. There was no vote against it? 

Mr. Nicnors. You mean in proceeding on negotiations ? 
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On that particular vote there was no vote against it, and there was 
one abstention. 

Senator Bricker. I have one further question in regard to the com- 
pletion of the building. 

The complaint was made here as to no termination date in the con- 
tract for the completion of the building of the generating plant. Will 
you explain to the committee why there is no such date fixed beyond 
which there would be a penalty imposed ? 

Mr. Nicuots. You mean if they don’t complete on time? I pointed 
it out earlier. 

Senator Bricker. I am sorry; I was not here. If it is in the record 
that is all right. 

Mr. Nicnors. Yes; the capacity plus—it is the only way they can 
get the return on their interest, and it is to the interest of the com- 
pany to complete this thing on time, and otherwise they are penalized. 

Senator Bricker. Thank you very much. That is all I have. 

Representative Hotirmnp. Mr. Chairman, [ have just a brief ques- 
tion. 

Senator Hickenwoorrr. I think the chairman stated earlier Mr. 
Kuykendal would be on, and I am just raising a question as to whether 
or not, if there are undoubtedly a lot more questions to be asked of 
either Chairman Strauss or General Nichols, and whether or not we 
should excuse them now and come back tomorrow, and put Mr. Gavins 
or Mr. Kuykendal, and perhaps we can get those out of the way this 
evening instead of having them wait until away late. 

Representative Hoxirim.p. That is agreeable with me. I wish to 
pass a remark, it really wasn’t a question. I would be willing to have 
the witnesses excused at this time, but I just wanted to say this, that 
twice today this matter of voting and abstention has come up in the 
committee. As I undersand it, Mr. Murray, the other Commissioner, 
was the man who was present and who abstained. 

In view of the fact that twice a statement has been made, once by a 
member of the committee and once by a witness, that there was no 
“no” votes on this matter, I think we ought to call Mr. Murray to the 
witness stand at the proper time and inquire as to why he abstained 
from voting. 

We should allow him the privilege of making a statement so that 
he can clear up this matter, which has been brought out today. 

Mr. Nicuots. I would like to point out in regard to negotiations, I 
did not state that Mr. Murray abstained. 

Representative Hoxtrrevp. I realize that, but it has been booted 
about in the newspapers that Mr. Libby left the room, and Mr. Murray 
was the only other Commissioner who was present at the time, and it 
is obvious, and it also has been stated that Mr. Campbell and Mr. 
Strauss voted for the contract. By deduction it is easy to see it was 
Mr. Murray who abstained. 

In justice to him, and to other Commissioners, I think that he should 
be called not at this time, and I don’t request it at this time, but at a 
time when he will have the right to clear any implication that might 
exist. 

Chairman Corr. If Commissioner Murray desires to give testimony 
in the matter, there is no reason that the committee would not be 
ready to hear it. 
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We will see you gentlemen tomorrow morning at 10 o'clock. 

Now we will hear Representative Gathings, and it is hoped that the 
committee will be patient enough to hear the statement from the Chair- 
man of the Federal Power Commission who has to leave town 
tomorrow. 

Do you swear the testimony you will give in this proceeding will be 
the truth, the whole truth and nothing but the truth, so help you God? 

Representative Garutnes. I do. 


TESTIMONY OF HON. E. C. GATHINGS, A REPRESENTATIVE FROM 
THE STATE OF ARKANSAS 


Chairman Cote. Mr. Gathings, do you have a copy of your statement 
available for members of the committee ¢ 

Representative GaTurnes. I do not have a prepared statement. I 
just wanted to give a little extemporaneous statement. 

Chairman Coir. Without objection from any member of the com- 
mittee, we will hear from you. 

Senator Hicken toorrr. Mr. Chairman, I do not want to object to 
his giving a statement but I do want to emphasize in the record that 
before these hearings were held, the committee announced that all 
witnesses would be asked that their statements be prepared in writing 
and submitted 24 hours before testimony was given. I would not want 
this to be a precedent that would let down the bars to a lot of extempo- 
raneous statements. I would want to insist that we adhere to the rule. 
I have no objection to your making your statement at this time. 

Representative GATHrNncs. Senator Hickenlooper, I do not want to 
transgress on the rules of this committee. 

Senator Hicken Looper. I have no objection but I wanted to make the 
record clear that this particular recite of this statement would in no 
way so far as I am concerned be considered a precedent for further 
witnesses who did not submit statements in writing. 

Representative Garutnes. Thank you. 

Now, in the beginning, Mr. Chairman, the question was asked by 
Senator Anderson about Ebasco and whether or not Ebasco had been 
operating in the West Memphis area, and General Nichols replied that 
Ebasco had built the plant known as the Hamilton Moses plant. Now, 
the Hamilton Moses plant is in my district and is located 42 miles west 
of the city of West Memphis and I just wanted to make that statement 
because I believe the chairman asked someone to clarify that point. 

Representative Price. What is the capacity of the Hamilton Moses 
plant? 

Representative Garuines. The information could be had in the 
room, Mr. Price. I think it is about a third of the size of the antici- 

nated 600,000 plant. It is about 200,000 kilowatts, I believe. It is 
~ ‘ated at Palestine, Ark., 6 miles west of the city of Forest City. 

Representative Price. How far from West Memphis? 

Representative Garuines. Forty-two miles. I wanted to touch on 
the matter of the site, Mr. Chairman. There has been quite a lot said 
about this site there at West Memphis, my home city. I have here in 
my hand a letter from the Corps of Engineers, United States Army, 
Memphis District, dated November 3, 1954, and I would like to read 
about two pars agraphs asking permission to insert it in the record, the 
remainder. 
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Reference is made to your telephone request to this office on November 2, 1954, 
for information on the levee and revetment along the Bauxippi-Wyanoke front, 
on the right bank of the Mississippi River in the vicinity of West Memphis, Ark. 
A brief description of the levee and bank-protection work is given in the following 
paragraphs. 

The Mississippi River levee in the vicinity of West Memphis has a height which 
averages about 26 feet. The levee has a crown width of 10 feet with gross side 
slopes of 1 on 34% on the riverside, and 1 on 5 on the landside, and a base width 
of about 230 feet. In addition, there is a landside berm about 5 feet high and 
160 feet wide. In order to facilitate easy maintenance during flood periods, a 
15-foot roadway has been added adjacent to the landside edge of the levee crown, 
making a total top width of 25 feet. The project levee grade as now constructed 
provides for a 1-foot freeboard over the design flood flow of 2,450,000 cubic feet 
per second. 

During the 1937 highwater, the highest of record, the maximum flow was 
2,020,000 cubic feet per second at Memphis. The actual freeboard on the levee 
in the West Memphis area during that flood was about 6 feet. Since the 1937 
highwater the levee grades at this location have been raised about 1 foot. The 
last levee crevasse in this vicinity occurred at Blue Lake, approximately 12 
miles southwest of West Memphis, during the flood of 1913, before the levee 
system had been developed to present-day standards. 

I would like to ask permission to incorporate the remainder of the 
letter in the record. 

Representative Hoxirrerp. Is it a short letter? Could we have the 
rest of it read, Mr. Chairman / 

Representative Garuines. I will be glad to, if the chairman gives 
permission. 

Chairman Corr. You may proceed. 

Representative GATHINGs (continuing) : 

Bank protection in this reach was started with the placing of 1,800 feet of 
willow mattress by the Aluminum Ore Co. in 1917-18. This work was located 
about 1% miles upstream from the extension of Eighth Street, West Memphis. 
In 1920-21 the Government constructed 1,927 linear feet of willow mattress at 
Wyanoke, about river miles 724.1 to 724.5 AHP. Between 1921 and 1931 these 
revetments were extended until they formed a continuous bank protection 4% 
miles in length (approximate river miles 724.1 to 728.2 AHP). In anticipation 
of increased current attack following closure of Tennessee Chute, reinforcement 
of this revetment was started in 1949. By 1951, 4 miles of the old work, river 
miles 724.1 to 727.7 AHP, had been covered with new articulated concrete 
mattress. The remaining half mile is subjected to light attack. 

Occasional small breaks have occurred in the revetment and have been re- 
paired. The latest occurred in 1952; one about a half mile above Eighth Street 
extended, and another about 1,000 feet upstream from the lower end of the 
revetment, which resulted in the loss of about 75 feet of foreshore in each case. 
The minimum foreshore to the toe of the levee is approximately 600 feet in the 
upper part, and 1,600 feet in the lower part of the Bauxippi-Wyanoke front. 

Sincerely yours, 
ALLEN F. CLark, Jr., 
Colonel, Corps of Engineers, District Engineers. 

Senator ANDERSON. Did I understand you, Congressman Gathings, 
to discuss the height of this levee in the beginning there? Is the plant 
not to be built between the levee and the river ? 

Representative Garurnes. Yes; I would like to present for the 
purposes 

Senator Anperson. A whole new levee has to be built. Does it mat- 
ter how high the present levee is ? 

Representative Garuines. The location of this plant site is shown 
on this map. It is protected by the levee. It is behind the levee. I 
wanted to turn this over to the chairman so he could pass it around 
showing the revetment work along the Mississippi River there, as well 
as the two levees. 
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Chairman Cote. The Chair would suggest, Mr. Gathings, that you 
give a word description of the location of the proposed plant in order 
that the record may disclose what the map shows. 

Representative Garutnes. The location of the plant is about 2 miles 
south of the little town of Culbert. Culbert is adjoining to the city 
of West Memphis, to the westward from the city of West Memphis. 

Chairman Core. Is the city of the proposed site on the riverside 
of the proposed levee or on the landside? 

Representative Garuines. On the landside. 

Chairman Cote. The map shows it on the riverside. 

Representative Garnines. With respect to the levee, which would 
show the protection that the levee affords. I hope that I am making 
that plain. 

Senator Anprerson. The map shows it between the levee and the 
river, and you say it is beyond the levee? 

Representative Garuines. The levee is a protection, and here is the 
levee, as you can see. Here isthe levee along here. 

Senator Anprerson. What is this one here ? 

Representative Garnines. That is another levee; that is a setback 
levee. The new levee here which was described in the letter from 
the colonel of the Corps of Engineers. 

Senator Anprerson. Is that now built? 

Representative Garnines. That is built; yes. That levee is built 
and finished and that was the description that went into the record 
a few minutes ago. 

Representative Hortrretp. Whose responsibility is the mainte- 
nance of the levee on the riverside ? 

Representative Garuineés. The St. Francis Levee District. 

Representative Horirrerp. That is a local levee district ? 

Representative Garuines. Yes. This goes for many, many miles 
here. 

Representative Horirrerp. That is helped by Federal funds; is it 
not ¢ 

Representative GaTuines. It is; yes. 

Representative Houtrretp. How about the levee; | suppose that 
would be the west side; would it not? Would that be the west side 
of the site, the second levee, the back levee ¢ 

Representative Garutnes. That levee over there is to the west 
that is the old levee, and this is the new levee over here. 

Representative Horimrretp. Where was the break that you described 
in 1952, was it in the Mississippi River levee or in this back levee ? 

Representative Garuines. Well, I don’t know. It is in the letter. 

Representative Horirrevp. I think that we need the Army engineers 
to come in and testify as people having authority and knowing about 
all of the questions that might occur on this particular site. 

Senator Anperson. The description of the steam electric generating 
station as carried in the contract dated October 1 talks about gene ral 
facilities to be provided will be those necessary for the development of 
the new site comprising site improvements including protective levees. 
Is it your impression that no new levees are to be built? 

Representative Garnines. It is just a tie-in levee which you can 
see on here; it is just a tie-in on the end. That is one of the purposes 
of my testifying _ today and that is that that tie-in levee ought to 
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be built soon, before the bad weather sets in this fall. That is one of 
the main purposes of my appearing here. 

Now, mr Chairman, I want to read a letter directed to me dated 
November 2, 1954, from the owner of this land: 

In reply to your wire of even date requesting my personal knowledge of the 
proposed site of a generating plant at West Memphis, Ark., I am delighted to give 
you the following information: 

The proposed site is on the west bank of the Mississippi River on land which 
has been in cultivation and has been successfully farmed for more than 100 years, 
This property has been protected by the levees of the St. Francis Levee District 
of West Memphis, Ark., along with all the Arkansas alluvial delta and the many 
towns and cities therein, since 1893, or more than 60 years. 

I have owned this property, or it has been in my family, for more than 35 
years. To my personal knowledge, during this time it has been farmed each 
year. The bank of the river is and has been stable since 1919, when the United 
States Army Corps of Engineers, Memphis district, revetted or paved same. 
This stabilization or revetment of the riverbank extends from a point from the 
United States engineers’ fleet headquarters on the west bank of the river, opposite 
Memphis, Tenn., south, past this proposed site, to Wyanoke Landing, Ark. 

Since 1918 the headquarters for the United States engineers have been located 
at West Memphis, within a mile or two of the proposed plant site. 

That is right up north from this particular site on the same side of 
the river. 

Here they have a multi-million-dollar investment in their headquarters, shops, 
office building, and facilities, where they employ from 1,800 to 2,000 personnel 
and service and control the Mississippi River from Cairo, IIL, to the mouth of 
the White River in Arkansas. 

The land in question is well located, fully protected, and is adjacent to both 
river and rail facilities. It is a “natural” and is perfectly suitable for the uses 
for which it is proposed. 

Kindest personal regards. 

Yours sincerely, 
ALLEN Cox, Jr. 

MEMPHIS, TENN. 

Now I would like to touch on just one other point while I am privi- 
leged to testify. I was given an opportunity to testify before this 
Joint Committee back in the summer and I covered what at that time 
was pertinent, I thought. 

Chairman Cote. Has your position changed since then? 

Representative Garutnes. The information that I touched on at 
that time was just general in nature, and the situation has not changed 
but there has been quite a lot happened since then. I would like to 
supplement my statement. 

Representative Durnam. What is the price per acre on that site; 
do you know? 

Representative Garuines. Well, the ordinary farmland, and this 
has been used for farming purposes—however, it is an industrial site— 
the farming land of similar nature is selling for around $250 to $300 
an acre, depending upon the improvements. But now with this par- 
ticular situation here I do not know because it is adjacent to the river, 

Representative Durnam. It will enter into the cost of the site. 

Representative Hoxirretp. Do they raise rice or corn on this land, 
Mr. Gathings? 

Representative GaTutnes. There is no rice produced on this field. 
It has been farmed every year for many, many years; if there is any- 
thing wrong with this particular site, then every city in the alluvial 
valley ought to move out completely. As a matter of fact, they would 
not have spent this money for the building of the United States Corps 
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of Engineers office located only a mile and a half from this particular 
site on the bank of the river and they would not have spent the money 
in the reactivation of the Army airbase which is protected by this same 
levee that runs for miles and miles and miles along the river. 

I want to touch on this matter of taxes for just a moment and put 
into the record some information that I think is most pertinent. 

Now regardless of the fact that a plant may be constructed by the 
Government, let us look at the matter of taxes. Now, at Kingston, 
Tenn., for example, somebody is going to have to pay for the excess 
load that is placed on the Kingston School District. Now, I want to 
give you what the Government of the United States has done in this 
respect, under Public Law 874: 

For maintenance and operation at Kingston, Tenn., fiscal year 1951, 
$28,191.02. It was appropriated. In 1952 fiscal year, $29,146.14 was 
appropri ated. In 1953, $50,358.04. In 1954, $61,949. A total for 
maintenance and operation at Kingston of $169,644.20 appropriated 
by this Congress. 

Now, under Public Law 815 for construction, fiscal year 1953, 
$101,125. In 1954, $99,483.12; or a total for construction of $200,- 
508. 12. There is a total for 1951, through 1954, fiscal year, of $307,- 
152.32. Somebody is going to pay the taxes. If you come in here and 
take the land off the tax rolls, the Government of the United States 
has to make up that difference. 

Now let us look at Paducah, Ky., and this is not completely in line, 
Mr. Chairman, but I want to give you these figures which will show 
the impact on the city of Paducah of additional ‘costs for educt ating the 
children in the school district there. 

It is borne by taxpayers of this Government. 

Maintenance and operation there, a total, $268,362.35. The last 4 
years are given. McCracken Board of Education, and I do not know 
how it comes into this, and I do not know the difference between Padu- 
cah and McCracken County, but that is given here. A total of $784,- 
680.56 for maintenance and operation of the last 4 years at P ‘adue ah. 

For construction, Paducah Board of Education, $643,252. Mc- 
Cracken County Board of Education, $1,053,450, or a total nenisite>- 
tion of $1,696,702, adding to the maintenance and operations, making 
a total of $2,481,382.56. 

I just wanted to put that in the record to show that somebody is 
going to pay the taxes and somebody is going to have to bear the tax- 
load when a plant goes in at a particular location. 

Representative DurHam. You have that in this contract. 

Representative Garnines. That is the reason I am bringing out the 
point here that regardless of the point if the plant would have been 
built in Fulton, Tenn., which, of course, this Congress has denied the 
application for that of TVA for the construction of the Fulton plant 
on 2 or 3 occasions, or maybe 4, someone would have had to pay the tax, 
the heavy taxload that would have been thrown on that school district 
there at Fulton. That is the reason I brought that point out. 

Now, we have always had friendly relations with our neighbor across 
the river and we hope to continue to have the friendly sort of relation- 
ship between the people of Tennessee and Arkansas. We are a part of 
it and Tennessee and Arkansas are mighty close. Throughout the 
years we have done business over there in the city of Memphis, and 
we have helped make the city of Memphis one of the largest inland 
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tton markets in the world. Also, as to lumber, it is one of the largest 
nland lumber cities. 

Now, the city of Memp yhis has enjoyed also, I might bed. the trade 
from our vast area in the alluvial valley. We go in there with our 
millions, and we spend millions upon eit of dollars in the city 
of Memphis and we will continue to do so, and there is a friendly rela 
tionship that exists; and we are most grate eful for the people in the 
city of Memphis who have resolved that this contract was a good one, 
and that this Dixon-Yates contract should be executed and carried out 
vith expedition. I refer to the Chamber of Commerce of the City of 
Memphis. 

We do have kindly feelings for those who are opposed, and who live 
in the city of Memphis. 

Now, before I leave the stand, a aa I just want to say 
that the people in my district want this plant built. Particularly do 
I speak for the poor folk who will bet e mp loyed as a result of the con 
struction of this plant. Twenty-five hundred people will be put to 
work, and so many of these peop le W ill ] pe those who wor k W it] l their 
hands. Now, after the plant shall have been constructed at the end 
of 3 years, some two or three hundred people will be employed, both 
colored and white, to unload coal. That employment is badly needed. 
Arkansas is 1 of the 3 States in this Nation that has lost population 
since 1950 census was taken. We do want to keep our people at home, 
and we want to employ them at home. This is an avenue that we 
hope we will have to carry out our wishes. 

We do trust that this committee will waive the 30 days, and let that 
levee be put in there that Senator Anderson and I were discussing a 
month ago. It ought to be put in before the bad weather sets in. 

Chairman Corr. Thank you very much, Mr. Gathings. 

Mr. Kuykendall, do you solemnly swear the testimony you will give 
in this proceeding will be the truth, the whole truth, and nothing but 
the truth, so help you God ? 

Mr. Kuyxenpatt. I do. 


TESTIMONY OF JEROME K. KUYKENDALL, CHAIRMAN, FEDERAL 
POWER COMMISSION 


Chairman Cote. Would you indicate to the reporter your full name, 
and your position and other information that will be of help to the 
committee ? 

Mr. KuyKenpatu. I am Chairman of the Federal Power Com- 
mission. 

Chairman Corr. Have you submitted copies of your statement? 

Mr. KuyKenpa.u. Yes: I have submitted written c opies of my state 
ment. 

Chairman Corr. You may proceed. 

Mr. Kuykenpatu. Mr. Chairman and members of the committee. 
the Federal Power Commission has already expressed its formal 
views on the proposed contract between the Mississippi Valley Gen 
erating Co. and the Atomic Energy Commission in a letter dated 
August 27, 1954, addressed to the chairman of the committee. The 
Commission’s views have also been given to the AEC in letters of 
August 26 and September 30, 1954. Although the statements in these 
letters are a matter of record before the committee, I will review, for 
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your convenience, the views of the Federal Power Commission ex- 
pressed therein, and briefly explain what the Commission and its 
staff have done to assist AEC in this matter. 

The staff of the Federal Power Commission has consulted with 
the staff of the AEC in the course of the negotiation of this contract 
beginning with the contract proof of July 19, but the Commission’s 
staff has not participated in the actual contract negotiations between 
Mississippi Valley Generating Co. and AEC. At the request of the 
AEC, I made arrangements for the Commission’s staff to review 
the several proofs of the contract as they were made available and to 
meet with the AEC staff to discuss any changes which were con- 
sidered to be desirable. A review of the final proof of the contract 
dated October 1, 1954, has revealed that most of the changes sug- 
gested by the Commission’s staff have been included. 

Chairman Cote. When you speak of “Commission,” what do you 
mean ¢ 

Mr. KuykKrnpa.L, I mean the changes suggested by the staff of the 
Federal Power Commission. 

In addition, the Commission staff furnished a large amount of basic 
data on powerplant costs, power system operating costs, and related 
factual material needed by the AKC staff in its consideration of the 
proposed contract. 

You may be particularly interested to know that the Commission’s 
technical staff has had an opportunity to review the estimates of 
plant-construction cost and operating cost on which the contract rates 
are based and has found them to be in line with current costs for 
large coal-burning steam-electric generating stations in the region in 
which the company’s plant would be located and in adjoining regions. 

When the proposed contract had reached substantially its final 
stage, beginning with the August 11 proof, the Federal Power Com- 
mission, in response to requests of this committee and of the AEC, 
presented its formal views in the letters referred to above. In our 
consideration of the matter, as stated in those letters, we were fully 
cognizant of the specialized nature of this contract involving con- 
struction of a single large power plant to serve one large customer. 
Furthermore, this } power “supply i is required at nearly 100-percent load 
factor for a contract period of 25 years, and continuity of service is 
of extreme importance. 

In order to meet the requirements of the Atomic Energy Act, the 
contract also has provisions for cancellation costs that are unusual 
for ordinary utility system practice. Under these conditions we would 
not expect that the contract would be strictly comparable to the usual 
utility wholesale contract for the sale of power where the size, load 
conditions, and other requirements are substantially different. 

We are cognizant of the similarity of the contract to previous con- 
tracts which AEC has made with Ohio V alley Electric Corp. and 
Electric Energy, Inc. We have noted, however, that the Mississippi 
Valley Generating Co. contract involves greater financial risks to the 
power company. 

In view of the unusual nature of this contract and the many difficult 
problems involved, both for the buyer and the seller, I think it is 
appropriate to view the October 1, 1954, proof as the best arrangement 
which could be reached under the circumstances. This is the position 
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the Federal Power Commission has taken in its letter of August 27 to 
this committee in which we stated : 

Looking at the contract as a whole and considering all the factors involved, it is 
our opinion that the contract is fair and reasonable both to the Government and 
the power company. 

That concludes my statement, Mr. Chairman. 

Chairman Core. Thank you, Mr. Kuykendall. 

Are there any questions from members of the committee ? 

Representative Price. Mr. Chairman, I have a question. I followed 
you very closely and I sort of had the feeling from your statement 
that you do not give your wholehearted support to the approval of 
the contract. I am sort of reading between the lines and the way the 
language is couched. I do not w: ant to dwell on that but I have heard 
some stories about the Federal Power Commission’s position in this 
matter. 

Chairman Cote. Well, permit me please to allow the witness to have 
an opportunity to respond to the question of whether his endorsement 
is reluctant or not. 

Representative Price. That is all right. 

Mr. a eermerrye I would say that I meant every word that I read, 
and perhaps I did not read it as fluently as or expressively as I should 
have, and it might have been because I should have put my glasses on 
and because I had two photographers here who I knew were going to 
shoot bulbs at any teeta 

Representative Price. I did not mean to infer that you did not mean 
every word that you said. The way I followed your statement, I 
sort of get the feeling that the Commission’s letter is not a whole- 
hearted fee ling on the part of the Commission. As a matter of fact, 
the Commission was otecen on that approval, was it not? 

Mr. KuyKenpautt. No; 4 of the 5 members of the Commission 
approved the letters sent to this committee and to the Atomic Energy 
Commission. 

Representative Price. Do you have written dissenting opinion on it? 

Mr. Kuykenpatt. No. The minutes simply note that Commis- 
sioner Draper did not concur. 

Representative Hoiirrmetp. Who was that? 

Mr. KuyKenpatn. C pw Draper, D-r-a-p-e-r. 

Representative Price. I did not mean to infer that you did not mean 
what you read. I just got the feeling from it—and I can cite some 
of the sentences from which you can get that feeling—that you ap- 
proved but there were some things about it that you would not approve 
if it were not that you thought extraordinary circumstances were in 
connection with the contract. 

Mr. Kuykenpatt. I think what has already been said here, I would 
say that anybody who gives any analysis at all to this contract would 
be able to pick up items in it which he would like to see made more 
favorable to the Government. I realize that this is a negotiated 
contract, and that parties negotiating to make a contract where the 
other party other than the Government does not have to make the 
contract, neither one of them will get everything that they want. 

Representative Price. I think I sort of read that in your statement 
and that is what I got from your statement. 

Mr. KuykenpaL. I am particularly impressed in this case by the 
fact that it seems to be undisputed—at least, my staff who worked on 
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this and I have heard it stated here today and it seemed to be accepted— 
that this contract is more favorable than the other similar contracts— 
the EEI and the OVEC contracts. 

Representative Price. I think that there was a story published in 
the newspapers to the effect that your Chief of the Bureau of Accounts 
and Finance and Rates did not give his approval to this contract. 

Mr. Kuykenpatu. That is correct. He raised about 10 points. I 
would not say he disapproved either, but he did not give his approval. 
He raised about 10 points, and, although I have only attended this 
hearing since 3 o’clock this afternoon, a number of them were the 
same points that Senator Anderson had raised, and apparently Senator 
Anderson had drawn his information from Mr. Weitzel’s communi- 
cation, of the General Accounting Office. 

Representative Price. I think it might be important for this com- 
mittee to know the objections that were raised by the Director of that 
Bureau. 

Mr. KuykreNnDALL. I might say that the Commission considered those 
objections, and got the same views of the members of our Bureau of 
Power staff who, I felt, gave satisfactory answers to all of those 
provisions that were questioned. 

Representative Price. I think it would be helpful to us if we knew 
what the objections were. 

Mr. KuykreNnDALL. I will be glad to go over them with you. 

First, he pointed out that he thought it would be desirable if the 
Government had the right to recapture the plant or become the owner 
of the plant at the end of the term of the contract. I did not hear 
that discussed here today, but I presume it has been brought up, 
and I would think it has been. The answer that I accept is that was 
another matter that had to be negotiated, and apparently the Dixon- 
Yates people made it clear at the outset that they wanted this plant 
or what was left of it at the termination of this contract, and that they 
would not consider any recapture provision. 

Representative Price. What do you think about that ? 

Mr. KuyKenpatu. Well, obviously, I would think it would be nice 
if the Government could have had that provision in it, and many other 
provisions. I don’t think that the fact that the Government does 
not have the right of recapture makes it an unfair or unreasonable 
contract. I still think it is a contract that is fair to the Government. 
That was the first point. 

The second point was the force majeure provision. Of course, this 
company will be different than the average company in that it only has 
one customer and 

Senator Anperson. How many does EEI have? How many does 
OVEC have? 

Mr. Kuykenpa.u. They have the same number of customers, I 
think. Consequently, if there is an outage of service due to disasters 
or circumstances beyond their control they have no way of doing that, 
so they cannot render service to AEC; they have no other source of 
revenue which would offset or at least minimize their losses. No 
doubt insurance will cover most all of those losses. That is another 
point where it would be nice if you could get the contracting company 
to take more of the risk. But it should be borne in mind this, which 
you all realize, that the more risks you impose upon a contracting 
company, the more money it is going to cost you. 
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0, it is simply a matter of judgment whether you should take this 
risk or impose that risk on the company and pay more or whether 
you should assume the risk yourself or assume part of the risk yourself. 

Representative Price. Do you feel the bureau chief’s objection was 
well taken on it? 

Mr. KuyKenpa.t. I think it is a point worth pointing out, if the 
(government imposes that risk on the company, obviously the Govern- 
ment will have to have a more expensive contract. So I think it came 
down to a matter of business judgment. I had no part in the nego- 
tiations of the contract, and 1 accept and I have no reason to doubt 
but what the decision that AEC made on that point is sound. 

Representative Price. Would the Commission have recommended 
the biireau chief’s position rather than the position as now contained 
in the contract ? 

Mr. KuyKeNpDALL. You mean would we have? 

Representative Price. Yes. 

Mr. Kuykenpauu. If what? Under what conditions? 

Representative Price. If you were making the contract, would you 
have taken the position of your bureau chief and put this added pro- 
tection there for the Government rather than to have lessened the risk 
of the company ? 

Mr. KuyxKenpatu. Of course, if I were making the contract, I would 
have to do all of the negotiations that other parties did. I could not 
say what I would do on any one provision. I could not say how I 
would come out on the entire negotiations. 

Representative Price. But the position taken by the bureau chief 
is more in the interest of the Government than what actually comes 
out in the contract ? 

Mr. Kuykenpauu. Well, I could not say that. Because, as I said 
before, if that provision were in the contract I am convinced that the 
Government would have to pay more. 

Representative Price. What are some of the other points? 

Mr. Kuyxenpatu. The option for extension. The contract provides 
that if the Government does decide to extend the contract there will 
be some more negotiations in regard to what the rates will be during 
the extension period. Mr. Smith suggested that he thought it would 
be better to simply say that the same rates would obtain or perhaps 
by that time lower rates should obtain due to the fact that most of 
the depreciation has been taken care of or used up. 

Chairman Corr. Would you identify Mr. Smith whom you referred 
to? 

Mr. Kuyxenpauw. Mr. Charles W. Smith, who is Chief of the Bu- 
reau of Accounts, Finance, and Rates of the Federal Power Commis- 
sion. There is a difference between the conditions applying to the 
second extension period and the first. 

Representative Price. In this particular man, was he a career man 
in the Power Commission ? 

Mr. Kuykenpa.u. Yes; he is a career man who has been there many 
years. He is an outstanding man in the field of utility accounting. 

Representative Price. How long has he been with the Commission ? 

Mr. KuyKenpauu. The staff tells me he has been there since 1936. 

Representative Van Zanpr. Is he one of the officers of the Com- 
mission ? 
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Mr. KuyKxenpauu. Yes; and he reports directly to the Commission. 
He is head of a large bureau, yes. He is in the same corresponding 
rank as Mr. Adams on my left, Chief of our Bureau of Power. Mr. 
Adams participated much more closely and worked much more closely 
on this contract than had Mr. Smith, and Mr. Smith, I think, helped 
Mr. Adams at times when he was called on, but by and large Mr. 
Adams carried the burden and had almost all of the contact and com- 
muniction with the AEC staff and with the Bureau of the Budget. 

Representative Hoxtirrmetp. Mr. Adams made it plain in his testi- 
mony last year before the committee that he was testifying on matters 
of factual interpretation and not on matters of policy. He took no 
responsibility for the policy that was involved. 

Mr. KuyKenpauu. Yes. I did not know he did, but I would think 
that that would be a proper statement for him to make. 

Representative Price. What was the third point# There has been 
so many interruptions I have forgotten the third point. 

Mr. Kuyxenpauu. The provisions concerning the option for extend- 
ing the contract for a 5-year period, or for 2 of the 5-year periods. 
Mr. Smith felt that the terms or the rates to be in effect during that 
extension period could very well be fixed in the contract while the 
contract provides that it shall be negotiated again. I did not see, and 
the Commission did not see, where that was of. any great moment, and 
I did not think that that would deserve any serious consideration in 
the way of considering whether or not the Commission would or would 
not approve or whether it would permit approval by the Commission. 

Representative Price. There is some confusion here about what 
extension period you are talking about. Are you talking about the 
extension after the 25 years? 

Mr. KuyKxenpauu. That is right. 

Representative Hoxirrerp. You are not talking about the assign- 
ment of the AEC to another Government agency under the clause 
where an assignment is allowed which permits absorption by the Dixon 
and Yates people, unless assigned by the AEC? You are not talking 
about that ¢ 

Mr. Kuyxenpau. No; I am not talking about that. 

Representative Hoiirretp. As you read the contract, was it your 
opinion that such an assignment would receive the same rate that the 
AEC received in the prime contract ? 

Mr. Kuykenpa... I really do not know. I had not considered that 
question, and I had heard something mentioned about it here this 
afternoon, and I considered all of the points that the staff raised and 
I have examined the contract but I have not gotten into that point. 

Senator Anperson. I could not understand your answer a while ago. 
Did you say that Mr. Smith raised a question of these two options and 
that you did not think it was of much mportance? It runs about $200 
million during that period. You did not feel that it was necessary 
to fix the rate on that $200 million? 

Mr. Kuyxernpau. I hope I do not misquote Mr. Smith on any of 
this. His point, as I understand it, was that he thought the terms of 
the contract that would prevail during the first extension period should 
be set out in the contract presently now. The contract provides for 
setting a lot of those things at that time. 

Senator Anprerson. Did I understand you to think that that was 
not important, since it only ran about $200 million ? 
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Mr. KuyKkenpatL. I did not say anything about $200 million. 
Senator Anperson. I know you did not but that is what it comes to 
10 years. 

Mr. KuyKenpatu. What comes to? 

Senator AnprErson. Ten years’ payments, if 25 years cost $500 mil- 
lion, does not the 10 years cost $200 million ? 

Mr. Kuykenpau. I thought as a matter of policy it would be just 
as satisfactory to work those things out at that time rather than try 
to settle them all at this time. 1 thought that 25 years in advance 
was far enough to go, and there, again, you have a judgment decision. 
I think I see nothing improper in having a contract that provides 
that if you want to extend it, then you will renegotiate some of the 
provisions of it. 

Chairman Cote. Is it not a fact, though, that there are 2 exten- 
sion periods each of 5 years and for the first extension period of terms 
that will prevail under that first 5 years are the terms that are car- 
ried in the existing contract, if one is developed. However, if the 
Commission exercises the right to extend for an additional 5 years, 
that is from 30 to 35 years, then the terms of that second extension are 
subject to negotiation. 

Mr. Kuykenpaui. You may be right. My recollection was now 
that there was some negotiating to be done before the first extension. 

Mr. Adams points out at the top of page 34 of the contract, which 
I believe indicates that there would be some adjustments and changes 
that would be made during the first period; rather, there would be 
consideration of them. 

Representative Hotirtevp. Is it not true also that that only applies 
in case the AEC retains the contract for 25 years and if, in the mean- 
time, it assigns or allows the absorption clause of 100,000 kilowatts 
per year to be absorbed by the company that the rates of the contract 
do not prevail and they must be renegotiated under the Federal 
Power Commission and the rates of the regulatory bodies that have 
supervision of those rates? 

Mr. Kuyxenpatu. I am sorry, Mr. Holifield, I lost you on that 
question. 

Representative Hoxirretp. Would Mr. Adams like to respond to 
that? 

Mr. Apams. Mr. Holifield, you are referring to section 703, the ref- 
erence to the Federal Power Commission in the last part of that 
section, I believe, under the subject, “Contract capacity after ter- 
mination.” 

It is correct that the assignment is subject to review by the Federal 
Power Commission. 

tepresentative Horirretp. And is it not true that when the Federal 
Power Commission reviews the rates of a public utility that it takes 
into consideration the State power commissions that set local rates 
within the State area ? 

Mr. Apams. Yes, sir; I think that that would be considered, but in 
this case if it is a matter of Federal jurisdiction the Commission would 
make its own decision. 

Representative Horirrevp. And is it not true that the rates in 
Arkansas that are now charged are much higher than the rates which 
the AEC is getting under this contract ? 
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Mr. Apams. I would expect they would be higher for ordinary 
industrial service, but this is an unusual contract providing for 
special service and it is very special conditions. 

Representative Hoxirrecp. But this would be ordinary industrial 
consumers that would take over in case of cancellation by the AEC 
and absorption by the Dixon- Yates group; would it not? 

Mr. Apams. Just a moment, sir. 

Representative Horrrretp. The customers to be served are indus- 
trial, residential, and commercial customers in the Memphis area, and 
they are the ones that would be subject to the rates in case of cancel- 
lation. They would be subject to the Federal Power Commission’s 
decision as to rates ? 

Mr. Anams. I think the reference you have to the Federal Power 
Commission review in section 703 applies only to assignment to 
another Government agency. 

Representative Hourrrerp. Well, all right, if it applied only to 
another Government agency then the industrial, commercial, and 
residential users would have to abide by the State commission’s deci- 
sions once they became customers, and users of this power; would 
they not? 

Mr. Apams. I think the reference here, as I understand it, is to 
review by the Commission for assignment to another Government 
agency on a wholesale basis. The matter of sales to the ultimate con- 
sumer would not be involved here. 

Representative Horirretp. I recognize that point, but I go to 
another plant. The Dixon-Yates people are allowed to absorb and 
they must absorb not less than 100,000 kilowatts capacity ~ year 
beginning with the fourth year and ending with the ninth year; is that 
not true? 

Mr. Apams. Yes, sir. 

Representative Hotirtetp. Now, once that energy is absorbed by the 
Dixon- Yates people, they can sell it anywhere they want to under the 
local regulatory bodies; can they not? 

Mr. Apams. Once it is taken over by them it becomes subject to 
local regulations; yes, sir. 

Representative Hottrrerp. So, in effect, at the end of the ninth 
year, the Dixon- Yates company could capture all of this capacity and 
in place of furnishing it under the rates now in the contract with AEC 
it could furnish it at much higher rates to its own commercial, resi- 
dential, and industrial users; could it not? 

Mr. Apams. It could be furnished at whatever rates are approved 
by the local regulatory commission. 

Representative Hourrreip. Then, the answer is “Yes” to my ques- 
tion ? 

Mr. Apams. Yes, sir; I think so. 

Representative Hourrrenp. Thank you. 

Representative Price. Would you go on to your fourth point? 

Mr. Kuyxenpatt. The fourth one, I believe 





Senator Hickenuoorer. May I just ask this question here? The 
election to absorb that is not ‘with the Dixon-Yates company; it is 
only in the event the AEC notifies the Dixon-Yates of its determina- 
tion to exercise this option which the Government has or the Atomic 
Energy Commission alone has under this contract. Is that not the 
case ¢ 
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Mr. Apams. Yes, sir. 

Senator Hicken Looper. Dixon- Yates cannot notify the AEC that 
they are going to start absorbing 100,000 kilowatts a year. If the 
AEC notifies Dixon-Yates under this option, then Dixon-Yates must 
under certain circumstances begin to absorb in its own system or use 
or takeout of the AEC contract at a certain time 100,000 kilowatts per 
year as a minimum ? 

Mr. Apams. That is right, sir. The provision that we are talking 
about in 7023 relates to contract ¢ apacity after termination. And that 
is subject only to the option of the AEC. It is not the company. 

Chairman Corr. Now, point 4. 

Mr. KuyKEnDALL. Point 4 was another one that was mentioned here 
this afternoon and that is the provision for splitting the excess profits 
between the AEC and the company in the event there are excess 
profits. As pointed out here this afternoon, if there are any they 
would be divided equally between the two, and then the company 
would, of course, have to pay income tax on approximately 50 percent 
of what it got. On the other hand, if there are not only no excess 
profits but there is not sufficient profits—— 

Representative Price. In your opinion in talking on that point, i 
there any danger of the so-called 9 ae equity return being —~ 
sidered a floor rather g in a ceiling, or a minimum profit return ? 

Mr. KuyKkenpati. I do not think it is a floor. I think that the 
company has too many risks here. They are not guaranteed that 
9-percent return. 

Represent itive Price. Do you think there is anything in this con- 
tract, though, that might establish it as a minimum of return so 
that some time later the Atomic Energy Commission would have to 
have additional funds to compensate this company because they failed 
to make the 9-percent return ? 

Mr. KuyKkenpaty. No. My understanding is that the Government 
has tried to negotiate a contract here which is not a cost-plus contract. 

Representative Price. We are not talking about cost-plus; we are 
talking about the equity, the annual return and profit return. Is there 
any danger of that 9-percent figure that has been bandied around 
here being conside ‘red as a guaranty of a minimum return of 9 percent ? 

Mr. Kuykenpa... I do not think it is a guaranty, and if everything 
goes well the company will make it. If they go very well, they might 
make a little more. There are plenty of chances that the company 
will not make the 9 percent, and if they do not why that risk 1s on 
them. I do not see where—— 

Representative Price. Are there any estimates within the Commis- 
sion where they might make more than 9 percent ? 

Mr. KuyKenpatt. I do not think I could guess and I do not think 
anyone on the Commission or the staff could guess. That is the risk 
that is inherent in this. 

Representative Houirretp. Mr. Kuykendall, is it not true that there 
is a provision in the contract whereby the accumulated reserve cat 
be utilized to compensate the company on its annual charge? In other 
words, the accumulated reserves and excess profits can be utilized in 
years when their profits might run below 9 percent to bring it up to 
the 9 percent net yield. 

Mr. Kt YKENDALL. I would think that there might be and I do not 
know. 
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Representative Hoxirietp. Could Mr. Adams respond to that? 
Could you give us a definite response to that 4 

Mr. Apams. Section 414 under the subject “Overall Billing Adjust- 
ments,” does provide that any excess earnings will be accumulated in 
a reserve fund and that that fund can be drawn upon to assure the 
485,000. 

Representative Houiirme tp. Which represents the 9-percent return 
on the equity investment ? 

Mr. Apams. Yes; that represents 9 percent. 

Representative Ho.irre.p. So that, in effect, that reserve does stand 
as a guaranty of the 9 percent annual yield? 

Mr. Apams. To the extent that there is any fund in that reserve. 

Representative Price. Would there be an annual accounting so 
that we can settle this year by year or would the Government have 
to wait until the end of the contract before they would be able to 
make an accounting ? 

Mr. Apams. The provision is that when the fund accumulates as 
much as $500,000, then there is this statement : 

When and if the special reserve account shall exceed $500,000 on any December 
31, AEC shall be entitled to one-half of the excess thereof over $500,000 and one- 
half of such excess shall become available to the company as a part of its 
general fund. 

Representative Price. There will not be any annual accounting then. 
It will be carried forward. It will not be done from year to year. 

Mr. Apams. I think it would be carried forward from year to 
year; yes, sir. 

Representative Houirrenp. And if there was a reserve there, at the 
conclusion of the contract, would it not be divided equally between 
the AEC and the company ? 

Mr. Apams. Yes, sir, that is the provision. 

Representative Price. Let us have the point 4. 

Mr. KuyKxenpauu. That is point 4. The one more thing I wanted 
to say is that, of course, if the company does not make enough money 
so that there is a reserve or if they lose, why the Government does 
not have to share that loss with them. That is the offsetting factor 
which to me indicates that that might be a fair and reason: able pro- 
vision that businessmen and the Government might go into. 

Representative Price. I would like to know what Mr. Smith’s ob- 
jection was to that feature of the contract. 

Mr. KuyKenpaLu. Mr. Smith thought it would be more desirable if 
the Government would get returned to it any amounts that might be 
in that fund at the end of the contract. 

Represenative Price. I will yield to the gentleman from California. 

Chairman Corx. Let us yield the floor and let a Member of the 
Senate ask some questions. 

Representative Price. Let us do this. You said there were 10 
points, and let us get the 10 points in the record without interruption. 

Chairman Core. Go right ahead. 

Mr. Kuyxenpauy. Again, I say I hope I am doing justice to Mr. 
Smith and I will try my best to do it and I hope I do not misquote him, 
but I will state it as I understand it, and I believe it will be accurate. 

The next one was one that everybody notices; No. 5 is the con- 
tingency provisions in case the Internal Revenue Service gives an 
adverse ruling on the method by which the company intends to handle 
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its depreciation. That is in case it gives a favorable en at one 
time and then reverses it or some higher legal authority, 1 presume a 
court, would reverse it. That is covered in the letter of October 7, 
or memorandum which I now have and which I know the committee 
has in the very early pages of it and I do not believe I can say anything 
more on that. There, again, you have simply a matter of negotiation 
on a very difficult and very important problem involved in this 
contract. 

Another one was the provision that was gone 1nto this afternoon, 
the division of deferred maintenance funds, and you heard what Gen- 
eral Nichols said about that. 

Another point he raised which I believe has been finally correct 
was that there were so many places in it where it was provided that 
the parties by mutual agreement would do this and that. 1 think that 
the provision for arbitration pretty much eliminates that objection. 
There was some objection and it was vague. There was a provision 
for mutual agreement in the future, but no assurance that mutual 
agreement would be reached. 

He also pointed out, and in his opinion he thought, that the 95 pei 
cent debt ratio was too high. Obviously, it is high for ordinary elec- 
tric utility or almost any kind of a business. 

Here, in my opinion, if the deal can be swung on 95 percent debt 
capital, it is very advantageous and I presume you have heard discus- 
sions on that. It will save a lot of income taxes and saves a lot of pay- 
ments of stock dividend. You pay interest instead which is less ordi- 
narily than dividends on equity securities. Of course, it is cheaper 
and of benefit to the Government because they are only contracting 
to pay what will appear to be what we call in the utility business the 
costs of money. 

Senator Pastore. Does that not cut down the risk, too, of the con 
tracting company, the fact they only put up 5 percent of their own 
money lessens their risk? 

Mr. KuyKenpau. Well, it increases the risk of the people who lend 
the money. 

Senator Pasrorr. And increases the risk of the people who invest, 
but not of the sponsoring companies. ‘They put up less money. 

Mr. Kuyxkenpatu. They are the ones who invest it; are they not? 

Senator Pasrore. No, they are going to float 95 percent of this as 
bonds. 

Mr. Kuyxenpatt. Well, yes, I misunderstood your word or mean- 
ing of the word “invest” and I would think invest would be buying 
the stock. Any creditor or any noteholder or bondholder or debenture 
holder of a utility security likes to have a good proportion of common 
equity securities because the debt securities come ahead of the equity. 
Yet, if you have too much debt there is a risk that there will be so 
much debt that the interest cannot all be met. While if there is a con- 
siderable portion of equity securities, common or preferred stock, the 
creditor is in a better position because he gets his interest before there 
are any dividends. So you cannot have a high debt ratio like this 
unless you have a company that has or is a sheltered company. 

Representative Price. Is it not to the advantage of the equity holder 
to have a cheap interest rate, and to have the high dividend so that 

there would be less dividends they have to pay? 
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Mr. Kuykenpaui. Well, I would not say it is to his disadvantage. 
I do not know how that would work out. He has an awful lot of 
interest he has to pay before he can get his dividends. Nevertheless, 
they are in a sheltered position here. 

Representative Price. The more the equity owner owes, the less 
dividends they are going to have to pay. 

Mr. Kvykenvaww. That is r ight, and the less income taxes you have 
to pay because your interest payments are deductible, while your stock 
dividends are not, except with minor exceptions which are now in the 
law through the last session of Congress. 

I have not thought about the question, and I do not know or do not 

care whether the people who own this 5 percent equity have a particu- 
I rly good thing or not, because the fundamental and important thing 
is that it makes it ¢ heaper for the Government. The more debt there 
is and the less equity that has to be supported by this type of a con- 
tract, the cheaper it is for the Government. 

Obviously, you cannot have a corporation which can operate on 
that kind of a debt ratio unless it is pretty much of a sheltered company 
and has definitely assured income. If it does not have that, obviously 
you are not going to be able to sell bonds or borrow very much money 
at the bank on short- term unless there is positive, almost positive as- 
surance that there is a good chance it will be repaid. 

Representative Dureram. Would that apply under the present tax 
laws ¢ 

Mr. KuyKenpauu. The interest deduction, you mean ? 

Representative Durnam. Would it apply now? If you had very 
low taxes, of course, I can see why it would be to the adv: antage of the 
Government, but w here you have got a high tax rate—— 

Mr. Kuykenpautu. Where you have a high tax rate like we have 
now, and where you have lots of debt, it is advantageous to the Atomic 
Energy Commission because the company does not need nearly so 
much income. 

Representative Duruam. But the Federal Government is involved, 
because they are getting the income from taxes ? 

Mr. Kuyxenpatu. That is right. That is a problem we have in 
utility regulation nowadays. That isa very important one, it is what 
should be the financial structure of acompany. It is desirable to have 
as much debt as it will be sound, and not have too much so you get 
unsound and not have too much equity where it costs too much to 
pay your dividend and pay all of your interest on your debt. 

The CuarrmMan. Have you reached point 10 yet ? 

Mr. Kuykenpauu. No; I have not. 

Representative Price. This situation is very advantageous to the 
equity holders. 

Mr. KuyKxenpatn. If he can—— 

Representative Price. There would be fewer stock dividends to 
distribute. 

Mr. Kuykenpauu. Yes, there will be only 5 percent of the total 
capital, will be stock, and they will have to pay only—they hope to pay 
9 percent on that 5 percent, but there are risks and they may not be 
able to pay 9 percent or maybe they will be able to pay more. 

Representative Pricer. Fewer stockholders to receive stock divi- 
dends ? 
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Mr. Kuyxenpauu. That is right, but as I say this is an incidental. 
The big point is it makes it cheaper for the Atomic Energy Com- 
mission. 

Representative Duruam. But the Atomic Energy Commission is 
financed by the Federal Government from taxes. 

Mr. Kuykenpau. That is right. 

Representative Duruam. So I do not see how you can interpret it. 
After all, it is something in the pocket of the Government. Just be- 
cause it is in the pocket of the Atomic E nergy Commission—— 

Mr. Kuyxenpaw. Bear in mind that all of the net income of the 
corporation is not taxable, only about 50 percent of it is, even at these 
high rates. 

The next point was the high capacity charge. Mr. Smith thought 
it would be desirable to have a lower capacity charge or demand 
charge, as you frequently call it, and put more of the rate on the com- 
modity charge. I think that that is immaterial. Everybody is 
agreed that the Atomic Energy Commission wants to take this pow- 
er at 98 to 100 percent load factor, and that it has to have it that 
way. Well, if a fact is a fact, then it makes no difference whether 
your capacity charge is a little lower or a little higher or what it 
1s. 

The other «uestion was one which is clearly outside the province 
of the Commission and which, I believe, the Attorney General has 
dealt with; the question Mr. Smith raised, whether or not the con- 
tract by its terms violated that portion of the 1954 act pertaining 
to this contract, prohibiting the AEC from paying income taxes 
to the contracting company. It was direct income taxes. We did 
not feel it was within our province, and it is not. I presume that 
you have heard or will hear evidence on that point if you are interested 
in it. 

Representative Pricer. Did Mr. Smith submit these objections in 
a memorandum to the Commission ¢ 

Mr. Kuykewnpauu. Yes, he did. 

Representative Price. I wonder if it is possible to offer that for 
the record, that memorandum or a copy of it. 

Mr. KuyKenpba.. I would say this: I have tried to give you what 
is in it. Mr. Smith wrote the memorandum hurriedly, and I think 
he would probably like to revise any written statement that he made. 

Representative Price. Would you prepare one for the record ¢ 

Mr. Kuyxenpaut. Yes. And would you also like Mr. Adams’ or the 
Bureau of Power’s answers? We had both before us at that time. 

Representative Price. I think that that would be well. 

Chairman Cots. Will you prepare memorandums on both sides of 
the 10 points, reflecting Mr. Adams’ and Mr, Smith’s points; Mr. 
Smith’s objection and the responses by the Bureau of Power? 

Senator Pasrorr. I have only one question to ask. This Mr. Smith 
is a career employee, isn’t he ? 

Mr. Kuykenpatyi. Yes. We just stated, I think, he has been there 
since 1936; is that correct, Mr. Adams? 

Mr. Apams. Yes. 

Representative Price. I would like to ask one more question, if I 
may. Does the General Counsel of the Commission pass on the 
contract ? 
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Mr. Kuykenbatu. No; our lawyers were not called in on this. Our 
Bureau of Power worked with AEC and with the Bureau of the Budg- 
et and conferred with our Bureau of Accounts, Finance, and Rates, 
which Mr. Smith heads. At a later stage, Mr. Smith and Mr. Adams 
participated in some staff conferences with AEC, but our Bureau of 
Law did not. 

Then when we got these requests from this committee and from 
AEC to give our opinion, we did not ask the Bureau of Law to get 
into the Tegal phases of it because I thought that would simply “be 
plowing the same ground, so to speak, that I knew the attorneys for 
AEC have plowed and the Attorney General. So they were not asked 
to give us—wait a minute; I will take that back. 

Representative Pricer. I saw a press report to the effect that the 
General Counsel had not given his approval. 

Mr. Kuykenpbauu. We had not asked him for it, but the staff took 
the contract to him and started drawing him into it. -I felt that it 
was unnecessary, and we said in our first letter to the AEC that our 
attorneys had not passed on it. 

Representative Price. But the Commission is the power agency, 
and why would it not be interested in giving an opinion or a decision 
on such a contract ? 

Mr. KuyKenpatu. Why wouldn’t who be interested ¢ 

Representative Price. The Federal Power Commission, which is 
the power agency of the Government. 

Mr. Kuykenpatu. You mean a legal opinion? 

Representative Price. Yes. Why wouldn’t they do that? It 
would be sort of in an advisory position to the AEC, 

Mr. KuykenpaLL. We were advisory in the matters I mentioned 
in my opening statement, and that does not include legal matters. 

Representative Price. Why would not your legal department be 
asked to pass on it? 

Mr. Kuyxenpau. If we had all of the time in the world and all of 
the men available that could work on this without detriment to their 
other work, I would have had them go ahead and do it. 

Representative Price. Do I understand that there was some expres- 
sion of disapproval on the part of the General Counsel, but it was 
not official; 1s that right ? 

Mr. KvyKenpan. I would not say it was an expression of disap- 
proval. It was an expression of an inability to advise us, that he 
would give us his approval at that time. I think perhaps if he had 
had a week or two to work on it, he might have been able to probably 
give approval. 

Representative Price. This is such a controversial subject, do you 
not think that you could have taken a week to have him work on it? 

Mr. KuykKENDALL. Since I have been in Government, I have found 
this is the tendency; that one agency, or one section or division of an 
agency will, before you know it, start doing the same thing that an- 
other agency or another division in your own agency is doing. I saw 
no point in our getting into the legality of the contract from a legal 
aspect of it because I know that “that was already covered by the 
Atomic Energy Commission and the Bureau of the Budget and the 
Attorney General. 

Chairman Cote. Are there any further questions ? 
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Senator Pastore. I would like to ask a further question. This fig- 
ure of $107,250,000 is the estimated cost. Was that the original figure 
submitted by the Dixon- Yates group? 

Mr. Kuykenpati. Mr. Adams would have to answer that. That is 
the only figure I know of. 

Senator Pastore. Was that figure in any other amount, ever? 

Mr. Apams. May I answer that? Senator, that is the figure sub- 
mitted in the April 10 proposal made to the Atomic Energy Commis- 
sion. 

Senator Pasrore. In other words, this figure that was finally decided 
upon is the original figure that was given in the first instance 

Mr. Apams. There was a previous proposal back in February which 
was somewhat higher. 

Senator Pastore. How much was it? 

Mr. Apams. It was not as specifically stated. The proposal was in 
the form of a letter and merely outlined in general plan as to how it 
would be worked out. I think that it was stated in terms of $200 per 
kilowatt. It was the estimated cost of building such a plant. ‘That 
letter was never submitted in as complete a form, or that proposal was 
never developed in as complete a form as the April 10 proposal. In 
the period between February 25 and April 10, there were later discus- 
sions as I understand it. I was not participating with the Bureau of 
the Budget during all of that period. As I understand it, the matter 
was considered further and the company gave more study to the details 
of the problem and came up with a more definite proposal. That is 
the $107,250,000 you mentioned. 

Senator Pastore. How about the 9-percent return? What was the 
original figure you submitted on that? 

Mr. Apams. I do not believe there was any reference to the rate of 
return in the original proposal. I am not sure. I could check that 
for you, sir. I do not find the figure 9 percent specifically mentioned 
in the proposal, but the original proposal is to have a base capacity 
charge which would have included earnings on the equity as $9,626,000, 
compared to the $9 million in the present contract. 

Senator Pastore. That did not change very materially, did it? 

Mr. Apams. The demand figure, you mean‘ The difference is about 
$600,000. 

Senator Pastore. That is all. 

Representative Hinsuaw. I just noted that nearly all of the people 
who have been requested to give opinions on this are old-time employees 
around here and have been here under several different administra- 
tions, and they are not necessarily replaced by those who were 
appointed in this administration. 

Senator Pasrore. That is why I asked the question if they were 
career employees. 

Representative Hinsuaw. So solid that they cannot be moved out. 

Chairman Coir. Mr. Durham has a question. 

Representative DurHAm. When you appeared before us some time 
ago, I believe I asked you a question with regard to the reasonable- 
ness of this contract in comparison to OVEC and the EEI contract. 
There have been some changes in the contract since then. I believe 

your answer was that there was less risk in this contract than there 
wasinOVEC and EEI. Was that a contract statement? 

Mr. Apams. I do not believe that was the intention of my statement, 
Mr. Durham. 
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Chairman Coreg. Less risk on the part of which party ¢ 

Representative Duruam. Less risk on the part of the Government 
in OVEC and EEI. 

Mr. Apams. There is more risk on the part of the company than 
in the other two. That is what I meant. 

Representative Durnam. I think that is a correct statement. Now, 
of course, since there has been some changes in this—and you establish 
this 9 percent—when this contract was finished, whether it is 9 per- 
cent or whether it is less, if it stays at the figure that is projected here 
before us, $107 million, it is contemplated of course that you would 
establish it at 9 ar cent ; is that correct ? 

Mr. Apams. I did not clearly understand your question. Are you 
asking if the 9 percent is fixed? 

Representative Duruam. Yes; once the determination of the cost 
of the plant is made. 

Mr. Apams. The 9 percent in the tax formula is stated. 

Representative Durnam. I am talking about the contract before us. 

Mr. Apvams. The 9 percent is not fixed, it is merely tied in to a base 
figure. 

Representative Durnam. That is what I am talking about; if you 
once get your base figure, your return is fixed for 25 years; isn’t that 
correct ¢ 

Mr. Apams. No, sir. The 9 percent will vary as to termination of 
the company. The 9 percent is tied in with $495,000, in determining 
the base demand charge of $8,052,000. If the earnings change, why 
the 9 percent changes. 

Representative Durnam. Up or down, either way ? 

Mr. Apams. Either up or down. 

Representative DurHam. It could go either up or down? 

Mr. Apams. Depending upon the actual earnings. 

Representative DurHam. Is that the usual procedure of contracts 
that you have participated in—a lot of contracts—with Government 
employees in this department ¢ 

Mr. Apams. In this case it is a single plant company to serve a single 
load of the Federal Government, meaning it is a directly negotiated 
contract for a special service. In the ordinary utility service ‘and the 

regulation by the regulatory commissions, you are considering a com- 
plet e interconnected system with a number of plants and probably 
large number of plants serving a multitude of customers, so the salen r 
is treated on an overall basis with the entire company makeup and its 
cost base and what is a proper rate of return on that. In that manner 
it is treated in the ordinary utility regulatory channels. 

Representative Durnam. In the Government now or in the private 
production of power, does it apply to both? 

Mr. Apams. It applies only to private production of power. The 
municipal systems as a rule are publicly owned systems and are not 
subject in all cases to regulatory commission jurisdiction. Perhaps 
Mr. Kuykendall could enlighten you more on that point, having been 
in the State regulatory commission. 

Representative DurHam. I would like to get a comparison of this 
contract with an ordinary contract by a private utility on the earnings, 
based on whether it is 9 percent or 10 percent. Is it comparable, in 
your opinion ¢ 
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Mr. Apams. Well, the 9 percent in this case relates to the equity or 
common stock of the company. With an ordinary utility operation, 
electric power operation, I believe 6 percent would be more normal 
return. But that is a composite of the bond money, the preferred 
stock, and the common seek usually in a ratio of about 50 percent 
bond money and 35 percent common stock and 15 percent preferred 
stock. 

The composite of the rates on those three would ordinarily yield an 
average of, say, 6 percent. But in this case, the 9 percent refers only 
to the common stock, which was stated yesterday as averaged for the 
year 1953, stated in terms of the average earnings on equity capital of 
all private electric utilities with revenues of over $250,000 per annum, 
which was 10.2 percent. That is in the year 1953. That is compara- 
ble to the 9 percent we are talking about. 

Representative Hinsuaw. I think that that ought to be cleared up 
because there is not any 9 percent guaranty in this contract at all, and 
it is a return of $495,000 that we are talking about. It is reduced by 
certain amounts if the price of the ees tion of the plant goes up; and 
if it goes the other way, it is much smaller 

Mr. Apams. That is correct, sir. 

Representative Durnam. If you read the statement put out by the 
General Accounting Office—and I will read it—that is why T asked 
the question : 

This indicates the importance of the reasonableness of the construction cost 
estimate of the facilities, particularly since the allowable return, once established 
by the actual construction cost of the facility, is applicable to the 25 years of the 
contract. 

What dothey mean by that? Does the 9 percent apply to that? 

Mr. Apams. I do not have that before me, and I have not seen it. 

Representative Htnsuaw. I have inquired into the importance of 
the construction cost. As I understand, if the cost is more, the earn- 
ings of the company go down, whatever it is, under $495,000; and if 
the cost is 139.2 percent in excess of $104 million or some such figure, 
they get no return at all. Is that correct? 

Mr. Apams. That calculation was made—and I checked it—that if 
the construction costs of this plant increased by 13 percent, the 
$495,000 earnings would be entirely wiped out by the extra costs that 
the company would have to carry, apart from the provisions of the 
contract. 

Representative Htnsuaw. That is right, and the cost of the plan 
would have to decrease from $104 million to $63 million in order to 
reach the purported return of 30 percent—from what I read in the 
newspaper. Is that correct? 

Mr. Apams. I have not made that calculation, but it sounds rea- 
sonable, sir. 

Representative Durnam. The Comptroller General says “the life 
of the contract.” 

Chairman Coteg. I think the Comptroller General spokesman would 
be the best one to amplify the expression in that letter. I do not have 
any objection to Mr. Adams or Mr. Kuykendall answering it, but cer- 
tainly they cannot probe into the thinking of the General Accounting 
Office. 

Representative DurHam. We have a man who has been in the 
utility business in the Government here for 20 years, and I asked him 
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the question because of his experience. The General Accounting Office 
does not know anything about the production of power. 

Mr. Apams. May IL ask what paragraph you are referring to? I just 
received a copy of this letter you are speaking of. 

Representative DurHam. Beginning on the second page, the second 
paragraph, beginning with “The company’s return on equity.” I did 
not read all of it. It is rather confusing there. 

Representative Hivsuaw. It is subparagraph 2 at the bottom of the 
page. 

Mr. Apams. There is a letter dated October 12, 1954. 

Representative DurHAM. No; this is a statement. 

Representative HinsuAw. Is this a part of the testimony that is to 
be given in the future before the committee ? 

Representative DurHAm. I do not know. 

Mr. Apams. Mr. Durham, your reference is to item 2 in the state- 
ment that the proposed contract does not guarantee any earnings to 
the company. 

Representative DurHam. That is correct. 

Mr. Apams (reading) : 

However, under the provisions of this contract if the components of cost in 
the base capacity charge and the base energy charge are overestimated, MVGC 
is in a favorable position in this regard (also, see point 5 below). 

Representative Duruam. I know all about that. I want to know 
whether this is permanent. 

Mr. Apams. No, sir. I thought that I had explained that. Once the 
figure is set at 9 percent, that is merely the base calculation in setting 
up the base demand charge of $9,052,000. If the earnings either in- 
crease or decrease, the 9 percent would, of course, change. If the earn- 
ings are greater than $495,000, then the 9 percent increases. If they 
are less than $495,000, the 9 percent decreases. 

Mr. Kuyxenpatt. Mr. Price, this is rather minor, but to correct the 
record, you were asking about the lawyers’ participation. I recall 
now that in August, before we wrote the first letter, I think our Gen- 
eral Counsel was away on his vacation, as I recall it, and another 
lawyer had gotten into the thing, and we discussed it with him. He 
came into a Commission meeting and he was raising pretty much the 
same points as Mr. Smith had raised, and also pleading he had not 
had time to study this, and so forth. 

So there was another lawyer in our Bureau that had some contact 
with this, but we decided to rely on our Bureau of Power, and our 
Bureau of Accounts, Finance, and Rates, and not get into the legal 
aspect of it. So from then on we did not ask them to write opinions 
for us or conduct a thorough study for the reason I stated. We felt 
it was duplicating other people’s work. Then our General Counsel 
was back when we wrote the second letter, and he was not familiar 
with and was not able, in his opinion, to give us advice that he 
thought the contract was proper. And we did not think we needed 
such advice. 

Representative Price. You did not go through all of the legal 
points. Tell me this: Will the Federal Power Commission exercise 
jurisdiction over the valuation of rates? 

Mr. Kuyxenpauti. That was one of the things that interested our 
other people. There is a provision that AEC may sell some electricity 
for direct industrial use to concessionaires and tenants, and I believe 
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contractors. It is possible, or there is a possibility, those rates might 
be under our jurisdiction, but it is a very minor item. 

Representative HinsHaw. That is a matter of coming under the 
jurisdiction of the Federal Power Commission, and it is for interstate 
sale for anything else besides Government agencies. Do you have 
any jurisdiction in the Federal Power Commission over interstate 
rates involving Government agencies ? 

Mr. Kuykenpatu. It is doubtful, and it is not important enough, I 
did not think, to get into. All of this power, or almost all of it, is 
going to be used for consumption. Under particular statutes, some 
Federal agencies must file their contracts with us. We must approve, 
for instance, Bonneville power rates. I do not know where we would 
have any rate jurisdiction over AEC, but that point was raised and it 
is very minor, anyway. 

Representative Hinsuaw. In view of the excess power over 600,000 
to be furnished to the AEC, " to 650,000 to be sold by the company 
to non-Government users, as I understand it, you would then have 
jurisdiction over those ? 

Mr. Kuyxenpatu. I think we would if it is a sale in interstate 
commerce for resale. 

Representative H1insuaw. And the reports of the company would 
have to be filed with the Commission ? 

Mr. KuyKkenpatu. Yes, and we would acquire accounting jurisdic- 
tion over them, too. 

Representative Horrrrevp. But is it not true that this will be gen 
erated in the State of Arkansas, and if that 50,000 above the 600,000 
is sold in the State of Arkansas, it will be sold under the rates of the 
State of Arkansas, will it not? 

Mr. KuyKkenpatu. That is right, if it is wholly intrastate commerce. 

tepresentative Hotirretp. If the AEC does not take up its 600,000 
‘apacity which it pays for, whether it uses it or not, and there is a 
gap between that which it accepts and that which it refers back to the 
company, the company can sell that in the State of Arkansas, can it 
not? 

Mr. Kuyxkenpatt. I think so. 

Representative Ho.irteLp. So it does not go into intrastate, and it 
would just go across the Mississippi River; is that right ? 

Mr. Kuykenbatu. Or some other State boundary. 

Representative Pricer. Will the gentleman yield to me for just one 
question ? 

Chairman Coir. You have covered the full 10 points. 

Representative H1insnaw. I wanted to ask Mr. Holifield whether 
he had any concern over the rates that will be approved by the State 
of Arkansas. 

Representative Hoxtrretp. I have no concern at all over the State of 
Arkansas. 

Representative Hensnaw. I wonder why he raised the point. 

Representative Hoirtexp. I used to live there and pay high rates 
that is the reason. 

Representative Price. I would like to ask one very short question. 
In the letter of the Atomic Energy Commission addressed to the Fed- 

eral Power Commission, they asked, “Before entering into any con- 

‘act. we shall ask the Federal Power Commission to review the con- 
tract and to indicate whether this estimated cost, whether the cost allo- 
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vation between capacity and energy are in accordance with FPC prac- 
tices in approving rates for resale in interstate commerce, and whether 
the rate term and conditions are fair and reasonable to the Govern- 
ment.’ 

Now, did you reply specifically to that request ? 

Mr. KuyKkenpatu. I would say based upon the advice of my staff, 
the Bureau of Power, which has ‘participated i in that, that the answer 
to your question is “Yes,” and that is the Commission’s answer to it. 

If I may add one thing I thought of while Mr. Adams was talking, 
about whether this 5-percent stock is very advantageous to those stock- 
holders, I do not know that it is. I know that investors do not like 
to buy shares in a corporation that has too high a debt ratio, because 
they are afraid that they cannot get any more money if they get in a 
pinch, and too much money is going for interest and not enough is 
available for dividends. 

Now, that could apply here. Suppose this had a 50-percent debt 
ratio and they paid interest on their debt capital and there would be 
something left for stockholders’ dividends, probably. While here was 
a 95-percent debt ratio and they might make the same amount of 
money, yet all of the money would have to go for interest and there 
would be nothing left for stockholders. So I think it is more hazard- 
ous in many respects for stockholders where there is such a high debt 
ratio. 

Chairman Corr. Thank you very much, gentlemen. 

Mr. KuyKxenpaty. Mr. Chairman, I just recalled that Mr. Smith, 
about whom we have a talking, will be out of town virtually all 
of next week, as will I. I do not think it would be possible for him 
to revise his memorandum until the week after. 

Chairman Cote. You work that out the best way you can. We have 
requested you to obtain a memorandum and Mr. Smith’s views with 
the responses of the Bureau of Power. 

Mr. Kuykenpauu. How soon would you like to have it filed ? 

Chairmar Coie. Tomorrow morning. That is when I would like 
to have it. Get it in as soon as you can. 

Mr. Kuykenpa.u. I will get it in assoon as I can. However, it will 
not be tomorrow morning. 

Chairman Cote. I am sure it will not. 

(The information referred to follows:) 

NOVEMBER 17, 1954. 
Memorandum to Chairman Kuykendall : 


Pursuant to your request there are submitted herewith my comments on the 
memorandum dated November 15, 1954, addressed to you by Mr. C. W. Smith, 
Chief, Bureau of Accounts, Finance, and Rates, expressing his views on the 
contract between the Atomic Energy Commission and the Mississippi Valley Gen- 
erating Co., including supplement No. 1 thereto and the accompanying interpreta- 
tive memorandum. 

Mr. Smith states in his assumption (0) that “Estimates involved in the pro- 
posed agreement were accepted without inquiry. It is understood the Bureau of 
Power has verified such estimates.” Since the reasonableness of the company’s 
basic estimates of construction costs and operating costs is an extremely impor- 
tant factor in this contract, the Bureau of Power made a careful review of the 
company’s estimate of such costs in the light of corresponding costs incurred by 
existing electric power systems, publicly owned as well as privately owned. As 
a result of this review we found the cost estimates to be reasonable for a large, 
high-pressure, high-temperature, coal-burning plant operating at an extremely 
high load factor over a long period of years. In reaching this conclusion we 
relied upon the large volume of information available in the Bureau of Power 


























































UTILITY .CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO. 2()7 


files on the cost of constructing and operating steam-electric power plants in all 
parts of the country. This type of information is needed and used regularly 
in our day-to-day work on a wide range of power problems. 

Before commenting on each of the 11 points of Mr. Smith’s memorandum I 
should like to first say that these points were discussed at one time or another 
with the AEC in the meetings with the FPC staff at which Mr. Smith or repre- 
sentatives of his staff were present, and they were given full and careful con 
sideration by AEC. The contract and supplement No. 1 thereto includes such 
recognition of these points as AEC was able to gain through further negotiation 
with the company. In this connection I think it should be kept in mind that 
this is a negotiated contract which has reached its present stage after many 
meetings extending over a period of some 6 months, and after a considerable 
amount of give and take between the buyer and the seller. AEC gained many 
desirable points for the Government, but I think it is too much to expect that 
they would be able to resolve every point in their favor. It is my opinion that 
the contract should be considered as a whole rather than to object to certain 
features that still might be less favorable to the Government than we would 
like them to be. 

The numbering of the following comments conforms to the numbering of the 
11 items discussed in Mr. Smith’s memorandum. 

1 and 2. The Government’s right to recapture seems to be the principal point of 
discussion under Mr. Smith’s first and second items and it appears that supple- 
ment No. 1 (sec. 7.09) has substantially met his previous criticism. It is noted 
that Mr. Smith did not originally nor does he now object to the force majeure 
clause as long as provision is made for recapture. As I understand his objec- 
tion in the third paragraph of his item 1, he is saying that AEC cannot assign 
any of the power available under this contract to any other Government agency 
“except a successor in interest.” Section 3.06 of the contract under the subject, 
Transfer of Power for Use in Other Government Installations, gives the AEC the 
right to transfer all or any part of the power, in blocks of not less than 7,500 
kilowatts, to any new United States Government installation or to any existing 
United States Government installation to meet any new requirement in excess 
of that previously served by the company or the sponsoring companies’ system 
This is subject, however, to the company’s prior right to take and absorb such 
power in its system or in the sponsoring companies’ system. In either case, the 
AEC liability is reduced accordingly without payment of any cancellation cost. 
This seems to give AEC a fairly broad assignment privilege without assuming 
any liability for cancellation costs. 

3. While I can agree with Mr. Smith’s preference for a single extension period 
of 20 years (instead of the 2 periods of 5 and 15 years as now provided), I think 
it is not inappropriate for section 7.08 to give only a general statement of the 
factors to be reviewed at the end of the contract period. The plant will be 
operating at virtually 100 percent load factor for a 25-year period and it cannot 
be determined in advance what the operating condition may be at the end of the 
contract term. Furthermore, arrangements are being made for the sponsoring 
companies to supply reserve capacity during the contract term and the company 
cannot, at this time, determine with assurance what reserves will be available 
for its use 25 years hence. There is no basis for an assumption that the contract 
rate review will necessarily mean higher cost to the Government. Conceivably 
the cost might be lower. 

4. I think Mr. Smith’s observations with respect to the $600,000 limitation are 
reasonable, but it should be noted that while there is a ceiling on earnings there 
is no guaranty that there will be any earnings. Although the company is pro- 
tected by escalation clauses on fuel and labor costs, there is no guaranty against 
the total cost exceeding the amount included in the estimate of operating expenses 
on which demand and energy charges are based. The compang must also absorb 
one-half of any construction cost in excess of the base estimate. In other words, 
they are taking a business risk. 

It is recognized that the company may have earnings outside the contract 
provisions from sale of energy that could be generated by use of the 50,000 kilo- 
watts reserve capacity at times when it is not being utilized to meet the require- 
ments for service to AEC. In my opinion the potentiality for such earnings is 
not large because this 50,000 kilowatts of capacity would have only incremental 
energy value to the prospective purchasers of the power. This capacity is 
already committed as reserve capacity in supplying service to AEC and it is 
not available for sale as dependable capacity for which a demand charge can 
be made. Any revenues which the company may obtain from use of this reserve 
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capacity would, therefore, have to come from sale of energy generated from the 
feapacity when, as, and if it is available. The value of this energy to prospective 
purchasers in the area would be limited to the incremental cost of producing 
energy in their own plants. An examination of the record of such costs as 
reported to the Federal Power Commission reveals that Mississippi Valley Gen- 
erating Co., could not expect to obtain more than about 2 mills per kilowatt- 
hour for any energy sold to replace existing generation. Since the MVG incre- 
mental costs are estimated to be 1.863 mills the margin of profit would be only 
about 0.137 mill per kilowatt-hour. The amount of energy which would be 
available for sale cannot be estimated with accuracy, but if it is assumed to 
be as much as 350 million killowatt-hours annually, the net income to MVG 
from this source would be about $48,000 before income taxes. After allowance 
for Federal and State income taxes, the net profit to the company would be 
about $21,000 annually. 

5. The provision for continued liability of AEC beyond the effective cancella- 
tion date in the event of an adverse ruling on depreciation was considered care- 
fully by AEC during its negotiations. Although AEC originally objected to 
this provision it finally agreed that the provision was equitable. Recognition 
was given to the fact that in the event of an adverse ruling the company would 
probably be required to adopt straight-line depreciation accounting which would 
result in annual depreciation expense higher than depreciation expense under 
a sinking fund method during earlier years of the period and lower than the 
sinking fund method during the latter years of the period. The company’s pro- 
posal contemplated that payments under the contract would be sufficient to 
retire the debt scheduled to be retired during the 25-year contragt term and 
since the retirement of debt was coordinated with depreciation allowances, 
AEC considered it to be equitable to assume responsibility for this adjustment 
through the entire 25-year contract term even though termination of the contract 
might be effected prior to the 25th year. AEC has estimated that the maximum 
liability to the Government under this provision would be approximately 
$1,590,000. It should be observed, however, that this liability would be in- 
curred only in the event of cancellation of the contract before expiration of the 
25-year term. 

6. My only comment here is to call attention to the fact that the contract pro- 
vides, on the basis of delivery of 5.2 billion kilowatt-hours per year, for an annual 
payment of $1,380,000 (0.265 mill per kilowatt-hour) to take care of all mainte- 
nance cost as defined in the uniform system of accounts. Thus, the total mainte- 
nance cost included in the demand and energy charges for the 25-year period is 
$34,500,000. In checking the company’s estimate of 0.265 mill per kilowatt-hour 
for exceptionally high load factor operation for a period of 25 years the Bureau of 
Power made a thorough study of steam powerplant maintenance costs over a long 
period. It is my considered opinion that this estimate is reasonable and that it 
is unlikely there would be any windfalls to the company from this source. As 
pointed out by Mr. Smith, the $600,000 limitation on earnings as provided in sec- 
tion 4.15 removes such & possibility if it should exist. 

7. In considering the arbitration clause, attention is invited to certain improve- 
ments provided in the supplemental agreement. The revised section 8.23 provides 
for selection by the Federal court having jurisdiction, pursuant to section 5 of the 
Federal Arbitration Act, of a third arbitrator to settle disagreement over con- 
tract terms and provisions subject to mutual agreement. This resort to the courts 
can be taken by either party to the contract in the event agreement is not reached 
on selection of the third arbitrator. This seems to make ample provision for pro- 
tection of the Government’s interests. 

8. The debt ratio proposed for this contract is approximately the same as that 
used in the OVEC and EEI contracts with AEC. It is my opinion that this 
financing arrangement is justified for contracts of this nature. The high propor- 
tion of bond money results in a substantially lower power cost to the Govern- 
ment—a factor of considerable importance in purchase of the tremendous quan- 
tities of power required for AEC installations. 

9. In considering the distribution of total charges between capacity and energy 
charges, it should be noted that the AKC intends to take the power at virtually 
100-percent load factor, thus making little difference how these items are split. 
In reviewing the basic cost estimates the Bureau of Power found that the distribu- 
tion of total cost between capacity and energy charges, although slightly high on 
the demand component, was reasonably in line with other major power contracts 
of which we had knowledge. The energy charge is by no means limited to just 
the fuel cost. It also includes 0.15 mill per kilowatt-hour for variable mainte- 
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nance costs, equivalent to $780,000 annually on the basis of sale of 5.2 billion 
kilowatt-hours as contemplated under the contract. 

10. The Comptroller General, the Attorney General, and the General Counsel 
of AEC have all expressed the opinion that the provision for payment of Federal 
income tax as a component of the demand charge does not violate section 165 of 
the Atomic Energy Act of 1954. 

11. See comment on item 7. 

The Bureau of Power staff also participated actively in the conferences with 
AEC referred to in the closing paragraph of Mr. Smith’s memorandum and made 
numerous suggestions for improvements in the several proofs of the contract as 
they were referred to us for comments. In addition te the Bureau chief, these 
conferences were attended by Messrs. H. E. Roberts and R. W. Harman, cost 
engineers for the Bureau of Power. The staff also furnished a large amount of 
basic data on powerplant costs, power system operating costs, and related factual 
material needed by the ABC staff in its consideration of the propesed contract. 


FRANCIS L. ADAMS, 
Chief, Bureau of Power. 


NOVEMBER 15, 1954. 
Memorandum to Chairman Kuykendall: 
In accordance with your instructions I have reviewed My memorandum of 
September 24, with respect to the September 17 proof of a proposed contract 
between the Atomic Energy Commission and Mississippi Valley Generating 
Co., the October 1 contract, supplement No. 1 thereto, and the memorandum of 
interpretative understanding of various provisions of the contract. 

I should like at the outset to make it clear that my review was based upon 
two important assumptions: 

(a) Alternative sources of supply, such as from a plant constructed by AEC 
or constructed for and leased to AEC or purchases from TVA, were not con- 
sidered. Consideration was limited to the terms of the documents mentioned. 

(b) Estimates involved in the proposed agreement were accepted withoi 
inquiry. It is understood the Bureau of Power has verified such estimates. 

My comments follow: 

1. As stated in my memorandum of September 24, AEC during the 25-year 
term of the contract will pay the full carrying charges, including about 75 percent 
amortization of the entire debt of the company. The debt capital, it will be 
recalled, will amount to about 95 percent of total capital. In addition, AEC will 
pay for certain plant replacements and sums designed to have the plant in first 
class operating condition at the end of the contract period. Moreover, AEC, 
under the contract, assumes full responsibility for force majeure losses not 
covered by insurance. 

Because of the guaranties by AEC, including the substantial liquidation of the 
debt capital of the company, it was my feeling that the Government should 
be permitted to recapture the plant at net investment at the end of the 
contract period. Supplement No. 1 to the contract provides (sec. 7.09) that 
at any time within 3 years after the effective date of the contract, AEC shal 
have the option to purchase the facilities upon payment of the cost plus liabili- 
ties incurred. In addition, if AEC exercises its option to purchase power for an 
additional term of 5 years at the end of the 25-year term, then it shall have first 
call upon the contract capacity for a further period of 15 years. The rate relat- 
ing to service during such further period shall give effect to mutually satis- 
factory arrangements after a review of factors mentioned in section 7.08, and 
the reduction or elimination of interest and amortization requirements on the 
long-term debt of the capital. 

Thus, supplement No. 1 goes a substantial distance to meet the criticisms in 
my memorandum of September 24 as to failure to provide for recapture at 
end of contract period. It does not completely satisfy the original criticism in 
that, while AEC can obtain service under the contract for a total period of 45 
years, which may be roughly equivalent to the service life of the plant, never- 
theless AEC cannot assign that right to any other governmental agency except 
a suecessor in interest. As I see it, AEC is acting for the Government of the 
United States and it is the Government of the United States that should have 
the authority to extend the contract for any of its purposes in view of the heavy 
financial responsibilities assumed by the Government. a mn 

2 In my original memorandum I referred to force majeure provisions in the 
contract which, in effect, transfer force majeure losses to AEC. I did not object 
to this provision standing alone because such a provision, In my opinion, 1s 
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necessary in order for the project to be financed at reasonable costs of money, 
but cited the provision merely in support of my view that in exchange for the 
responsibility assumed by AEC recapture of the project should be provided for. 

3. In my original memorandum I criticized the provisions in section 7.08 of the 
contract relating to the authorization of AEC to take service for an additional 
5-year term. I stated that the provisions were unsatisfactory, in my opinion. 
The condition has not been changed. It reads in part as follows: 

“The power and energy taken during such 5-year period shall be paid for by 
AEC on the terms and at the prices provided for in this contract, adjusted to 
give credit and recognition to the condition of the facilities, any change in the 
rate of depreciation, any changed requirements for replacements and reserve ca- 
pacity, availability of such reserve capacity, interest, and amortization on debt 
necessary to provide such service, plus a fair return on any equity capital reason- 
ably required in order to provide such service during such extended period.” 

The foregoing provisions are vague and indefinite and, in my opinion, would 
be wholly unsatisfactory except for the fact that section 7.08 is one of the sections 
which is subject to the arbitration provision of section 8.23. The arbitration 
provision, together with the provision in supplement No. 1 specifically providing 
for reduction or elimination of interest and amortization requirements in long- 
term debt after 30 years, probably vests in AEC the right to obtain a second 
extension of the term of the contract on reasonable terms and conditions. I 
would feel better, however, if the terms and conditions were spelled out so as to 
provide that AEC would have the right to obtain the contract capacity for a 
further period of 20 years after the initial 25-year period under the original 
rates and charges plus any additional costs reasonably necessary to provide that 
capacity less credit for debt liquidated. 

4. In my original memorandum I criticized the provisions of the contract which 
provided for the splitting of profits in excess of “adjusted net income” equally 
between AEC and the company, and stated that because of the nature of the 
eontract, by which the company was greatly sheltered, the entire excess should 
revert to AEC. 

Section 4.15 of supplement No. 1 limits the earnings from operations under the 
contract to $600,000 per annum. Any excess arising from the contract will be 
reserved in a limitation account, the balance therein, if any, going to AEC upon 
termination of the contract. This latter provision in supplement No. 1 sub- 
stantially eliminates the criticism as to excess profits under the contract. The 
$600,000 limitation on profits provides for practically an 11 percent return on the 
total common-stock investment. The company may have other earnings result- 
ing from the sale of reserve capacity and energy as well as energy not taken by 
AEC. While because of the substantial guaranties by AEC I feel that 9 percent 
(originally contemplated) is not inadequate, nevertheless because of the very 
small equity (approximately 5 percent of total capital initially), I do not 
criticize the 11 percent limitation. I am unable to measure the effect of any 
other revenues upon the return on equity. 

5. I had previously stated that a forced change in the depreciation method for 
income tax purposes might seriously affect the income-tax calculations and that, 
in my opinion, AEC should bear the brunt thereof during the contract period. 
The contract provides, however, that the liability of AEC would extend beyond 
the date of any cancellation. It was my opinion at the time I wrote the 
original memorandum, and it is still my opinion, that AEC should bear the 
additional cost resulting from a required change in depreciation method for 
income-tax purposes but only up to the time of cancellation and not beyond that 
date. Mr. Frank Adams, Chief of the Bureau of Power, states that the amount 
involved at most is $1,590,000. The amount may not loom large in the contract 
under consideration, nevertheless it is material enough, in my opinion, to warrant 
consideration. 

6. In my memorandum of September 24 I objected to the provision in the con- 
tract (sec. 4.14) which provides that any amounts reserved for maintenance and 
not spent to place the facilities in first-class condition would be divided equally 
between the company and AEC. I pointed out that this provision, because of 
the substantial amounts involved (approximately $34 million during the 25-year 
contract term), could result in a windfall to the company and that, in my opin- 
ion, the company was entitled to recover actual maintenance costs and no more. 
The $600,000 limitation on earnings provided by section 4.15 of the supplement 
No. 1 to the contract would seem to remove this objection. 

7. The contract provides in many places that changes which may be favorable 
to AEC will be worked out by “mutual agreement.” I criticized the mutual- 
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agreement clauses as being too numerous and not fully protective of AEC. I 
doubted that the arbitration clause fully protected the Government compared to 
the protection afforded the company by the several automatic adjustment clauses 
I see no reason to change my views on this matter 

S. As stated hereinbefore, the company’s capital structure will consist of 
approximately 95 percent debt securities and 5 percent common equity Phis 
is an extremely large percentage of debt and if it can be justified at all it must 
be justified on the basis of the peculiar nature of the contract, including the 
tinancial guaranties on the part of AEC. Measured by sound utility standards, 
the debt is entirely too high. It should be borne in mind, too, that this is not an 
isolated case, but already two other public utilities organized to serve AEC have 
extremely high debt ratios. It would be unfortunate if these projects were to 
set a new style in utility financing. If, as it has been argued, the peculiar 
nature of the contracts and the guaranties thereunder justify such extremely 
high debt, then by the same token such guaranties, which relate to the servicing 
and substantial liquidation of this large debt, in my opinion, emphasize 
appropriateness of a recapture clause. 

9. The contract provides for a relatively high capacity charge and a rela- 
tively low energy charge. All of the constant costs, including return or profit, 
are included in the capacity charge. This deviates from standards which are 
in vogue for normal utility sales. I am informed by representatives of AEC 
that the energy will be taken close to 100 percent load factor, in which event 
the division of the revenues between energy and capacity charges is of no signifi- 
cance. However, should energy be taken at a lower load factor, then AEC would 
pay in the capacity charge practically all the cost of doing business, except the 
incremental cost of fuel. This would mean AEC energy entitlement not taken 
would be extremely low-cost energy which could be productive of profits not 
within the $600,000 limitation mentioned above. 

10. As stated in my previous memorandum, no opinion is expressed as to 
whether the income-tax formula is opposed to provision of the Atomic Energy 
Commission Act of 1954 which, it is understood, prohibits direct reimbursement 
by AEC of Federal income-tax charges. 

11. In my memorandum of September 24, I criticized the arbitration clause 
(sec. 8.23) as being too narrow. Supplement No. 1 by providing for the appoint 
ment of the third arbitrator by Federal court under certain circumstances 
greatly strengthens the arbitration clause, in my opinion. 

I advisea with AEC officials, at their request, on several occasions during the 
time the contract was under preparation. A number of the suggestions made 
by me and my associate, Mr. Edgar S. Coffman, Chief of the Division of Rates, 
were incorporated in the final contract. The AEC officials were courteous and 
attentive to our suggestions. Nothing in this memorandum is intended to be a 
criticism of them. 

Respectfully submitted. 


the 


CHAS. W. SMITH, 
Chief, Bureau of Accounts, Finance and Rates 
Chairman Corre. We will adjourn now to meet tomorrow morning 
at 10 o'clock. 
(Whereupon, at 6:40 p. m. Friday, November 5, 1954, a recess was 
taken until 10 a. m. Saturday, November 6, 1954.) 


















































EXERCISE OF STATUTORY REQUIREMENTS OF SECTION 
164, ATOMIC ENERGY ACT OF 1954 


UTILITY CONTRACT BETWEEN ATOMIC ENERGY COMMIS- 
SION AND MISSISSIPPI VALLEY GENERATING CO. 


SATURDAY, NOVEMBER 6, 1954 


ConGREss OF THE UNITED STATES, 
Joint CoMMITTEE ON ATOMIC ENERGY, 
Washington, D.C. 

The Joint Committee met at 10: 10 a. m., pursuant to notice, in the 
Old Supreme Court Chamber of the Capitol, Hon. W. Sterling Cole 
(chairman of the joint committee) presiding. 

Present: Representative Cole (presiding), Senator Hickenlooper, 
Senator Knowland, Senator Anderson, Senator Pastore, Representa 
tive Hinshaw, Representative Van Zandt, Representative Durham, 
Representative Holifield, Representative Price, and Representative 
Kilday. 

Present also: Corbin C. Allardice, executive director of the Jeint 
Committee on Atomic Energy. 

Chairman Cotz. The committee will come to order. 

I would like to compliment the members of the committee who 
have had the hardihood and interest to attend the hearing today on 
this very important matter so that it may be completely ‘heard and 
explored by the committee and the public generally. 

The witnesses again this morning are ‘Admiral Strauss, chairman 
of the Commission, and General Nichols, the general manager, to- 
gether with Mr. Cook, Deputy General Manager, and Mr. Mitchell, 
General Counsel. 

Senator Hickenlooper has some questions. 

Senator Hicken.oorer. I have 2 or 3 matters I would like to clear 
up with either the Chairman of the Commission or the General Man- 
ager, 

In the first place, I am interested in knowing whether this matter 
is legally before us under the provisions of the act passed last year. 
In other words, is this a contract such as is conte mplated by the law 
to be submitted to our committee, upon which we would have the legal 
right to waive or not waive the 30-day period? I am not necessarily 
asking Mr. Strauss or Mr. Nichols that themselves because neither 
of them are lawyers, but do you have a legal opinion on that matter 
and what is our legal assurance? 
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TESTIMONY OF LEWIS L. STRAUSS, CHAIRMAN; K. D. NICHOLS, 
GENERAL MANAGER; AND WILLIAM MITCHELL, GENERAL 
COUNSEL, UNITED STATES ATOMIC ENERGY COMMISSION— 
Resumed 


Mr. Strauss. We do have the opinion of Counsel of the Commission 
to that effect and he is here this morning and can, if you wish, give you 
the same opinion. 

Senator Hickren oorer. With all due respect to Counsel of the 
Commission, I believe he is not the official law advisory officer, I 
believe that is the Attorney General of the United States. Again, I 
am making clear I am not disparaging his opinion or judgment on 
the matter, but I am concerned with official advice to this committee. 
I do not believe that the General Counsel of the Commission consti- 
tutes an official advisor to this committee. He is advisor to the Com 
mission within certain limits. 

Mr. Srrauss. The Commission has acted upon his advice in this 
matter, Senator. Whether he has been in consultation with the 
Attorney General on it or not, I think we might inquire. 

Mr. Mircue.u. I have not, sir. 

Mr. Srrauss. He has not, sir. 

Mr. Nicuots. We considered as to whether we should sign the con- 
tract prior to bringing it up to the committee. There is no question 
that we could. But we felt in some respects it was fairer to this com- 
mittee if we brought up an unsigned contract. However, we are pre- 
pared to sign this one. : 

Senator Hicken Looper. I am only exploring, as far as I am con- 
cerned, the legal status of this particular situation. I personally 
would not be concerned at this time and in this vacation period of the 
Senate to sit as a committee and go through all of these hearings and 
the attendant inconvenience and so on if it is a nullity as far as our 
legal rights are concerned on our legal obligations under the law. Not 
that I would not want to know about the contract, but the whole ques- 
tion adds up to this: Suppose we finish these hearings and then is it in 
such a shape that under the law the 30-day period could be waived by 
this committee? That is my legal quandary. 

Mr. Strauss. At the hearings in June, I believe it was Mr. Holifield 
who asked whether the proposed contract had not already been signed. 
At that time I stated to the best of my recollection that it had not been 
and that there was no intention of signing it before again reporting 
to your committee. We are now in a position to sign it and perhaps 

should do so. 

Senator Hickenwoorer. I am not urging one course of action or 
another. I donot know. Iam only inquiring. I may say the same 
thing with respect to counsel for this committee. We have counsel for 
this committee—competent counsel, there is no question about that— 
but T do not believe we are justified in a matter of the interpretation 
of the law in relying upon any opinion except that of the official 
adviser of the Government which is the Attorney General. It clothes 
that advice and it is so recognized with greater assurance so far as the 
Government is concerned. 

Mr. Srrauss. I think the Commission under the circumstances, 
Senator, will seek that opinion. 
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Senator Hickentoorer. I would feel much better if we had the 
opinion of the official law officer of the Government of the United 
States. 

Now, I would like to ask General Nichols these 2 or 3 questions: Is 
there any dispute, so far as you know, General Nichols, that power in 
the general neighborhood of 600,000 kilowatts will be needed in the 
TVA area if the full requirements of the AEC are met? Is there any 
question about the 600,000 kilowatts? It has been testified, I think— 
I believe Senator Gore testified yesterday—there was no question in 
his mind but what the increased electricity was needed in the area, 
the 600,000 kilowatts, in the combined operations of TVA and AEC. 

Mr. Nicuots. It is my understanding if you consider the TVA sys 
tem as a whole they will need this power. There was some discussion, 
however, and I think you can clarify this by asking TVA, as to just 
how fast the load growth at Memphis itself will be going up. 

Senator HickENLoorer. I did not mean to get into the anti ipated 
load growth, necessarily. I was only pointing my question to the 
fact that this 600,000 kilowatts would be a sensible increase in produc- 
tion based upon anticipated needs of AEC and TVA within the next 
2 or 3 years. 

Mr. Nicnois. My understanding is that by the time the plant is 
completed there will be a need for essentially all of this power. 

Senator Hickren.oorer. For this full capacity, do you mean? 

Mr. Nicuots. Yes, sir. 

Mr. Srrauss. Senator, I might add, bearing upon both the amount 
and the essentiality, that the Chairman of the Board of TVA wrote 
to the Bureau of the Budget on the 24th of December, last, and I am 
quoting from his letter: 

Provisions of the 500,000 or 600,000 kilowatts presently planned to be secured 
by release of AEC load is, of course, essential 


that word was used— 
to prevent a catastrophe in the power supply in 1957. 


Mr. Clapp also testified before the Independent Offices Appropria- 
tion Committee for 1955 and before the Subcommittee of the House 
Committee on Appropriations as follows: 

We hope the decision as to the AEC’s ability to relieve us of this 500,000 
kilowatts will be made promptly because if we are not going to get that relief 
and cannot be sure of it for 1957—and I mean by being sure of it by the next 
few weeks—then the deficiencies we face for 1957 without that relief will 
disastrous. 


be 


A subsequent quotation reads: 


I had also said that if the decision on the ABC’s arrangements were made too 
late for us to build new facilities to meet the requirements in 1957, then the 
small deficiency in 1957 would be larger and that would be disastrous. 

Senator Hickentoorrer. You are convinced, I take it, that the AEC 
does have a priority on power produced by TVA; is that correct, 
General Nichols ? 

Mr. Nicuots. We have recently a statement from the Attorney Gen- 
eral which so indicated that. I don’t believe that has always been 
clear in the past. I do think we should state for the record that 
there has never been a case where we had asked the TVA to furnish 
power that did not find some way of furnishing it. 
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Senator Hickenvoorer. I understand. 

Mr. Nicnors. The question of price is another problem. 

Senator Hicken Loorer. But if there is such a priority and the AEC 
needs increased power and asserts its priority right against TVA, 
TVA under that authority of the prior right on the part of the AEC, 
would have to furnish the power. 

Mr. Nicuors. I believe that is correct ; yes, sir. 

Senator Hickenioorrr. They would have to furnish the power to 
AEC even though they had to curtail service to industrial users in 
other parts of the system. Would that be your understanding ? 

Mr. Nicnoxrs. That would be their problem. 

Senator Hickentooprer. So that when it gets down to the bare bones 
of the matter, as I understand it, those who oppose this so-called 
Dixon- Yates contract and those who agree that it is a good contract 
for the Government, is simply whether private enterprise will build 
this or whether Government money will go into it as a Government 
subsidized operation through tax money. 

Mr. Nicnors. In that regard, Senator, I would like to clarify one 
thing that came up the other day while Senator Gore was here, as to 
why we have not canceled the part of the contract at Paducah. Per- 
sonally, as General Manager of the AEC, I am going to be certain I 
have a new power supply before I release any power to TVA. In 
other words, I feel that is my primary function here, to be sure that 
we got on with our national-defense work. Once I have a source of 
power for trading with the TVA, then we can complete a deal for 
release of the 500,000 from Paducah. But I do not feel I would be 
justified in carrying out my responsibilities as General Manager of 
taking any change on our power supply. I think that is absolutely 
— ul. 

nator HickENLooper. Do you have any figures, General Nichols, 
of “the comparative costs which have been mentioned in times past 
where the AEC may have been charged higher rates periodically than 
the average or normal or something of that kind? 

Mr. Nicuots. We have figures which show the price of power which 
results in higher rates than what we will have under the ultimate con- 
tract with TVA and what I think in some instances are higher than 
TVA is charging other consumers. That is due to TVA buying in- 
terim power for us. In other words, our power needs have generally 
run ahead of what the plant construction has been at TVA. We have, 
from time to time, cited figures. For example, the ones that are usually 
requested pertain to the supply at Paducah—what is the overall cost 
of power at Paducah—and we have been getting power there from 
January 1, 1951, to August 30, 1954. If you take the total power sup- 
plied by TVA, of which 5 million was normal power, kilowatt-hours, 
there was 5,498,701,021 kilowatt-hours and the mills per kilowatt-hour 
were 5.0. 

If you take the supplemental power TVA supplied us they supplied 
1,698,443,550 kilowatt-hours at 7.7 on an interim basis. 

If you take the total that has been supplied through the TVA sys 
tem—I want to point out some of this was purchased from outside 
power companies—7,197,144,571 kilowatt-hours at an average cost 
of 5.6 mills. 

The EEI during the same period has supplied, on what they call 
their permanent power which is under the facilities built, about 
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71,425,340 kilowatt-hours, and there we get an unusual low rate 
rm to a contract provision which was an incentive to get the plant 
done faster of 3.3 mills. They have also purchased from other parts 
of their system or outside what is called interim power, 2,786,320,153 
kilowatt-hours, for a — of 7.7 mills per kilowatt-hour. Or the 
total supplied by EET is 6,457,745,493 oes hours, and the average 
cost for all power supplied by EEI of 5.2. So we have a comparison 
of 7 billion something supplied by TV A through their transmission 
sone in their own plants at 5.6 mills and a little over 6 billion sup- 
plied by EEI. In other words, they are relatively comparable, at 5.2 
mills. 

In other words, for this period to date the EEI actually has been 
cheaper. I would like to point out, however, that when the contract 
is in full effect and we are getting our power from the plants that 
were built to supply the power in accordance with contract, the TVA 
rate will be considerably lower than the EEI. I would like to give 
that figure at this time to complete the record. 

The TVA rate is 3.61 under the permanent contract. The EEI 
will be about 4.1. In other words, it will be higher under the perma- 
nent setup when we achieve the power coming from the plants that 
were built specifically for the purpose. The other figures represent 
what has been the cost to date—the total power supplied in 3 years 

Senator Hicken.oorer. The matter I am concerned with is the jus- 
tification, if it has been done, for TVA to charge the AEC the full 
price of power whic h it buys rather than to dilute that price through- 
out the entire TVA system. 

Mr. Nicuots. I have felt that was a legitimate question and have 
discussed the matter with General Vogel and, as a result of that dis- 
cussion, as I mentioned yesterday, we have written a letter to the 
Chairman of the TVA in which we raise the issue. I think we prob- 
ably should introduce that letter into the record, and I would like to 
read all of it at this time. It was to try to resolve this particular type 
of problem on a policy basis in an amicable manner because I think 
it should be, and I believe the TV A thinks it should be. 

The letter is dated September 18, 1954, addressed to Brig. Gen. 
Herbert D. Vogel, Chairman, Tennessee Valley Authority, Knoxville, 
Tenn. : 

DEAR GENERAL VOGEL: As Mr. Nichols discussed with you at the meeting on 
September 3, there is a need for resolving the basic policy concerning what TVA 
costs should be considered in selling power to the AEC and also what priority 
the AEC should have for TVA-produced power. The need for clarifying this 
basic policy became apparent in early discussions with your staff pertaining 
to the proposed Dixon-Yates contract and our new requirements at Oak Ridge 
and in the political debate that related to the passage of the new Atomic Energy 
Act of 1954. During the testimony before the Joint Committee on Atomic Energy 
and also in speeches of various Senators and Representatives of Congress, refer 
ences were made to the distinction between TVA cost of producing power and 
TVA contract price for power. There were also references to whether or not 
the AEC has first priority on power produced by the TVA. I recognize that it 
will require some time for you to study and clarify this basic policy and be in 
a position to discuss it with us. 

I believe, however, that a frank discussion should enable us to reach an 
acreement. Further, I believe that the policy should be resolved prior to the 
time our specific staffs try to negotiate detailed adjustments in the contract price 
for TVA power not involved in the trade of power associated with the proposed 
Mississippi Valley Generating Co. contract and those associated with our new 
requirements at Oak Ridge. We recognize there are many complicated considera- 
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tions involved in the question of cost, ceiling price, and priority. However, I do 
believe that there is no reason why these considerations cannot be discussed and 
the policy resolved in the spirit of good will between the AEC and TVA. 1 
would suggest that you make a study of these problems and propose the basic 
factors or charges that should be considered as cost of producing power for 
establishing the related contract price of power sold by TVA to ABC, and also 
study the question of priority that should be given to our requirements, both old 
and new, as compared to your other customers. After you have completed this 
study, I see no reason why we cannot discuss the policy you proposed and hope 
for agreement. Our main desire is to achieve a basic policy agreement that is 
acceptable to TVA and AEC and, in particular, to have this basic policy agree- 
ment understood by the Bureau of the Budget and Congress and also to be avail 
able to assist our staff in the negotiations that probably will continue from time 
to time in relation to our present and future requirements. 

That was signed “Sincerely yours, Lewis L. Strauss, Chairman.” 

So we feel we have raised that basic issue with the TVA. As I 
stated yeste rday, I feel it is a policy y matter which has come to the 
front here which should be resolved and f: uirly to all concerned. 

Senator Hicken Looper. It occurs to me that with a prior right on 
the part of the AEC to power from the TVA that it would be the 
responsibility of TVA to furnish power to the AEC and that the cost 
of that power, whatever it was, should be averaged out through the 
TVA operation rather than to say— 

We will tag so many kilowatts out here and they cost us so much money and 
we will pass that cost on to AEC and let our commercial customers in the valley 
enjoy the continued lower rates. 

Mr. Nicnors. I think the TVA has some problems on their contracts, 
but I certainly feel if they are making new contracts or expanding 
we certainly should be ahead of them. Then the C ongress should 
decide if we can supersede a contract. As I see this, it is a very 
difficult policy question to settle and it is a question of interpeting 
the law. 

I know when I first. got into it there was considerable legal work 
to be done. It was just recently that we have had an indication from 
the Attorney General giving us an expression of opinion on it. So, 
we have started to follow up on it. We hope to do it as an amicable 
matter recognizing that TVA has considerable problems in this re 
gard as to how they would establish the policy from their point of 
view. 

Certainly, the issue should be raised and is being raised. 

Senator Hickenwoorrr. I think that is all for the moment, Mr. 
Chairman. 

Thank you. 

Chairman Core. Mr. Van Zandt. 

Representative Van ZAnpvr. I would like to ask some questions later 
on, Mr. Chairman. 

Representative Honrrrecp. Mr. Chairman, I have quite a line of 
questions that I would like to ask and I would defer at this time to 
the other members on my left and ask the privilege of questioning 
a little bit later. 

Chairman Cote. Mr. Price. 

Representative Price. First of all, Mr. Nichols, I wonder if as Gen- 
eral Manager of the Commission you can tell us what you know about 
the origination of this contract. Who originated the idea? 

Mr. Nicnois. The first I heard about it was sometime in December 
and that I actually knew there was something going on. The records 
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show, however, that the first contact me the AEC was an informal 
meeting between Mr. Strauss, Walter J. Williams, who was my deputy 
at that time, and Mr. Dodge, of the Bureau of the Budget. I be lie ve 
Mr. McCandless was also present. At that time, Mr. Dodge raised 
the question whether it would be feasible for private industry to bring 
new generating capacity into existence in order to replace generating 
capacity now being used by TVA to furnish power to the AEC. At 
that time, they were talking about 450,000 kilowatts by 1957. 

It is my understanding that Mr. Williams expressed the opinion 
that it would be feasible. In other words, we have done a similar 
thing before. If you will look up the record of the appropriation 
hearing in December of 1950 when we were planning—this, of course, 
is all hearsay as far as I am concerned because I got into the Commis 
sion on November 1, 1953—at the time ons was a load at Paducah 
and the original plan was to have all of 1 t supplied by TVA. The 
Appropriations Committee was actually considering an - propria 
tion at that time for TVA. At that time, the idea first came into 
being of usIng pr ivate outside utilities to take a portion of the load. 
The result was that appropriations were changed and EEI was set 
up. 

So, Mr. Williams, feeling the same type of pattern could be done 
again, first approach was that you could do it at Paducah. Instead 
of EEI furnishing what they are, 735 and TVA 1,205, perhaps we 
could buck up the EEI to a figure over a million and thereby releasing 
part of the power produced at Shawnee of the TVA plant for TVA 
uses. 

The appropriate thing to do to explore this type of thing was to go 
to the people that had originated or formed the first company at EEI. 
The man Mr. Williams approached was Mr. McAfee, who is president 
of Union Electric in St. Louis, Mo., I believe. 

Chairman Coir. What connection is that with EET? 

Mr. Nicuors. Union Electric is one of the members of EEI and 
Mr. McAfee is the president. I mean at one time Mr. McAfee was 
the president. Mr. Moody is now the president. Mr. McAfee was 
asked to explore to see if EEI or some similar corporation might be 
set up to furnish the AEC as much as 450,000-kilowatts generating 
capacity by the middle of 1957. Mr. McAfee replied there would have 
to be some discussion as there would be a problem of financing and 
it would take a considerable amount but he would make the contacts 
among the various utility companies and be prepared to give a bette: 
idea of his interest. That was on the 8th of December. 

Mr. Williams confirmed that with the Chairman, Mr. Strauss, and 
then asked Mr. McAfee to proceed. He also informed Mr. McCand 
less over in the Bureau of the Budget office that he had started on the 
problem of exploring it with Mr. McA fee. 

It proceeded, then. It is all covered in this chronology which was 
released to the press and which you have available. We finally re 
ceived a letter from Mr. McAfee dated December 4 which has also 
been submitted to the press, and I think I got into it the first time on 
the 23d of December, at which time Mr. Dixon had been brought in. 

As far as I understood, he became interested because he knew about 
this proposition as Mr. Dixon is a member of the EEI. In other 
words, his company is one of the sponsoring companies with EET and 
was in on the original EEI negotiations. So, Mr. Dixon came and 
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said that he was interested in a proposal for supplying 450,000 kilo- 
watts but he felt it would be more logical to deliver it near Memphis, 
Tenn., where the TVA actually needed it rather than building a plant 
at Paducah. 

We then went through some studies of our own and in discussion 
with Mr. McAfee to where it became apparent that there would be 
savings overall to the Government and this has subsequently been con- 
firmed by our discretions with TVA, that if we were to build such a 
plant the more logical place would be in the Memphis area where the 
bulk of the power would be used by TVA. We were exploring the 
possibility of releasing our power so that TVA would get power. This 
is where the idea of replacement power came into the picture. 

In other words, originally it was a direct supply to the AEC. 

Representative Price. If the AEC wanted the power, they wanted 
it at Paducah? 

Mr. Nicuots. We would plan to use it at Paducah. 

Representative Pricer. Why would you not build the plant at 
Paducah ? 

Mr. Nicuors. The reason they were not enlarged at Paducah— 

Representative Price. Was the real reason because you did not 
need it? 

Mr. Nicuots. No, sir. The real reason we did not put it at Pa- 
ducah is that there is over 1 million TVA power there and over 
700,000 EET power in a very local area. 

Representative Prick. Do you not have a contract at Paducah to 
get. all the power you need ? 

Mr. Nicuoxs. Yes, sir. But we were asked to explore the possi- 
bility of releasing some of our power to the TVA. 

Representative Price. The Atomic Energy Commission did not do 
anything originally on this? 

Mr. Nicos. Not that I know of. 

Representative Price. When you go through the historical back- 
ground, you always leave out one thing. Who is the one man who 
conceived this idea ? 

Mr. Nicnors. I do not know. 

Representative Price. Does anybody know ? 

Mr. Nicnots. I could not answer that. What I know is that as 
far as we are concerned the idea was expressed to us by two indi- 
viduals, Mr. Dodge and Mr. Hughes. 

Representative Price. Do you think it was Mr. Dodge? 

Mr. Nicnors. I do not know, sir. 

Representative Price. Somebody should know. 

Mr. Nicnots. I do not feel it is my business to find out who over 
in the White House and the Bureau of the Budget thinks up an idea. 

Representative Price. As General Manager, you know that the 
agency now responsible for the contract had nothing to do with origi- 
nating the idea? You do know that? 

Mr. Nicnors. I am pretty certain no one in the AEC had any- 
thing to do with originating the idea. On the first EEI, it is my 
understanding that itlid originate in the AEC. 

Representative Price. Mr. Strauss, I wonder if you know who 
originated the idea? 
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Mr. Srravss. No, sir. I do not know that any particular indi- 
vidual necessarily did. This might be the product of a number of 
minds. 

Representative Price. You did not? 

Mr. Srrauss. No. , 

Mr. Nicuors. In fact, my first reaction when Mr. Dixon came into 
my office, as stated by Mr. Strauss, was, “Go sell your power directly 
to TVA.” 

Representative Price. My thought on this matter has been that the 
Atomic Energy Commission is now engaged in an activity far remote 
from its responsibilities. That is the reason 1 am trying to get to the 
bottom of this as to who originated this. 

Mr. Nicuouts. As General Manager, I thought that was pretty thor 
oughly debated last June when the Atomic Energy Act was passed, 
to where they considered the proposal that we had from Dixon- Yates, 
April 10, and by that time a definite shift of the idea of replacing 
power—in other words, this ee of putting in power on the ane 
system on a replacement basis, in fact the words are actually used i 
the law and that came out of C ongress and was signed by the Presi 
dent in which it states: 

The authority of the Commission under this section to enter into new contracts 
or modify or confirm existing contracts to provide for electric utility services 
includes * * *, 

Representative Price. Mr. Nichols, we are familiar with that sec 
tion. I would like to point out that is long after this idea was started. 

Representative Hottrretp. Will the gentleman yield ? 

Representative Price. Yes. 

Mr. Nicuois. We were exploring the proposition. 

Representative Hotirimtp. This question of where this Dixon Yates 
idea started reminds me of the theory of evolution. Somewhere there 
was a warm pool of water and the amoeba certainly conceived life and 
then it developed finally into what we have before us this morning. 
I am not necessarily speaking of you. 

Mr. Nicuots. I was not in on the conception but I seem to be in on 
the labor stage. 

Representative Price. Then, we cannot really find out where the 
idea was born ? 

Mr. Nicuots. Not from me, sir, because I do not know. 

Representative Price. Somebody certainly knows. Exactly what 
sort of staff report did the FPC give on the contract ? 

Mr. Nicnors. After the first proposal from Dixon-Yates was re- 
ceived, which was dated February 10—I might say we reported to the 
Bureau of the Budget the results of our exploration with Mr. McA fee 
and then with Mr. Dixon and Mr. Yates—in February of this year 
we received a proposal from Dixon-Yates. We reported on that pro- 
posal. 

In other words, I prepared a paper for the Commission which we 
put in a letter and sent to the Bureau of the Budget and reported what 
the extra cost would be for purchasing power from Dixon-Yates. The 
Bureau of the Budget logically felt that in addition to our analysis 
that the TVA should be brought in. So, we were asked to sit down 


with the TVA. | 
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Representative Price. How long afterward was TVA brought in? 
How long were you working on the proposal before TVA was 
brought in? 

Mr. Nicuois. TVA had been written letters by the people offering 
to sell power to them but that does not pertain to the proposal. We 
received on the 25th of February the proposal from Middle South 
and Southern. We talked to the Bureau of the Budget on the pro- 
posal and then sent a letter to them commenting on the proposal, which 
is attachment 7 to this chronology. We then met on the 26th of March. 
There was a meeting with the Bureau of the Budget, the Federal 
Power Commission as consultants—that is, Mr. Adams was the indi- 
vidual—TV A and AEC, to discuss comparison of proposal for the 
650,000-kilowatt station, the Fulton station, that the TV A was propos 
ing versus the Dixon-Yates proposal. That was March 26. 

Then, we started working on Messrs. Dixon and Yates to get a 
better proposal. 

Representative Price. When you speak of a better proposal, what 
was the Dixon-Yates original proposal per kilowatt hour? 

Mr. Nicnors. Figuring on a cost basis it came out about $3 million 
more per year; 4.6 mills per kilowatt-hour. By working on them, we 
finally got it down for the April proposal to 3.99 as compared to 4.60. 

Representative Price. Where did the figure $154 per kilowatt-hour 
come in? 

Mr. Nicnors. $154 is the estimate of cost per kilowatt-hour of pro- 
ducing the plant. 

Representative Price. That is the estimate now. What was the 
original estimate ? 

Mr. Nicnots. The origian] estimate was based on $200 per kilowatt. 

Representative Price. Did you go to the Federal Power Commis- 
sion with the $200 proposal ? 

Mr. Nicnors. All we did on the original proposal, Mr. Price, was 
to analyze it and submit our findings to the Bureau of the Budget and 
ask them for instructions. 

Representative Price. Did you submit the $200? 

Mr. Nicnois. We submitted it. 

Representative Price. Did the Federal Power Commission go along 
with the $200 proposal ? 

Mr. Nicuoxs. No; they didn’t. 

Representative Price. Was Mr. Adams in consultation on the $200 ? 

Mr. Nicuors. The $200 was simply a proposal received from Dixon- 
Yates. 

Representative Price. What I am trying to get at, did the Commis- 
sion go along with that proposal ? 

Mr. Nicnots. We didn’t go along with it. All we were doing at 
that stage of the game was exploring with the Bureau of the Budget 
what it would cost. We forwarded our analysis of the proposal. 

Representative Price. Did the Commission go along with the $200 
figure? In other words, TVA was the first to catch that ? 

Mr. Nicnots. No, sir. All the Commission did at this stage of the 
game, and all the General Manager did at this stage of the game was 
to pass on to the Bureau of the Budget an analysis of what the Dixon- 
Yates proposal would cost the Government, and we had it somewhere 
in the neighborhood of $6 million. But we were passing on informa- 
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tion. The Bureau of the Budget looked at it. They said this is 
pretty high. 

We better start bringing in people that can whittle them down, 
and that is what was done. We then started to check the Dixon 
Yates proposal and we had the assistance of advisers from the Fed- 
eral Power Commission, and as a result of discussion with them—in 
other words, where you are discussing a preliminary proposal—we 
discussed the proposition with them, pointed out to them where their 
costs were high, and that resulted in the April 10 proposal, which is 
the one which we have proceeded on, in other words, a much better pro 
posal, about $3 million a year less. It is still $3,600,000 more than 
building a plant by TVA. 

Representative Pricer. I want to read to you an excerpt of a letter 
that Mr. Curtis directed, or that TVA directed to the Director of the 
Budget on August 26, 1954, in which he said 

Representative Hinsuaw. Will you identify Mr. Curtis? 

Representative Price. He is Vice Chairman of the Board of Di 
rectors of the Tennessee Valley Authority. He wrote to Mr. Hughes 
on August 26, 1954, and he made this statement: 

You will reeall that the first Dixon-Yates proposal was submitted to your 
office by AEC prior to consultation with TVA, and that it was only after mem 
bers of TVA staff had participated in an analysis that it became clear that AEC 
had greatly underestimated the excess cost to the Government of the Dixon-Yates 
proposal. 


Is that statement correct ? 

Mr. Nicuors. No. Actually, if you take the February one they 
started in— 

Representative Price. This isa much later statement. 

Mr. Nicnors. This is on the April one. On the April one we sub- 
mitted another analysis to the Bureau of the Budget, and as a result 
of that analysis being submitted to the Bureau of the Budget 

Representative Price. The point I am trying to get at, Mr. Nichols, 
is this: Even if we concede the point of replacement power, why would 
you go so thoroughly into all these negotiations without TVA being 
involved in it? 

Mr. Nicnoits. We were not after March. In other words, we sub- 
mitted a letter to the Bureau of the Budget and went over to Mr. 
Hughes at that time and sat down with him and asked for expert help 
in resolving what is the real cost. In fact, it was decided then to set 
up a group of people representing AEC and the Bureau of the Budget 
was represented by Mr. Adams, who they borrowed, and several men 
from TVA. 

Representative Price. For instance, in this case, TVA officials, be- 
ing familiar with this type of work, would quickly have caught the 
figure of $200 per kilowatt-hour. 

Mr. Nicuors. That was in their appropriation. We were using 
what we thought was a TVA figure. 

Representative Price. You were using the wrong figure because 
that is not theiraverage. Their average is about 147. 

Mr. Nicnots. We got that from the Bureau of the Budget. 

Representative Price. You got some wrong figures from the Bureau 
of the Budget. 

Mr. Nicuorts. Maybe we did, because that is what was in there. 
Representative Price. It must have been a misprint. 
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Mr. Nicnots. The contractor used and we passed on his figure. 

Representative Price. The contractor may have used it. 

Mr. Nicnors. Mr. Price, I would like to make one thing clear. 

Representative Price. You should not use what the contractor used. 
You should examine it. 

Mr. Nicnors. No, Mr. Price. All we were doing was passing on to 
the Bureau of the Budget an analysis, using the contractor's figures, 
what it would cost the Government. We did not make any recom- 
mendations for buying it. 

Representative Price. Wouldn’t you catch a figure like that as 
being exorbitant ? 

Mr. Nicnors. We knew it was high. 

Representative Price. And point out to the Bureau of the Budget 
that it was an exorbitant figure ? 

Mr. Nicuots. I think we ought to refer to the letter we sent on to 
the Bureau of the Budget. In other words, we were doing an explora- 
tion job to forward a proposal. 

Representative Price. You were doing it for the benefit of the Gov- 
ernment, so therefore you would catch anything that would appear to 
be out of line, and so inform the other agency ; would you not ? 

Mr. Nicuots. Actually in one of these negotiations you always get 
a proposal, and I have never yet seen the contractor, if you are nego- 
tiating contract, that does not start with a high figure. 

Representative Price. Why would the AEC merely pass on a pro- 
posal. Would they not make some comment on it, and say it was a 
bad proposal or a fair proposal ? 

Mr. Nicnots. The whole letter isin the record. It is dated March 3, 
1954. That is addressed to Mr. Dodge. I think I ought to read the 
whole thing to indicate where the Commission stood at this particular 
point. 

Reference is made to the President’s budget message and to Acting Director 
Rowland Hughes’ letter of December 24, 1953, in which Mr. Hughes indicated 
that it would be very helpful if we proceeded with negotiations with the view of 
reaching a firm agreement with private interests to supply AEC with an addi- 
tional 500,000 to 600,000 kilowatts no later than the fall of 1957. It is our under- 
standing that the purpose of proceeding with these negotiations would be to 
relieve the TVA of its previous commitments to the AEC in like amount and 
free this power for normal load growth in = TVA power area. As a result 
of discussions with various utilities, Mr. E. H. Dixon, president, “Middle South 
Utilities, Inc., and Mr. BE. A. Yates, chairman a the board, the Southern Co., have 
submitted a joint proposal under letter dated February 25, 1954, copy of which 
was furnished your office, that could serve as a basis for negotiations leading to 
definitive contract. The utilities have offered under the proposal submitted to 
form a separate company for the purpose—— ‘ 

Representative Horirretp. Would the gentleman yield ? 

Representative Price. Yes. 

Representative Hinsnaw. Just a moment. The gentleman is read- 
ing a letter. 

Representative Horrrre.p. I realize that. This letter is several 
pages long. I am wondering if the reading of the letter is necessary 
at this time. It deals with many points other than the question asked 
by the committee member. 

Mr. Nicnots. The point I wanted to make is that there is no rec- 
ommendation of any type in this letter except that it states this: 


The Commission is divided upon the advisability of its recommending using 
its contracting power in the manner proposed. We believe that we have ex- 
plored the subject proposal to the extent practicable at this time. 
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hie) 


In other words, they wanted us to explore it. 


Higher authority will know presumably what course of action is in the best 
interests of the Government. 

Representative Pricn. Is that the point? You say you were ex- 
ploring it up to that time. 

Mr. Nicuous. To the extent practicable at this time. We felt for- 
warding the proposal was the main thing to do. 

Representative Price. Did you know what the Shawnee plant 
capacity cost at that time / 

Mr. Nicuots. What is that? 

Representative Price. Did you know the capacity cost at the Shaw- 
nee plant at the time? 

Mr. Nicuots. We had the estimate; yes, sir. 

Representative Hotirrmetp. How much was it / 

Mr. Nicwots. About $145. 

Representative Price. Wouldn't you have quickly pointed out 
then that this was an unreasonable proposal / 

Mr. Nicnots. We did not make any recommendation because the 
Commission was not at all in any position to make a recommenda- 
tion on it. 

Representative Hotirierp. Were you not under obligation to bring 
to the attention of the Budget Bureau as an age ney of the Govern 
ment the comparative costs and show to the Budget Bureau— 

Mr. Nicnous. Here is what we did on this: 

In arriving at the base capacity annual charge of $9,626,000 covered in (1) 
above, the sponsors state that they have assumed a cost of approximately $200 
per kilowatt capacity will be required to construct the steam electric station 
in the Memphis area, this being based upon previous estimates used by TVA 
in appropriation hearings for the Fulton steam plan and the sponsors believe 
that they can match TVA estimates. 

We forwarded that as a straight statement of fact. 

Representative Horirretp. You knew at that time that the TVA had 

just finished a 500,000-kilowatt plant at less than $150 per kilowatt 

‘apacity plant charge, didn’t you? You used an old estimate of the 
TVA in the place of an actual historical fact of TVA performance, 
didn’t you? 

Mr. Nicuots. What we were doing here is that we made no estimate. 
We were forwarding the basis upon which Dixon- Yates made the esti- 
mate. The Bureau of the Budget has the data with regard to what 
the TVA presents. We don’t. 

Representative Hortrmetp. Your Commission felt no necessity of 
calling to the attention of the Bureau of the Budget the present dis- 
parity, knowing full well that the Joppa plant had run $52 million 
over estimate, or a cost of approximately $197 per kilowatt capacity. 

Mr. Nicuors. We felt that what we were doing here was forwarding 
a proposal. In fact, we pointed out when we sent this forward: 

(a) Consideration of the proposal by Dixon-Yates should not overlook the fact 
that AEC has presently a firm contract with TVA for the supply of power. 

(b) Reliability and continuity of power supply to AEC must be protected. 

Representative Hottrrevp. Did the AEC have a firm contract ? 

Mr. Nicnors. I said that then: 


AEC has a firm contract with TVA for the supply of power. 
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Representative Horirteip. At $147. 

Mr. Nicnots (reading) : 

Any cancellation of AEC contract with TVA which would result in higher cost 
to the AEC must be justified on the basis of advantages to the AEC or overall 
advantages to the United States. We feel that higher executive authority or 
Congress should make this determination. 

We show the additional cost in the analysis that went forward. 
In other words, all we were doing at this stage of the game was for- 
warding to the Bureau of the Budget, as they requested, that we 
obtained a proposal from private industry. We didn’t try to rene- 
gotiate that proposal or do anything with it. 

Representative Price. That may “be exac ‘tly right. My point is why 
wouldn’t the Commission call the Budget’s attention to the exorbitant 
figure ¢ 

Mr. Nicnoris. We pointed out the difference in cost between this 
power and the power in Paducah which takes into consideration the 
cost of construction of the plant. We showed that we had a big 
difference between the Paducah price. We didn’t try to break it down 
as to where all that came from. But the Bureau of the Budget decided 
they ought to do that. That is when they thought they ought to get 
in better power experts than we had, and they ‘brought in the TVA 
and Mr. Frank Adams, of the Federal Power Commission. As a 
result of bringing in those e xperts, we got a better proposal. 

Re ‘presenti itive Price. Of course, the Chairman of the Federal 
Power Commission was before the committee yesterday. He made a 
statement that the Chief of the Bureau of Accounts, Finance, and 
Rates refused to give a favorable report on this contract. One of 
the points he raised was his suggestion that there be a recapture 
clause in this contract. What do you think of that? What does the 
Commission think of a recapture clause in the contract ? 

Mr. Nicuors. We considered that and discussed it with the com- 
pany, and felt the arguments for not doing it were these. Here is a 
powerplant that is in the Middle South area, and they have to be 
doing their planing and expansion of their own program to where 
they need to know if they can count on this plant after we finish 25 
or 35 years, and how it fits into the system. In other —_ to where 
they build their lines. We saw great difficulty in the Government 
going in the power business right in the Middle South area, where 
we would have a plant and no place to distribute it except across the 
river through the Middle South Utility system. 

Also, if we had a recapture clause in it, we would probably pay more. 

Representative Price. What about the city of Memphis? 

Mr. Nicnois. We didn’t want to get in the power business. 

Representative Price, Isn’t that the reason they wanted to locate 
this plant here, because of the potential market? 

Mr. Nicuors. The plant is located with the idea of getting into the 
TVA area a supply of power. 

Representative Pricer. Wasn't that one of the reasons for the selec- 
tion of this site when they originally thought about this idea? They 
thought first of expanding the facilities of EEI. The reason they 
didn’t was because if the demand for power on the part of the Com- 
mission would ever subside, there would not be any ready market for 
the power. Wasn’t that one of the considerations? 
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Mr. Nicnots. That is right. If we put another plant near Joppa, 
you would have then had over two billion six concentrated in this 
area with no good power market. In other words, due to our terrific 
load there, you already have in the Paducah area more power than 
can be picked up by private consumers for many, many years. In 
other words, two billion four—I am in error on that figure, it is two 
billion four kilowatts between EEI and TVA. That is a terriffe 
amount of power concentrated in just two sides of the Ohio River to 
ever be taken up. 

Representative Price. They did ask for a plant in the TVA area at 
Fulton. 

Mr. Nicnors. That is right. 

Representative Price. They went to West Memphis in order to 
accommodate this side. 

Representative Hourrretp. Will the gentleman yield at that point? 

Representative Price. Yes. 

Representative Hotirietp. Why do you keep bringing up the build 
ing of a plant at Joppa. No one asked for a plant to be built at Joppa. 
Did TVA ask for one there? 

Mr. Nicnois, No. 

Representative Houirietp. Did AEC? 

Mr. Nicnois. No, sir. 

Representative Houirretp. Who did ? 

Mr. Nicnors. ‘The Bureau of the Budget. 

Representative Ho.irretp. The Bureau of the Budget wanted a 
plant built at nenes. Why did they, when you had a firm commit- 
ment with EEI and TVA for all the electricity your defense plants 
at Paducah needed ¢ 

Mr. Nicuors. I think you should ask Mr. Hughes that question. 

Representative Hoirrevp. I think I should. Why do you keep 
bringing up the idea of the engineering feasibility? This is a com- 
plete fiction, and you know it. 

Mr. Nicuots. It is not a complete fiction. 

Representative Horirrep. Who brought it up? No one asked 
for it. 

Mr. Nicuots. We first explored it, as I say, with the EEI indi- 
viduals as to whether they would expand a plant in that area. In 
other words, would they build it at Joppa. 

Representative Honirrecp. Wait just a minute. EEI had turned 
down an offer from AEC for 500,000 additional capacity at their 
Joppa plant. That was for needs which they turned down, and which 
they only took part of, and which you called upon TV A to fill; is that 
not true? 

Mr. Nicos. That is correct. 

Representative Horirrep. TVA had to buy their electricity from 
private utilities in order to fill the need. When they get their Shaw- 
nee plant finished, they will have the capacity there for all that you 
need at Paducah. So let us not becloud this thing and bring in this 
idea of, “We are going to pick a better site” into this discussion. It 
is nothing but a smokescreen and you know it. 

Mr. Nicnoxs. That is not 2 smokescreen, Mr. Holifield. 

Representative Hoxtrrecp. Tell me who asked for the additional 
500,000 capacity. 
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Mr. Nicuors. I have recited the way in which the Bureau of the 
Budget asked us, could we release the TVA power that we already 
had under contract. 

Representative Hotirretp. And you told them “No,” and you told 
this committee that you were not going to release 1 kilowatt of it; 
didn’t you? 

Mr. Nicnots. Until we get something to replace it; that is right. 

Representative Hottrietp. Let me pursue this point. 

Mr. Nicuoxs. I would like to finish my statement. 

Representative Horirrmeip. When this station is built, if it is built, 
will you release 1 kilowatt at Joppa? You know you won’t release it. 

Mr. Nicnots. We will be trading— 

Representative Houirrep. You won't be trading. Let us not 
into replacement. Let us not get into trading. 

Mr. Nicnouis. Mr. Chairman, may I finish an answer? 

Representative Honitrretp. Will you release a kilowatt of the energy 
that you have now under firm contract at the Joppa plant ? 

Mr. Nicnors. Mr. Chairman, may I finish an answer. I have not 
finished 1 in the last 3. 

Representative Hrnsnaw (presiding). I think the gentleman—— 

Representative Horirmetp. Make your answers responsive. 

Representative Hinsnaw. He is entitled to answer the questions. 

Representative Hourrreip. Let him make the answers responsive. 

If he doesn’t, I will stop him again. 

Representative Hinsuaw. Will the gentleman let the witness answer 
the question? The gentleman from Illinois has yielded to the gentle- 
man from California. 

Representative Price. I would like to have an answer from General 
Nichols. 

Mr. Nicnors. There are about eight questions before me. 

tepresentative Price. I will give you time to answer all of them. 

Representative Horirreip. Would you like me to put them one at a 
time. 

Representative Hinsuaw. The gentleman from Illinois is recog- 
nized. 

Representative Price. I think the gentleman from California is 
entitled to an answer, since I yielded to him, to the eight questions 
he asked. 

Representative Horirrecp. I will give you the 8 questions 1 at a 
time. Who asked to build an additional plant at Joppa? 

Mr. Nicnors. The Bureau of the Budget asked us to explore where 
we could get additional power, and the most logical place we first 
thought of was to get a supply at Paducah, so we went to EEI. We 
went to the people who had originally sponsored EEI, Mr. McA fee. 

Our thinking was then we might expand the EEI plant at Joppa. 

Representative Hortrrep. Was that for the city of Memphis’ bene- 
fit or was that on your original requirements for the defense plant at 
Paducah? 

Mr. Nicnots. It was to release the power we already had under 
contract. In other words, we have under contract at Paducah 
1,205,000 kilowatts under contract with TVA and the idea would 
be that we would release 600,000 kilowatts of this power, and we 
would contract with EEI for additional power. That was our first 
thought in exploring the thing. 
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So we went to Mr. McAfee to see whether the companies were 
interested in expanding either the Joppa plant or if they wanted to 
put it somewhere else in their system, to bring it in by transmission 
to where we could contract with them for a sup yply of additional 
power. We already had a contract with EEI for 735,000 kilowatts. 
We wanted to see whether we could expand this contract by additional 
power, thereby changing our contract with TVA for the release of 
power. That was the original exploration with Mr. Mc A fee as I 
understand it. 

Representative Horrrrerp. Of course, you knew that there were 
no big cities nor no industrial capacity in that area to absorb any 
release; didn’t you? 

Mr. Nicwors. That came out as a result of our exploration with 
Mr. McAfee. One of the problems would be that if they built more 
power in that area, in case we canceled, our cancellation charges had 
to be very high, because they probably would have to shut down the 
plant because you could not transmit it over the distances necessary 
to get a customer. So from an engineering point of view, in that 
general area, it was not the logical place to supply the power. In 
other words, build the plant. 

Representative Houtrrevp. This even a layman could understand, 
of course, that there was no additional capacity for absorption there. 
Then you explored something else. 

Mr. Nicuors. Mr. McAfee was working on various people. Mr. 
Dixon, of course, had knowledge of this because he is a member of 
KEI. So he came up and presented certain engineering facts to us. 

We also were studying the problem. It was very logical. I know 
the first meeting I was in, we were looking at maps, some prepared 
by our people, some prepared by Mr. Dixon, as to where the power 
needs would be. We also took, which a layman understands, that 
if TVA needed a plant at Fulton as they were asking for an appro- 
priation for a plant which they planned to be 650 at Fulton, that if 
that is where the need for the power was, it would be logical to put 
in somewhere in that area. I said why not put it right at Fulton. 

Representative Hotrrrecp. I think that was a brilliant conclusion 
that you came to. You said on your first thought that you were 
going to put it at Paducah and re ‘lease. On your second thought, did 
you decide not to release any power at Paducah 

Mr. Nicnors. The idea was that then we got into replacement 
power, which is a common engineering term in the power industry. 

Representative Hotirtetp. You cannot answer my question: can 
you? You have already testified before this committee. Why don’t 
you give the testimony that you gave before, that you decided that 

you would not release one kilowatt at Paducah? 

Mr. Nicnotrs. Until I have some power to replace it. 

Representative Hotirrerp. Until you have some power. Let us 
pursue that 1 minute. I think this is about my fourth question. 

After you get the Dixon-Yates plant built, if you do get it built, 
to supply the people of Memphis, are you going to release 600,000 at 
Paducah ? 

Mr. Nicuors. What we are going to do is modify our contract to 
where provisions will be made that we trade 600,000 kilowatts of 
power, which is received in the TVA area, just south of Memphis. 
We will have that power delivered to TVA. In other words, to make 
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up for that power, we are trading 500,000 of our load at Paducah, 
and 100,000 over at Oak Ridge. 

Representative Hottrretp. Mr. Nichols, you have not answered my 
question. You have gone into a long circumlocution about changes 
in pieces of paper, ¢ hanges on contracts. Are you going to physically 
release one kilowatt at Paducah as a result of this Me »mphis contract ? 
Are you going to release the TVA or the EEI from any of their 
commitments at Paducah ? 

Mr. Nicnors. We are going to change the contract demands 

Representative Hortrrecp. You are still not answering. You can’t 
answer that question. You don’t want to answer it. 

Mr. Nicrrots. I am answering it in a technical way. 

Representative Ho.irrevp. No; you are not. If you would want to 
answer that question, you would say, “We are not going to release 
one kilowatt from the capacity production of the EEI and the TVA 
at the Paducah-Joppa-Shawnee area.” If you wanted to answer 
frankly, that is. You want to build up this fiction that you are 
building up a trade. You can scribble on different pieces of paper, 
but that doesn’t answer my question. 

My question is, Are you going to release any energy ? 

Mr. Nicuors. We are going to modify the contract to where the 
demand for the Shawnee ‘plant is changed to where it is assumed for 
trading: 

Representative Horrrievp. I submit the witness’ answer is not re- 
sponsive to the question. 

Mr. Nicnors. We are trading power. It was illustrated, in other 
words, in all of the correspondence, and the letters to TVA which use 
the term “trade.” In other words, it is a trade of power. We are 
doing the same thing, Mr. Holifield, when we buy power from TVA. 

Representative Horirrecp. Mr. Chairman, the witness has not an- 
swered my simple question, “Are you going to release any kilowatts 
at the TV A—Joppa-Shawnee-Paducah area.’ 

Mr. Nicnors. We will change the demand, Mr. Holifield. We 
change the demand charge for the call on that plant, but we will 
continue to be using the energy supplied. That means a contract 
adjustment. 

Representative Hoirrretp. That means you are not going to release 
a kilowatt, doesn’t it, at that area? 

Mr. Nicnors. I don’t think you can answer that question yes or no. 

Representative Hoiirrerp. You can’t? Well, I can. If the wit- 
ness doesn’t want to, then I say the witness is not responsive to the 
members of this committee, and he is under oath. 

Mr. Nicnors. It is a question of talking about 

Representative Hoxrrrevp. It is a question of semantics. 

Mr. Nicnors. It is replacement power which is clearly prescribed 
in the law which was passed by the Congress of the United States last 
summer where it talks about replacement power. 

Representative Horirrerp. The witness is taking refuge in seman- 
tics, and is not being responsive to a member of this committee, and 
he is under oath. 

Mr. Nrcnots. I say you cannot give a clear yes or no to that question, 
technically. 

Representative Horirrerp. Mr. Strauss, can you give an answer to 
that question 4 
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Mr. Srravss. | subscribe to the answer of the witness. 

Representative Houirietp. You subscribe to it. You take refuge 
in semantics. 

Mr. Srravss. I am not taking refuge in anything. 

Representative Honirievp. W hy don’t you answer the plain ques- 
tion, do you release a kilowatt of the capacity in the Shawnee-Joppa- 
Paducah area? 

Mr. Srravuss. Mr. Holifield, this draft contract is in compliance with 
the precise terms of the statute which the general manager attempted 
to read a few minutes ago and was interrupted. 

Representative Hotirrevp. I didn’t ask you that question. I realize 
thatitis. Iam not criticizing that point. 

Mr. Srrauss. I will rest on the fact that this is in compliance with 
the law. 

Representative Hoxirme.tp. And you will refuse to answer the 
question ¢ 

Mr. Strauss. No, sir; I have done my best to answer. 

Senator KNow:Lanp. Mr. Chairman, I submit the witnesses have 
not refused to answer the question. They have attempted to give 
an intelligent answer to what the facts are in that area. I do not 
believe the committee wants to put words in the witnesses’ mouths. 
They have testified that this is replacement power. I think everybody 
understands what replacemeut power is. 

Representative Hotirretp. | yield back to the gentleman who 
yielded to me. 

Chairman Core. Certainly the chairman nor any other member of 
the committee or anybody else is in a position to determine whether 
the answers given by the witnesses to the questions asked of them are 
responsive to the person asking the question. That is for somebody 
to determine. 

Representative Hottrretp. That is the person asking the question 
to determine whether it was responsive in his mind. 

Chairman Cote. That is right. 

Representative Houirretp. | have decided that it was not responsive. 

Chairman Coie. Now, Mr. Price. 

Representative Price. I think the final question of the gentleman 
from California was a very simple question that would not appear to 
be difficult to answer if the witnesses cared to answer. 

Now let us get back to this basic charge of $200 per kilowatt 
capacity. I am sorry you were shut off from reading that letter, 
because I read the letter further, your letter of March 3 to the Director 
of the Budget, Mr. Dodge, and you indicate there that you did a 
little more than just present an exploration of the contract. That 
letter indicates that you attemped to justify the increased rate t6 the 
Budget. 

Mr. Nicnots. Mr. Chairman, we tried to point out where some of 
the increased rates came from, and that is shown in the attachment. 

Representative Price. But the letter contains this statement : 


Consideration of the proposal by Dixon-Yates should not overlook the fact 
that 


and I will read section (c) in that section of your letter- 


any cancellation of the AEC contract with the TVA which would result in higher 
cost to the AEC must be justified on the basis of advantage to the AEC and 
overall advantages to the United States. 
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Then you go through several other sections there and indicate some 
of those justifications. 

Mr. Nicnors. I would also like to point out the paragr: iph below 
those justifications indicating we didn’t give any recommendation on 
this or determine whether it is a usable proposal, We said: 

The proposal does not spell out cancellation provisions and the ultimate attrae- 
tiveness of the proposal cannot be determined until these are agreed upon. 

In other words, we considered that we had here an incomplete pro- 
posal ; we were passing on the information to the Bureau of the Budget 
for what it was worth. 

Representative Price. Before the last interruption, I think we were 
talking about the recapture. What is the p@sition of the AEC on 
the recapture? I do not recall whether you ever completed your 
statement on that or not. 

Mr. Nicuots. I believe I completed it. We felt that recapturing 
the contract was not desirable. There were too many arguments 
igainst it, and to have it in would probably result in an increased 
rate, and something which we didn’t feel we wanted. In other words, 
it is one of these contract provisions where you weigh a contract as a 
whole, and I believe that is the way the Federal Power Commission 
looked at it. On any one of these provisions you might be willing 
to pay more money or less money for a certain concession. 

Representative Price. Who are the advisers and experts on utility 
contracts in the Commission who wrote this contract ? 

Mr. Nicuous. The contract was under the responsibility of Mr. 
Cook. He also used Mr. Leo Meyer and Mr. Thaxton, and on the 
legal end it is under the general responsibility of Mr. Mitchell, Mr. 
Price, and Mr. Ed Diamond, of the legal staff, who also worked with 
Mr. Cook, and the Comptroller, Mr. Burrows, was involved in making 
various analyses, and our experts from Oak Ridge, who have been 
in the past administering these contracts. 

Representative Price. Is that the complete group of advisers and 
experts in the AEC? 

Mr. Nicuors. Could I amplify my answer with regard to the rea- 
sonableness of these costs? You notice in the original letter of for- 
warding the February proposal we made no comment on the reason- 
ableness. Whereas on the April 10 proposal, in forwarding that to 
the Bureau of the Budget, in a letter dated April 15, attachment 9, 
on page 14 of this general booklet, we started giving some informa- 
tion about what we thought about the contract. 

We stated in paragraph (c) : 

The estimates of plant, operating, and other costs that are the basis of the 
revised program have been reviewed by representatives of the FPC and they 
believe them to be fair and reasonable. 

(e) AEC would request the Federal Power Commission to formally indicate 
that the estimated costs are realistic, that cost allocations between capacity and 
energy are in accordance with their practice of approving rates for resale in 
interstate commerce, and that the rate terms and conditions are fair and reason- 
able to the Government. 

In other words, by the time we got to the April 10 proposal, we 
were in a position, in other words, we had done some of the negotiat- 
ing, to where we could give a comment to the Bureau of the Budget. 
In the original one, we felt we were just forwarding a proposal with- 
out having done any negotiations with the company. 
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Representative Price. Let us take section 8.23 on page 45, the arbi 
tration section. Have your lawyers given an opinion that the arbitra- 
tion clause is enforceable / 

Mr. Nicuors. May I call on Mr. Mitchell on that? He has indi- 
cated to me itis. Would you like to hear from him, sir? 

Mr. Mircnevu. Mr. Price, our feeling is that the arbitration clause 
is enforceable in that there are sufficient standards in the contract to 
provide a term of reference under which the arbitrators may act. 

Representative Price. Did you find any cases that indicate that it 
is enforceable ¢ 

Mr. Mirrcuery. Yes, sir: we have a number of decisions which so 
indicate. 

Representative Price. Will you put those in the record ¢ 

(The information referred to appears as appendix C, p. 967.) 

Mr. Mrrcnewn. [Lf | might, I would like to do this—— 

Representative Price. Mr. Chairman, I would like to make a sug 
cvestion on the handling of the technical section of the contract on 
which one of our staff members has put in quite a bit of study. I 
wonder if it would be proper if we could ask our counsel to interro- 
gate the Commission on this point / 

Representative Hoxirrm.p. I would add my request to that. I be 
lieve Mr. Norris, our counsel, has furnished us with a summary of his 
study on this poimt, and I think it would be not only proper, but I 
think it would be desirable at this time because on this subject of arbi 
tration depends a great many factors that are in the contract. which 
are subject to arbitration, and some factors that are in there that are 
not included in the arbitration privileges. I think at this time it 
would be very good to have a complete exploration of this point. 

Mr. Nicnoirs. Mr. Chairman, if you decide to do that, I think we 
would also like to put on the table that if our counsel finds certain 
ones that are pretty difficult to answer off the cufl_—you know legal 
people like to study things—that he be permitted to study and put 
them in the record. I found normally when I asked for legal opinion, 
it usually takes a couple of days to give it to me. 

Representative Price. I think this is a very important point of the 
contract, and it should be thoroughly explored by the committee. 

Chairman Corr. Has counsel of the Commission had an opportunity 
to see the memorandum on the point of law prepared by the counsel 
to the committee ? 

Mr. Mrrcuey. I am not sure, Mr. Chairman, whether we have or 
not. We have a memorandum of certain questions that the counsel 
for the committee raised. 

Representative Price. Mr. Chairman, the legal staff of the Com 
mission should be certainly the most familiar with the terms of the 
contract. If they can’t explain it 

Chairman Coie. The question was whether the memorandum of the 
counsel to the committee had been submitted to the Commission. I am 
advised by counsel to the committee that it has not been submitted to 
the Commission. 

Mr. MircHe i. It has not come to my attention. 

Chairman Corr. It seems appropriate, rather than engaging in a 
discussion as to the memorandum at this time, and it would be more 
suitable for the memorandum to be submitted to the counsel to the 
Commission and perhaps at one of the early hearings, Monday or 
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Tuesday, that the subject be explored at that time after the Com- 
mission counsel has had a chance to consider the point raised. 

Representative Price. The counsel to this committee has been in 
frequent contact with the Commission these points. There should be 
no difficulty in explaining agreements or disagreements between them. 

Chairman Cote. Let us explore that after the Commission has had 
a chance to consider the points raised by the counsel to our committee, 
and therefore be in a better position to discuss the subject intelligently 
than they are this morning, since they have not seen the memorandum. 

Representative Houtrretp. As a point of information, Mr. Chair- 
man, we have a contract before us. Mr. Mitchell and Mr. Cook and 
Mr. Nichols have been busy on this contract for months. The arbitra- 
tion clauses in this contract are some of the most important points in 
the contract. For the chairman to doubt the ability of these gentle- 
men to testify to their knowledge on these subjects is to doubt their 
ability to understand their own ¢ ontract. 

Representative Price. Or to write a contract. 

Representative Horirrme.p. Or to write a contract. I sometimes 
wonder who wrote this contract, whether the Commission wrote it or 
the utility corpor: ation lawyers wrote it. I say it is time to have a 
showdown. Either the Commission and its staff knows what is in this 
contract or they don’t know what is in it. Let us explore and see how 
much they do know about the arbitration. 

Chairman Cotz. The Commission and its spokesmen are ready to 
respond to any questions propounded to them by any member of the 
committee. 

Representative Horirretp. But you deny us the utilization of our 
own staff when they have a staff backed up by, I don’t know how many, 
including the General Accounting Office and the Federal Power Com- 
mission and all the other agencies of Government, for 3 months. Here 
you deny the members of this committee the right to use our own 
staff that have made specialized study on partic ular points. Is that 
the Chair’s ruling ? 

Senator Hickentooper. Mr. Chairman, I think this is one of the 
most futile arguments I have heard in committee meetings in years. 

Representative Hourrteip. It is one of the most revealing. 

Senator HickenLoerer. Will you please let me finish my statement / 

The interrogation is going on of the General Manager, the Chair- 
man of the Commission, and counsel for the Commission. I think 
orderly procedure is that if counsel for the Commission has views on 
this particular subject, he should put it in as a part of their 
presentation. 

Representative Price. Mr. Chairman, may I proceed with my 
question ¢ 

Chairman Corr. The Chair has recognized the Senator from 
Iowa. 

tepresentative Pricer. I did not yield to him. 

Chairman Corr. The floor has been yielded temporarily to the 
Senator from Iowa. 

Senator Hickentoorer. I do not want to press 

Representative Price. I will yield to the Senator from Tow: 

Senator Hickentoorprr. I want to give some views, because every- 
body has given his views here. 
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Chairman Coir. The Chair is sure that the gentleman yields, 
because he has been so generous in yielding his time. 

Senator HicKeNnLoorrer. I merely want to suggest that I think 
orderly procedure would be to have counsel for the Commission put 
in what views they have on this subject. We have competent counsel 
for the committee. I expect to read his views on the matter; if I 
have questions that might be in dispute between any views of the 
Commission and our own sditonel, I think that is the proper time to 
examine those, but to get into another donnybrook on this dispute 
between lawyers, if there should be any, that is what lawsuits are 
about. They try lawsuits for months because lawyers disagree. I 
think the orderly way would be to put in this case. 

Chairman Coir. Proceed, Mr. Price. Thank you. 

Representative Price. You can see how difficult it is for us to under 
stand this contract, because from the first witness, the Director of the 
Budget, through all the other Government agency witnesses, we have 
found an amazing lack of knowledge of almost every provision of this 
contract. 

Senator Hickentoorrer. Mr. Chairman, that is a statement that I 
challenge, and I cannot let go unchallenged. That is a matter of 
personal opinion on the part of the member 

Representative Price. The record will so indicate. 

Chairman Core. The question is who the gentleman from Illinois 
refers to when he says “we,” and the lack of information. I assume 
he is using the word “we” editorially and he refers to himself. He 
certainly can’t speak for the rest of the members of the committee. 

Representative Pricer. I think that is probably true. I think also 
the record will show that from the very first witness on no one has indi 
cated a thorough knowledge of the provisions of this contract. 

Chairman Core. In the opinion of the gentleman from Illinois. 

Representative Price. I think it will be pretty general opinion. 

Chairman Cote. Very well. Proceed with your questions. 

Representative Price. Didn’t the Commission report to the commit- 
tee staff that you did not find any such cases? Mr. Mitchell, you said 
you have such cases. Didn’t you report to our staff that you didn’t 
find any such cases ? 

Mr. Mircneui. I am not aware of any such report, Mr. Price. 

Representative Price. I think such a report was made to our staff. 
Isn't it true that there are cases in New York that indicate that the 
type of clause, that this type of clause is unenforceable ? 

Mr. Mircueti. There are New York cases which indicate that an 
agreement to agree is not subject to arbitration. That is perfectly 
true. But our feeling here is that this is more than a mere agreement 
to agree, that there are standards and terms of reference in the 
contract with respect to these various clauses that are subject to arbi- 
tration, and therefore that we have adequate terms of reference. 

Representative Price. Will the Commission put in the record the 

sases they have to show that the clauses are enforceable? I also ask 
that also include cases submitted by our staff to show the clause is 
unenforceable. 

Chairman Cote. Without objection the brief will be presented for 
the record. The Chair hears no objection, and it is inserted in the 
record. 
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(The cases cited by the counsel to the Joint Committee were 
Kallus (292 N. Y. 459 (1944)), and Buwton v. Mallery (245 N. Y. 337 
(1927)). 

Representative Price. Isn’t it true that the Federal Arbitration 
Act is based on the New York Act? 

Mr. Mircnety. I am not sure of what the history of the Arbitration 
Act is, Mr. Price. We looked at the act itself. — 

Representative Price. I think you will find that in Senate Report 
536, 68th Congress, the 1st session. Would you like further time on 
that ? 1 

Mr. Mrrcnen. No, sir, I don’t. 

Representative Price. Isn’t it true, also, that courts have never 
written contracts before ? 

Mr. Mircne.. | think that is quite true. 

Representative Price. Isn’t arbitration but an arm of the court / 

Mr. Mircne.. I don’t know quite what that statement means, Mr. 
Price. 

Representative Price. It is a court action in effect. 

Mr. Mircne ty. I think it is not quite that ; no. 

Representative Price. It is an adjunct to the court. 

Mr. Mrircnett. No, I would say more that it is an adjunct to the 
dealings between the parties themselves. 

Representative Price. Perhaps Mr. Nichols or perhaps General 
Counsel can answer that question. How can the Commission delegate 
the authority to write contracts to arbitrators who are neither officers 
nor employees of the Commission in view of section 161 of the Atomic 
nergy Act of 1954? 

Mr. Mitcnety. I don’t think, Mr. Price, when the arbitration pro- 
ceedings under these terms is undertaken that this is writing a con- 
tract. It is settling a dispute. 

Representative Price. Of course, that is an interpretation on your 
part, and points up the legal aspect of this that certainly should be 
gone into very thoroughly before this contract is ever placed in force. 
On page 35, the question was brought up yesterday on section 802 
of the use of fuel sources of energy ‘other than coal. The point was 
made that would be nuclear energy. Of course, that was discounted. 
Take that action in relation to section 204, in which the AEC is about 
to give priority assistance to the company or their subsidiaries to ob- 
tain any priorities which may be necessary to expedite construction 
of facilities and such generating and transmission facilities of the 
subsidiaries of the sponsoring companies as the AEC deems necessary 
for the security of service hereunder. 

If this did get into nuclear power or reactors were considered im- 
portant in suc ch a project, wouldn't this company have a preferred 
treatment over all other companies in the country ¢ 

Mr. Nicnots. I don’t think there is anything to be read into it as to 
priority. 

Representative Price. Would there be anything to prevent it? 

Mr. Nicnors. Yes, sir. It has to be deemed necessary by us. If you 
are looking at this priority assistance, the intent of that is on the 
construction of facilities. Certainly we have no plans of trying to 
build atomic reactors. 
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Representative Price. This is a long time and the Commission could 
dleem it necessary for this particular project or this particular com- 
pany, could they not? 

Mr. Nicuotrs. It was never discussed with me. There is no inten- 
tion of trying to put in an atomic reactor here and I would give 
my opinion on that—— 

‘Chairman Core. Let us allow the witness to complete his answer 
before we start another question. 

Mr. Nicuors. And I would give my opinion that we would never 
find a case here in 25 years where we could rip out these boilers and 
substitute atomic energy plants, and in the remaining years of the 
contract get cheaper power for the Government. Where you have 
got an existing plant all built, even in my optimistic crystal ball, I do 
not see how we could do that with atomic power. 

You notice section 802 says “to the extent it is economically advan- 
tageous to do so.” In other words, it would have to be a clear show- 
ing that you could save enough by atomic power to rip out these instal- 
lations and all of the boilers and put in new ones. 

Representative Price. You would not have to rip them out; you 
could build an addition to the plant. 

Mr. Nicnoxs. But right off you have more than half of the cost of 
the atomic plants. If it was cheaper you might consider it. 

Representative Price. This is a long time and we do not know what 
this is going to bring in the next 10 years. 

Mr. Nicnors. And then you have to amortize two plants, Mr. Price, 
and you already see the amortization of a plant is almost half of the 
cost. 

Representative Price. What about the reactor program? Any- 
thing could happen within the next 10 years; could it not? 

Mr. Nicnors. I am not that optimistic, that it could happen where 
it is going to make plants that are in being to where you stop using 
them. 

Representative Price. You would not have to stop using them. You 
could build a reactor adjoining the plant. 

Mr. Nicnots. There is nothing in the contract that provides for that. 

Representative Price. There is nothing in the contract to prevent 
it and make it possible to get priority or preferred treatment to this 
company. It says they can build ad litional facilities to the plant, 
does it not? 

Mr. Nicuors. This contract on this particular part is based on the 
initial facilities. 

Representative Price. I know what it is based on, but it gives no 
thought at all to the other, does it? 

Mr. NicHors. You have this saving clause. 

Representative Price. There is no protection. 

Mr. Nicnots. You have plenty of protection in here. I has to be 
economically advantageous to do so, and that means that they have to 
pay for two plants. In other words, the vy have to amortize this one, 
and they would have to amortize an atomic plant and generally, as we 
all know, the big cost in atomic powerplants is going to be the cost of 
facilities themselves. So if you try to amortize this plant plus a new 
atomic plant, the reactor end, I think it is fairly safe to predict right 
now it would never be economically advantageous. Moreover-—— 
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Representative Price. But you do not know, and it provides for 
additional facilities and that indicates additional cost, does it not? 

Mr. Nicnous. They aren’t going to build additional facilities unless 
we authorize them. 

Representative Price. Are you not paying a difference at the Du- 
quesne plant to make this atomic power feasible ? 

Mr. Nicnors. What is that, sir? 

Representative Price. Are you not building a great reactor program 

right now to make power economically feasible, and possible ? 

Mr. Nicuoxs. Yes, sir; right at the present time that is one of my 
biggest missions. 

Representative Price. Do you not expect success in it ! 

Mr. Nicuots. If I don’t anticipate that you could go in and replace a 
plant after we have it constructed to where it would be economic: ally 
advantageous to us to do so. 

Representative Pricr. Now, the difference between British-thermal- 
unit cost and the Duquesne plant; what is that difference ¢ 

Mr. Nicuors. We have the discretion under 204 to make this deter- 
mination, and I could state right now we have no intent to so use this 
contract to try to pull in any idea of atomic powerplant under the 
terms of this contract. 

Representative Price. That may be true, and I think it is absolutely 
true. But why not put a protective feature in here to make certain 
that no other commission following it could do it if they wanted to do 
it, or decided to, or had a different intent? Would that not be of ad 
vantage to the Government to do that? 

Chairman Core. If that is your intention let the Chair suggest that 
you include that in your memorandum of understanding. 

Mr. Nicuors. We can put that in. There is no intent to do this. 
Certainly there has been none, and I don’t see any possibility of any 
intent. 

Representative Price. I think that that is all I have. 

Chairman Coxe. Senator Pastore? 

Senator Pasrore. I would like to define the issue of Senator Hicken- 
looper with respect to section 164. Let me ask you this question, Mr. 
Nichols: Do you take the position that you are before us now with a 
lawfully consummated contract between the AEC and the sponsoring 
companies ¢ 

Mr. NicHors. We are interpreting this as a proposed contract. 
Now, I would like my legal counsel, Mr. Mitchell, to give you a more 
complete answer on this. 

Senator Pastore. In other words, this is not as yet a binding con- 
tract ‘ 

Mr. Nicuots. No, sir; there has been no signatures applied to this 
contract, and it is not yet binding. 

Senator Pasrore. And therefore, not being a binding contract it is 
subject to change until finally signed by both parties? 

Mr. Nicuors. That is right, sir, but the intent at the present time, 
of both parties, is to sign it as it is. 

Now, as I stated earlier, certainly if this committee indicated to us 
that it ‘Should be signed as a proper consideration, we should sign it, 
and we are ready to sign it. 

Senator Pastore. Do you not feel that if we acted and granted a 
resolution or passed a resolution of waiver, we would be subject our- 
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selves to the legal question that we waived on a contract that was not 
actually a contract ¢ 

Mr. Nicnoxs. I would like the legal counsel to answer that question 
on whether you can interpret the law here as proposed contract, mean- 
ing one that is unsigned. Could you discuss that, Mr. Mitchell ? 

Senator Pastore. I would like to have the answer to it. 

Mr. MircHe t. grant you, Senator Pastore, that the question is 
not entirely clear, but it seems to me quite plain that where the sec- 
tion 164 refers to the proposed contract, and then says that the com- 
mittee may waive the conditions of the 30-day period, that clearly the 
committee would have authority to take action. Now, | also recog- 
nize that this would apply only to the precise text of the document 
that was before the committee. If there were any subsequent changes, 
then the committee action, of course, would not apply. 

Senator Pasrore. Will the distinguished gentleman agree with me 
that it is not the function of the Joint Committee to either approve or 
reject the terms of this contract ? 

Mr. MircHe.y. Yes, sir. 

Chairman Core. Just for clarity, when you say “yes, sir,” it means 
that you agree with the Senator? 

Mr. Mitrcuety. Yes; I agree. 

Senator Pasrorr. Our function here is merely to waive the condition 
that the contract remain with the committee for a period of 30 days 
while the Congress is in session ? 

Mr. Mrrcenevy. That is right, sir. 

Senator Pasrorr. That being the case, I refer you now to section 
164, where it says “any contract hereafter entered into.” 

Now, will you say this is a contract that has been entered into? 

Mr. Mrrcnewyi. No, sir; but I draw a distinction between that lan- 
guage, which refers to submission while the Congress is in session, and 
the waiver provision which refers toa proposed contract. 

Senator Pasrore. The part of section 164 that devotes itself to it is 
the section that I am now reading, is it not? 

Mr. Mircne ct. I think the point, Senator, is this: That in the earlier 
portion of this particular sentence, the statement is made that any con 
tract hereafter entered into by the Commission pursuant to this 
section—— 

Senator Pastore. In other words, “pursuant to this section” means 
that you cannot go beyond the menln of proposed contracts, and it 
says very clearly “any contract hereafter entered into by the C ommis- 
sion pursuant to this section.” You have to go beyond the realm of 
proposals and drafts and now you have got to have a completed con- 
tract, one that has been entered into? 

Mr, Mircueiy. But that particular reference, Senator has to do 
with the portion of the sentence that has to do with the contract 
remaining before the committee for 30 days while Congress is in 
session. 

Senator Pastore. If it is not the function of this Joint Committee 
either to refine the provisions of the contract or change them or ap- 
prove them or reject them as you have already agreed, do you not feel 
that this presupposes that we must have an executed contract before 
us before we get into the question of waiver? 
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Mr. Mrrcuety. No, sir; I don’t think it does. There is one further 
point that I would like to make, that the waiver provision authorizes 
the committee to waive the conditions. 

Senator Pasrore. The condition of remaining for 30 days with the 
committee while the Congress is in session. That is what we are talk- 
ing about. It is not the condition of the contract. 

Mr. Mrrcneti. Senator, I would like to suggest to you that it is 
stated disjunctively, it is the conditions of all or any portion of that 
30-day period. That to me means that “all or any portion” refers to 
the time element, but the first phrase “conditions” goes beyond that. 

Senator Pasrorr. Will you admit that my questioning of you on 
this point raises a serious question in your mind that that question 
can be raised as a matter of law if we grant a waiver? 

Mr. Mircuety. Senator 

Senator Pasrorr. You can answer that very easily. 

Mr. Mrrenett. What I was going to say is this is a question to 
which I have already addressed myself, and I have already considered 
the points that you have raised. It is my own conclusion that the 
eomuunaittes does have authority. I recognize the question is not entirely 
free from doubt. 

Senator Pastore. Therefore, if we do grant this waiver as you have 
requested, then we submit ourselves to a question of doubt? 

Mr. Mrrcneu. There is some doubt here; yes, sir. 

Senator Pasrore. That is all. 

Senator Anperson. If there is some question of doubt, why do we 
proceed with it until we do know? Have you submitted any legal 
memorandum to anybody on this question? Why do we not adjourn 
until we have some memorandum from you, which we have a chance 
to submit to independent counsel or to our own counsel ? 

This language starts off “any contract entered into,” and we have 
no contract entered into before us, and so why are we here? 

Mr. Mircuett. I am entirely clear that we are properly here before 
you. 

Senator Anperson. You are entirely clear because you are an advo- 
cate of doing this. But why not let us have your citations of law, and 
your reasons for saying when the law says “a contract entered into” 
that does not mean a contract entered into; that means a proposed 
contract ? 

I think this is a very important matter and I do not think we are 
here properly, and I think we are wasting a lot of time. 

Chairman Corr. Mr. Strauss. 

Mr. Srrauss. Mr. Chairman, I would like to address myself to 
Senator Anderson and Senator Pastore on this point because I think 
that I am at fault, but for the best of motives. I believe you were 
out of the room, Senator Anderson, a few moments ago when, in re- 
sponse to a question or addressing myself to Mr. Holifield, I reminded 
Mr. Holifield that last June, in the course of testimony before this 
committee on the bills to amend the Atomic Energy Act of 1946, the 
statement was made by some member of the committee that the Com- 
mission had already negotiated and completed a contract with those 
two utility companies. 

In responding to that, and denying that it was the case, I volun- 
teered the statement that to the extent I would be the signatory of a 
contract, I would not execute a contract until I had been back to this 
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commitee with it in its final and approved form before its execution. 

It is entirely possible, therefore, that my colleagues in supporting 
me in that took the position at the meeting in which the contract 
in this form was approved, to submit it as an approved contract but 
not an executed one. If this is a defect, I would undertake to try 
to have it cured by calling a meeting of the Commission at the earliest 
date, perhaps on Monday morning before your committee would re- 
convene, with the idea that we could present you with an executed 
contract. 

Senator Pastore. Admiral Strauss, may I ask you a question 
there? Would you say that you would have the legal right, at this 
point to change the terms of this contract before the sponsoring com 
panies have fixed their signatures thereto / 

Mr. Srravuss. At this point, sir? 

Senator Pasrorr. At this very point. 

Mr. Srravss. With the coneurrence of the sponsoring companies, 
and subject to approval of counsel, and before any action has been 
taken by your committee, one way or another on the waiver, I would 
assume that that would be possible. 

Senator Pastore. I am not speaking about their consent. Even a 
consummated contract can be changed with mutual consent. Now I 
am speaking even with their objection. If you felt that some of these 
conditions should be changed, do you think that they could legally 
compel you not to and that you must abide by the provisions of the 
draft as now drafted ? 

Mr. Srravss. I am sorry, I did not understand the last part of your 
question. 

Senator Pastore. The point I am making is this: If we admit that 
this is not a completed contract, then it is legally subject to change 
by either party at any time until the signatures are affixed thereto / 

Mr. Srravuss. That is right. 

Senator Pasrorr. Am I right? 

Mr. Srravss. That is my understanding. 

Senator Pastore. Therefore we have an incomplete contract as of 
this moment, and we have merely an agreement between the parties 
that this will be the proposed contract. Now, it only being a proposed 
contract not legally binding on either party because it has not been 
signed by either party, therefore it is subject to change as a matter of 
right on the part of either party. Therefore, we have before us here 
a request to waive the conditions on a contract that is not a contract. 

Mr. Strauss. On a proposed contract approved in this form by the 
Commission. But as I said, Senator Pastore, if this technicality is 
one which can be cured by its execution, I believe that the Commission 
would be willing to meet and consider and execute it. 

Senator Pastore. It is my serious opinion that that is what ought to 
take place before a request is made before the Joint Committee for a 
waiver, That is my own personal opinion, and I express it as a lawyer 
and as a member of this joint committee. 

Mr. Srravuss. I would like to repeat, sir, that I assumed in the first 
place to come before this committee with an executed contract in view 
of the statement I had made in June, would be a breach of faith on my 
part; and in the second place that we had the opinion of counsel that 
to present the contract in its draft but approved form was in satis- 
faction of the language of the statute. 
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Chairman Coir. May the Chair inquire if there has been any 
thought of the poetry on the part of the Commission that this 
contract might be changed between the time when the waiver from 
this committee may be, if it is to be granted, or the expiration of the 
30 days, even though the two parties may agree to a change ? 

Mr. Srravss. If I understood your question, Mr. Chairman, it was 
whether or not there were to be any changes in this contract by agree- 
ment between the parties following such action by your committee as 
we have requested ? 

Chairman Coin. That is right. 

Mr. Srrauss. The answer is no, sir. 

Chairman Corr. So that to all intents and purposes, so far as the 
terms of the agreement are concerned, the agreement we have before 
us is the agreement? 

Mr. Srravss. That is right. 

Chairman Cote. And there will be no changes to the agreement ? 

Mr. Strauss. That is my understanding and surely the approval of 
the Commission was conditioned on the contract remaining in the 
form in which it stood. 

Chairman Corr. Let me pursue one point. If the Chairman of the 
Commission determines to pursue the course which he has just sug- 
gested, which is to call the Commission together for a formal resolution 
and attachment of signatures to the contract, which, of course, will be 
supplemented by correspondi ng signatures of the representatives of 
the Dixon- Yates group, will that contract not necessarily have to have 
a clause or a qualification in it that it will not become e ‘fective unless 
and until a waiver of the committee is obtained, or as the expiration 
of 30 days occurs ? 

Mr. Srravss. I think that that exists in the contract as of the present 
time. 

Senator Anperson. Where is it in the contract ¢ 

Mr. Nicuors. It is on page 45, section 822— 

Effective date: The effective date of this contract shall be the latest date of 
the following: The date when this contract is executed and delivered by the 
parties hereto. The date item 3 of section 815 shall be delivered to the company. 


Senator Pasrore. I submit you would be subject to the provisions 
of the law even without that condition in the contract because you 
have got to take judicial notice of the law. You havetodothat. But 
addressing myself to the queries made by the chairman, I do not 

Chairman Corr. Please let General Nichols complete his answer. 

Mr. Nicuors. Item D reads as follows: 


The date on which the time shall have elapsed during which the contract must 
remain on file with the Joint Committee on Atomic Energy pursuant to section 
164 of the Atomic Energy Act of 1954 or the date when said joint committee shall 
have waived such requirement as provided in said section. 

So it is clearly spelled out that unless we get a waiver from this 
committee, or unless the contract is in the h: ands of the committee for 
30 days while Congress is in session, it is not effective. 

Senator Pastore. I do not find any fault with that, and I say that 
even if you had omitted it, it would not have been a serious mistake 
in the contract anyway because you could be subject to that provision. 

The question I raise is this: Not the intention of either party to 
change the conditions once the waiver has been granted, but the legal 
status of the situation is that either party can. 
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For instance, if you obviously found a mistake in one of the previ- 
sions or you found something that was unfair, regardless of your 
intention, as a matter of law, until you have each affixed your signa- 
tures, it is subject to change because it is not a consummated contract. 
I am only raising the question of legal right and not the question of 
limitation in order to clear the questioning made by the chairman. | 
am asking this merely as a legal question and I am not finding fault 
with anyone. 

Mr. Nicnots. I think, if the members of this committee have doubts 
in their mind, it is certainly the part of wisdom to take the course 
that Mr. Strauss suggested and we actually sign it and we eliminate 
all doubt. 

Chairman Coie. Permit the Chair just to express his own personal 
feeling that in view of the fact that pending proposed contract was 
not actually signed by the two contracting parties, in order to keep 
faith with the assurance which the Chairman of the Commission gave 
to this committee last summer, it is understandable why the signatures 
were not attached, and it would be the view of the chairman at least 
that now he has kept faith, and-the question has been raised with 
respect to the validity of the contract, that the suggested course made 
by the Chairman of the Commission be followed out at the earliest 
opportunity. 

Senator Anprerson. May I ask if it would not be proper for—and 
I am not trying to raise a point of order on this thing—but would it 
not be proper for the contract, when duly signed and executed by 
Mr. Cook and Mr. Nichols with substantiating authority showing that 
they were properly authorized to execute it, that it then be accom 
panied by legal opinion as to whether or not it is properly before us? 

Until that I time I do not think we have anything before us and [ 
do not think that there is any request for waiver until a contract is 
before us. 

Representative Hrnsuaw. Mr. Chairman, I wish to ask one more 
question on what is a rather peculiar case. Assuming that the Com- 
mission should sign the contract on Monday, and that the committee 
declined to waive the provisions of waiver, and in the first month of 
the Congress a resolution was passed disapproving of the contract, 
what would be the effect ? 

Mr. Srravss. I would like to ask counsel to reply to that. 

Mr. Mrrcne.i. Well, I would say, Mr. Hinshaw, that if the 30-day 
period had expired while Congress was in session, and while the con- 
tract was before this committee, that the contract would then become 
effective regardless of the resolution passed by the Congress. 

Representative Hinsuaw. In other words, there is nothing in the 
world that could stop the contract going through if the Commission 
signed it, even the disapproval of the Congress ¢ 

Mr. Mircue ty. I assume that a change in law revoking our author- 
ity during the 30-day period would, of course, change the status. 

Representative Hinsuaw. That is about the only thing that would 
do it? 

Mr. Mrrcue... That is the only thing I can see; yes, sir. 

Representative HrnsHaw. Now, supposing that there should be a 
change in law, and that change in the law would take what form ? 

Mr. Mircnuety. I assume it would have to be a bill which passed both 
Houses, and had the approval of the President. 
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Representative Hinsuaw. Then, of course, the approval of the 
President would be the thing that would stop the contract from going 
through ? 

Mr. Mrrceuew.. I think it would be the net result of the total process. 

Mr. Nicnors. And it could be vetoed, of course. 

Senator AnpErson. I do not want to get into a controversy of this 
nature, but I assume the members of the Atomic Energy Commission 
recognize that Congress has occasionally put a rider on an appropria- 
tion bill, saying that no part of this money shall be expended to pay 
any part of such and such a contract. If you think Congress cannot 
deal with it, you just try to do it some other way. 

Mr. Nicnots. I think you would certainly put us on the spot in that 
regard. But I think that there is a question of law then. 

Senator Anperson. After all when you say Congress cannot do 
anything with it, I just suggest that Congress can do something with 
it, and possibly may. 

Representative Hrvsuaw. The Congress can even repeal a treaty 
that is enacted by the United States Senate, through its two-thirds’ 
concurrence, by its refusal to appropriate for the purposes of the 
reaty. That must necessar ily originate in the House. 

Mr. Nicnoxs. I think the contractor would have a claim. 

Senator Pastore. I want to make an observation, and I think we 
ought to put things in their proper shade. We should try to establish 
here that we, as a Joint Committee, cannot be called upon to either 
approve or reject the provisions of a contract. We have this right of 
Waiver. 

Now, unless that request is made of us on an executed contract, 
and referred to our committee once it has been executed under section 
164, and if the Congress is in session, if nothing happened within a 
period of 30 days, automatically it takes effect under the law. 

Now, that is all I am trying to say and I think that we are clear 
on that. 

Chairman Corr. Mr. Holifield. 

Representative Hotirrenp. Mr. Chairman, I would like to explore 
this effective date section, and suggest—— 

Chairman Corr. Permit the Chair to suggest that the gentleman 
explore not only this, but he has his turn. 

Representative Hoxirrecp. It depends upon what action we take on 
this. I am speaking on this particular point right now, that the 
Senators have just spoken on. Would you please let me proceed ¢ 

Chairman Corr. You have the floor. 

Representative Hoxtrrmeip. Now, there are several contingencies 
that might happen to embarrass the Commission and embarrass this 
committee. I would like to bring up 1 or 2 of them for your 
consideration. 

What would happen if the city of Memphis refuses to accept the 
Dixon- Yates energy? I understand there is a movement on now in 
Memphis, at this time, to build a municipal plant, very well-defined 
movement, and that there will be witnesses before this committee that 
will testify to that point. 

Now regardless of the likelihood of this happening, if it does hap- 
pen, what position are we in / 

Mr. Nicuors. If we have completed our contract with TVA, TVA 
will have the excessive power instead of the utility. 
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Representative Hoxtrretp. And no place to put it because Memphis 
is the only place to absorb it. 

Now I will ask you another thing: What would happen if the 2 
members, dissenting members, if 2 of the 3 dissenting members of 
the TVA Board should take action in their indepe ndent « capacity ; 
and they are independent Commissioners and they are not subject 
to the direction of the President on this particular matter. What 
if they should fail to come to an agreement with the AEC? 

Mr. Nicnots. I have no way of passing on that. All I can go 
by—— 

Representative Horirierp. I am bringing up some probabilities, 
because you are signing a contract for $107 million that obligates the 
Government to pay $500 million. 

Mr. Nicuots. I w: vanted to complete my statement, that we have a 
letter signed by the Chairman of the TVA, and we have not gone 
into what that represents any more than what I assume he goes into 
a letter from Mr. Strauss, and what it represents. 

Represents itive Honirievp. I just wonder if any action of the Chair- 
man of the TVA Board has been sustained by the other two members 
of the board ? 

Mr. Nicuots. I don’t know, sir. 

Representative Horirretp. Is that not something that we should 
know before we go into this contract ? 

Mr. Nicuors. I understand that you are hearing the TVA. 

Representative Hoiirteip. I hope we are before this thing is signed, 
when we try to pursue some of these questions; but I am pointing out 
your responsibility in case you sign a contract to obligate the Gov 
ernment with these dangling ends hanging in the air, and unresolved 
and not brought before this committee in proper and firm and legal 
form. 

Mr. Nicos. I have assumed that we have a letter from the Chair- 
man of the TV A, which we should take in good faith from one Gov 
ernment agency to another. 

Representative Horirrmvp. Now, if you feel that that discharges 
vour responsibility, and that you are not required to protect yourself 
by having proper legal action taken by the TVA Board, of course 
that is your judgment and not mine. 

Now, if the 84th Congress decides to appropriate funds for the 
Fulton steam plant, and this isa possibility, in view of the controversy 
which has arisen, what will your position be in that case ? 

Mr. Nicuors. TVA, if they ever signed the power contract, we 
don’t have to worry about it. 

Representative Houirretp. You do not have to worry; just the 
taxpayers / 

Are you willing to take this risk on the basis of waiver action by 10 
members of this committee ? 

Mr. Nicuors. Mr. Holifield, my premise is as long as we comply 
with the law we are doing the logical thing. All I can do by the intent 
of Congress 

Representative Hotirretp. Sometimes you can comply with the law 
and enter into errors of judgment and administration—I believe you 
will realize that—as happened in the EEI contract which cost the 
Government $62 million capital investment and something like $2.8 
million additional charges per year. That is for 25 years. 





946 UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO. 


Mr. Nicuoxs. It wasn’t my responsibility. 

Representative Ho.irietp. It was not your group that did that, 
but your group came before us and legalized it and asked for legis Ja- 
tion which would legalize it, did you not, in 1953%¢ It was in June of 
1953. 

Mr. Nicuots. I understand that was done. 

Representative Houtrre.p. So I would not try to escape any respon- 
sibility. 

Mr. Nicnots. I wasn’t here then, sir, but I understand the AEC 
did that. 

Representative Houirmcp. I am not addressing this to you person- 
ally; I am addressing it to the Commission. 

Mr. Nicnors. All right, sir. 

Representative Hoxirre:p. Supposing this oe does waive 
the 30-day provision and such action is reversed by an indignant 
Congress ¢ 

Mr. Nicnois. We then comply with whatever the law was, sir. 

Representative Hoxtirmip. What if Congress should repeal the 
Ferguson amendment in the first 30 days ? 

Mr. Nicuors. I think if the contract were effective by way of 
waiver of this committee, then you would have still a legal saben. 

Representative Houirietp. We will have a legal contract, and the 
Government would be hooked ; that is true. 

Mr. Nicuors. I do not agree with that last. 

Representative Horirretp. Have you ever heard of a concurrent 
resolution which does not have to go to the President? You know 
Congress can pass a concurrent resolution, expressing their opposition 
to the Dixon- Yates contract, and their intention not to appropriate 
funds. 

Mr. Nicuors. If there was a concurrent resolution, this would have 
to be resolved by someone higher than me, but offhand reaction would 
be if you made a concurrent resolution to cancel, we would have to 
cancel the contract or should. But we would be subject to cancella- 
tion charges, whatever had been expended. 

Representative Hotirime.p. You would be subject to cancellation 
charges of money spent, after the signature of the contract 

Mr. Nicrors. Yes, sir. 

Representative Hoxirieip. But not on money spent up to date, and 
that would be a matter of court determination; would it not é 

Mr. Nicuois. Do you know the answer to that one, Mr. Mitchell ? 

Representative Hoxirrecp. And even such action might be a very 
good investment on the part of the Government to save between eighty 
and one hundred forty million dollars excess energy charges over the 
next 25 years. So I point out some of these contingencies for the 
Commission to think about when they go to sign this contract. 

Senator Anperson. May I just ask a question here, Mr. Chairman? 

Chairman Cote. Does the gentleman from California yield ? 

Representative Hoirievp. Yes, 

Senator Anperson. I would like to direct this to Admiral Strauss. 
You have indicated that you might have a meeting of the Commission 
and perhaps authorize Mr. Cook or Mr. Nichols to sign this contract. 
The other party to the contract is the Mississippi V alley Generating 
Co. Do you know whether the company exists at the present time / 
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Mr. Srravss. I understand it does, but I would like to ask counsel 
to confirm that if it is true. I have never seen the articles of incorpo- 
ration duly attested by a secretary or anything of that sort. 

Senator Anperson. Has anybody ? 

Mr. Nicuo.s. We talked to the attorney to say where he could 
bring, any time he wanted, the necessary papers and the seal to indi- 
cate that everything is in existence. We would have to verify them, 
of course, before signature. 

Senator Anperson. And it is organized—do you know the date it 
is organized or the State ? 

Mr. Mrrcuent. Did you say the State? 

Senator AnpeRson. Yes. — 

Mr. Mircueun. It is Arkansas. 

‘The Craiman. Let General Nichols respond to the question. 

Mr. Nicuous. The State of Arkansas. 

Senator ANprerson. Has it been authorized to enter the utility busi 
ness and execute a contract of this nature by the Securities and 
Exchange Commission / 

Mr. Nicuorts. No. One of the proy isions here, of course. of this ef 
fective-date clause requires certain things to be accomplished by the 
Securities and Exchange Commission. 

Senator Anprerson. What I am trying to get to is that if you are 
going to have a legally binding contract before us for consideration, 
quite obviously we cannot consider the request for waiver until we 
have that kind of a contract before us. It would seem to me somebody 
has to sign this side of the contract. It says “Mississippi Valley Gen 
erating Co.” Now, until they are qualified to sign that, it would seem 
that you are not going to be able to report back to the committee. All 
I am trying to suggest is that when we have a properly executed con- 
tract—— 

Mr. Nicuots. We believe they can produce the necessary documents 
to show that they are ready to sign it. 

Senator Anperson. May I now finish my statement / 

Mr. Nicnots. I am sorry, sir. 

Senator ANprerson. After you have had a properly executed con- 
tract, executed by both parties, with proper resolutions showing the 
authority of both parties to execute such a contract, that then becomes 
a matter for our counsel to examine and see if the documents are suffi- 
cient: and once we have had a statement that the documents are suffi- 
cient and the contract is in shape for our consideration, then it would 
seem proper that we resume consideration of it. 

But I do not desire to raise a point.of order of any kind on it, but 
it just seems to me that we might well terminate our discussions until 
something of that nature is properiy before the committee. I suggest 
that to the chairman, as something that ought to be done before we 
resume hearings. 

Representative Hottrretp. Mr. Chairman, will the gentleman yield ¢ 

Senator ANperson. I was going to make a motion that we go into 
executive session to consider this one question. Now, I do not want 
to claim that we should not go ahead with it. As a matter of fact, 
Admiral, I think it has been very useful that we have had this oppor 
tunity to discuss the proposed contract. But I would hke to know, 
for example, if the memorandum of agreement will accompany the 
signed contract, because what little experience I have had is that I 
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had better make my agreements before I get signed to a contract, and 
they may not agree to anything later. 

Mr. Srrauss. I would concur with that, Senator. 

Senator ANprerson. I know your experience is very sound, and I 
have no question of that, but I would like to have those things before 
us before we proceed. I do not like to be told that we are going to 
execute a memorandum of agreement at some later date, on some 
possible basis. I do not think that you do. If we could have all of 
these things before us, Mr. Chairman, before we go on with it, I think 
it would be very useful. I do not say that this time has been wasted, 
and I think it has been valuable time and well spent. I commend the 
chairman of the committee for calling us together for this purpose. 

I think now that we have gone this far, it might be well to know 
what is going to be in the contract and the memorandum of agree- 
ment and have that before these so-called opposing witnesses appear. 
For example, some of the questions I raised the other day, I might 
not have raised had I seen the memorandum of agreement, which 
seems to modify certain provisions of the contract. 

I was only going to suggest, Mr. Chairman, for whatever disposi- 
tion you care to make of it, and I am speaking to the Ch: airman of the 
Joint Committee, that at the conclusion of this morning’s session we 
might go into executive session to determine whether we will have 
additional hearings until a contract is properly before us. 

Representative Hotirrerp. Will the gentleman yield at that point? 

Senator Anperson. I am through. 

Representative Horrrrerp. Mr. Chairman, if the gentleman yields 
for just a moment, I might say that there are other points that should 
be resolved, in my opinion, such as the approval of the Securities 
and Exchange Commission to the funding arrangements, because it is 
no contract ‘according to the contract unless that is approved. The 
contract between the AEC and TVA should be consummated, or else 
we have a loose end dangling there. So it would seem to me that there 
is still some work to be done before this committee takes any action 
in any way. 

Mr. Brownell’s opinion, too, based not on language which is not in 
the conference report but based on some more stable element, should 
be solicited and presented to this committee, in my opinion. 

Chairman Core. In view of the fact that the committee has been 
assured by the Chairman of the Commission that the contract, pro- 
posed contract, which is now before the committee is in its final form, 
with the proposed memorandum of agreement, it occurs to the Chair 
that it would be better procedure for us to continue to discuss the 
subject-matter with the witnesses, according to the schedule that has 
been laid out, in order to avoid disruption of their personal schedules 
of witnesses as well as members of the committee. 

If it is entirely agreeable and quite proper for the joint committee 
during the noon recess to reach a formal decision as to the extent of 
our further discussion or continuation of the hearings, let us proceed 
until we do reach the lunch hour and then the joint committee will 
meet to consider it. 

Now, Mr. Holifield, they are your witnesses. 

Representative Hourretp. Mr. Chairman, is it the contention of 
the committee to adjourn for lunch at this time and for an executive 
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session, or are we going on just as though this question had not been 
brought up? 

Chairman Corr. The opinion that was expressed by the Chair, at 
least in the opinion of the Chair, was rather clear. I am not aware of 
any ambiguity with respect to it. I suggest we continue until we 
recess for the lunch hour, and then we meet. 

Representative Horirretp. That is agreeable with me. 

Chairman Cots. When we reconvene, we will pick up where we left 
off the last time. 

Representative Hotirretp. Now, Mr. Strauss, I will direct to you 
a few questions in view of the fact that Mr. Nichols has been busy this 
morning for quite a while. As far as you know, Mr. Strauss, this idea 
of the Dixon- Yates project was first brought to you by Mr. Dodge? 

Mr. Srravss. No; I first heard of the name of Messrs. Dixon and 
Yates from Mr. Williams, the deputy general manager, but their names 
came into the discussion some time after Mr. Dodge. 

Representative Horirrevp. I was speaking of the project, this pro- 
cedure, and not of the gentleman personally. 

Mr. Srravss. I misunderstood. 

Representative Hotirrevp. I did not state my question as clearly 
as I should have, Iam afraid. This idea of proposing the erection of 
a private utility plant, was that conveyed to you by Mr. Dodge of the 
Bureau of the Budget? 

Mr. Srravss. That is my best recollection, Mr. Holifield. 

Representative Horrrrevp. I believe that is true. Do you know if 
Mr. Dodge was advised by a consultant who is now employed by any 
of the Dixon- Yates utility companies? 

Mr. Srravuss. I have no knowledge of any consultants that Mr. 
Dodge may have had, or whether he had any. 

Representative Horirretp. My next question pertains to your testi- 
mony, and I am looking now for a copy of it. On page 2, at the end of 
the first paragraph, you state: 


So far as I can ascertain, the contracts awarded to them— 
and you are speaking of EEI and OVEC— 
were negotiated contracts without competitive bidding. 


What was the purpose of your making that statement, Mr. Strauss? 

Mr. Srravuss. Because of the statements which have been made re- 
peatedly during the summer and the early autumn condemning this 
Pp sroposed transaction on the basis of the fact it was a negotiated trans- 
action without competitive bidding and to substantiate the fact that 
this was not a departure from pr ecedent. 

Representative Hotirrep. You do recognize the fact that the OVEC 
and EEI contracts were solely for defense plant purposes and this is 
solely for industrial, commercial, and residential consumption. You 
recognize that difference, do you? 

Mr. Srravss. That isa ‘differentiation, but not in the method of deal- 
ing. It is a differentiation in end use of the product, but it has no 
bearing on the method by which the Government conducts its buSiness. 

Representative Hourrietp. That is a matter of opinion now? 

Mr. Strauss. I was only expressing an opinion, Mr. Holifield. 

Representative Ho.iFietp. Isn’t it true that the Securities and Ex- 
change Commission used in their memorandum on OVEC and EEI— 
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that they used that purpose, the purpose for defense, as a reason for 
their action in not requiring OVEC and EEI to comply with the 
Utilility Holding Company Act of 1935? 

Mr. Srravss. I do not recall that. I accept your statement. I do 
not recall the language in those two opinions. 

Representative HoniFre.p. Well, those two memorandums are found 
in the back of our hearings, and you will find that that is the principal 
reason by which they approved a 95-percent funding operation in th 
OVEC and EEI contracts, which is in contravention of the U ality 
Holding Company Act. It was for defense purposes, and so that 
might have some bearing upon their approval of this particular plant 

Mr. Strauss. It might very well. 

Representative Hottrietp. Now, did you explore any alternatives for 
the procurement of this power other than negotiations with Dixon and 
Yates? 

Mr. Strauss. There was one other proposal submitted following the 
very general publicity that was given to the situation, both in the trade 
journals and by the President’s budget message. It was a proposal 
made by a group of interested individuals, not operators of utility 
companies, and I think it has been referred to in previous testimony 
before this committee as the Von Tresckow proposal. That is the 
only one with which I am familiar, Mr. Holifield. 

Representative Hoxiirretp. That was the only alternative that you 
pursued ? 

Mr. Srravss. The General Manager reminds me that our initial ex 
ploration was with the EEI. We approached Mr. McAfee—that. is 
to say, the Deputy General Manager, Mr. Williams, approached Mr. 
McA fee—and there was a period in which it appeared that Mr. M 
Afee might be interested. He decided he and his company were not 
interested, and it was through his suggestion and introductions, I be- 
lieve, that Messrs. Dixon and Yates were brought into the negotia- 
tions. 

Representative Hoxirre.p. But you pursued no other alternative 
than Mr. McAfee’s contact and the Dixon and Yates and the Von 
Tresckow ? 

Mr. Srrauss. I did not. And if the General Manager or Deputy 
General Manager did, I am not aware of it. I think they did not. 

Representative Honirretp. Would the General Manager care to 
state on that? 

Mr. Nicuots. I know of no others besides those three. 

Represertative Hotirietp. Were you aware of the fact that Senator 
Cooper, of Kentucky, suggested that TVA be given authority to issue 
bonds for this plant? 

Mr. Srravss. I personally am not aware of it. 

Representative Hotrietp. Were you aware of that? 

Mr. Nicnots. I did not know that Senator Cooper had, and I heard 
somewhere, that discussion, but I did not have the faintest idea where 
it came from. 

Representative Horirrerp. You did not explore that method of ob- 
taining a plant down there without adding to the capital indebted- 
ness ¢ 

Mr. Nicnors, That would be a function of the Bureau of the Budget 
and not AEC. I have heard it considered, and maybe that is the way 
to do it; but when I first heard it, I did not know. 
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Representative Horirrecp. You did not go into it. Was the reason 
you did not go into it because of your dedic ation to the ph losophy 
of not allowing the TVA to expand its operations ? na 

Mr. Srravss. Is this addressed to me? 

Representative Hoxrrretp. Yes. 

Mr. Srrauss. As I explained to you the last time I testified before 
you, I have no such philosophy and I think that you should not 
ascribe it tome. The action that I took personally in this matter was 


entirely as a member of the administration and as a citizen attempt 
ing to do my duty, and being called in by the Director of the Budget 
and asked if there was any possibility of assisting in interesting pri 
vate industry to bring generating capacity into this area. That was 
all. 


Representative Hoitrrecp. That was all? And you did not explore 
that possibility, either? : 

Mr. Srrauss. It never came to me formally, and as a matter of 
fact, I cannot even recall it having come informally. 

Representative Horirerp. Of course, if that 
followed, and it was indicated by Mr. Cooper that 1t was possible, 
and legally health le, it would have been cheaper to the Government 
and it t woul | have been of f advantage to ~ Government of something 
hke—according to your testimony, Mr. Nichols—$92 million a vear. 
I believed you testified that the Dixon-Yates contract over 25 years 
would cost the Government $92 million more than if TVA furnished 
the power. 

Mr. Nicnots. That is based, Mr. Holifield, on the estimate that this 
will cost the Government $3.6 million more per year. You multiply it 
by 25 and you get $90 million, but that is over the 25 years and not per 
year. 

Representative Homrrevp. If I misstated it, I meant over the 25- 
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year period. I believe that the figure is in dispute, and TVA had testi 
fied that it would be closer to $140 million. 

Mr. Nicnots. They claim it would be higher. We took the figure 
that was arrived at when Mr. Hughes asked us to sit down with TVA 
and Mr. Adams, and the figure that we agreed to with Mr. Adams and 
which we have accepted is 3.6. 

Representative Hortrrerp. Well, I think the Budget Bureau agreed 
with you on the $92 million figure, at least, did they not ‘ 

Mr. Nicuors. I believe that is approximately right; if you have it 
there, I am sure that it is right. 

Representative Ho.trretp. I am using round figures. 

Mr. Nicnots. I always think of it as $90 million. 

Representative Houirterp. The Von Tresckow proposal would have 
permitted private financing with ultimate Government ownership, 
would it not? 

Mr. Nicuors. Yes, sir, but it was a completely no-risk contract. 
But it would permit private financing, and ultimately the Govern- 
ment would own the plant. 

Representative Hotirietp. Do you feel that you pursued the possi- 
bilities of the Von Tresckow offer as assiduously and gave it the re 
spectful attention that you gave to the Dixon-Y ates proposal ¢ 

Mr. NIcHotLs. Considering the merits of it, yes, sir. 

Representative Ho.irrevp. Mr. Burch, | believe, testified before our 
committee that he was only allowed to speak to the Indians and he 
was not allowed to speak to the chiefs, in his picturesque language. 
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Mr. Nicuoxs. I think we pointed out at that time that he spoke to 
Mr. Ed Bloch, who is Director of Production and one of our key 
people. I should point out that in many of these negotiations, on this 
type of power contract, we carry them on down with Mr. Sapiri down 
in Oak Ridge, so Mr. Bloch is his boss. 

Representative Hotireip. You carried on these negotiations with 
Mr. Dixon and Mr. Yates, and I assume that you gave it your per- 
sonal attention. 

Mr. Nicuots. In the case of negotiating with Mr. Dixon and Mr. 
Yates, I think that I attended only one negotiating session, and that 
was for the purpose of insisting on better cancellation clauses. In 
other words, Mr. Cook attended all of them, and he has personally 
conducted them. There has been only a couple of occasions where I 
felt it necessary that I should go in to convince them that I just was 
not going to take a particular provision and reinforce Mr. Cook. 

Representative Horirmrp. Did Mr. Cook confer in negotiations 
with the Von Tresckow people? 

Mr. Nicnors. I think he was out of town and I was over before this 
committee, and so the next man in chain of command was Mr. Bloch. 

Representative HoxirieLp. Now, did you pursue the lease-purchase 
arrangement authorized by Congress for acquisition of Government 
buildings and facilities, a formula which the 838d Congress adopted 
and which allows the Government to purchase facilities of this kind on 
a lease arrangement which results in ultimate ownership to the Gov- 
ernment and consequent savings to the Government? 

Mr. Nicuoxrs. I should think if that type of thing should be pur- 
sued, it would be more logically pursued by either TVA or the Bureau 
of the Budget. We were asked to pursue a particular type of thing, 
and we felt that was—when was that passed? I think it was just 
before Congress adjourned, and we were well along on this thing 
by that time. 

Representative Hoxrirre tp. In view of the fact that the contract 
has not yet been signed, do you believe that that would offer to the 
Government any advantage ? 

Mr. Nicuots. Offhand, I don’t think so, because isn’t that primarily 
for such things as office buildings, the way the provisions are set up? 

Representative Horirievp. I do not think that it is confined to office 
buildings. 

Mr. Nicnots. We also want an operator here. In effect, we could 
have accomplished here under our authority for contracting—a ques- 
tion has been raised earlier to that, “Do we have the right of recap- 
ture of the plant?” That is, in effect, what a lease-purchase is. 

Xepresentative Honiimxp. This would have given you the right 
of recapture? 

Mr. Nicnors. We could have done that without the lease-purchase 
provisions, under our authority, and we could have set up that type 
of contract. But we felt it was not desirable to do so, and we fol- 
lowed the same precedent we have in the case of EEI and OVEC. 

Representative Hoxtrrm.p. But, at least, your Commission as a 
whole did not consider this new method, which the Congress thought 
was advisable and of benefit to the taxpayer, to utilize in the procure- 
ment of facilities in which the Government had a financial obliga- 
tion. Youdid not pursue that to any extent? 
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Mr. Nicuots. I would Say the Commission considered it, not as 
that specific act, but they did pass on the form of the contract, and 
they also O. K.’d the letter which I sent and prepared for them to 
send over to the Bureau of the Budget, where we gave, you might say, 
a little blessing to the idea of the Von Tresckow proposal. So they 
have considered the idea whether we should wind up owning the plant 
or should sign a contract by the method that we have in the past. 

Representative Hoxrrrecp. You can tell this committee that the 
lease-purchase arrangement which was provided to Government 
agencies by the Congress was a matter of definite consideration by 
the Commission. You can tell us that. 

Mr. Nicnots. As such, I don’t think it was. 

Representative Hortrrerp. Do you agree with that, Mr. Strauss, 
that there was no Commission consideration of the lease-purchase 
arrangement ¢ 

Mr. Strauss. None. 

Mr. Nicuors. I am going solely on my memory, but I believe all 
that was appropriated or authorized under that lease-purchase is $50 
million. That is to be divided up among many projects. Of course, 
you know we have a raquest before that group for a new office build- 
ing for $10 million, and I know one of our difficulties in getting it 
approved is because it is so big. So I think that we would have had— 
of course, technically, there is not enough money there. So if we 
considered that, Congress would have had to make the authorization 
bigger. 

Representative Horirrerp. There was no request made, of course, 
and no exploration of that and no request made for Congress to adopt 
that to this peculiar need in this area ¢ 

Mr. Nicnotrs. No, sir. We felt we had the authority under the 
Atomic Energy Act, and we had it before. And the 1954 act specifi- 
cally spelled it out. 

Chairman Core. Before the gentleman has completed that thought 
and before he starts on another one, I suggest that we recess now for 
lunch, to reconvene at 2 o’clock. At that time it will be announced 

‘the decision of the committee with respect to continuing the hearings. 

(Whereupon, at 12:30 p. m., a recess was taken until 2 p. m. of the 

same day.) 


AFTERNOON SESSION 


Chairman Coiz. Since a quorum of the committee is present, the 
meeting will come to order. When the hearing recessed for the lunch 
hour, it was for the purpose that the committee might reconvene in 
executive session in the committee quarters below this chamber for 
the purpose of considering what might be appropriate future 
procedure. 

The Chair is authorized to announce that there appeared to be a 
common agreement that the hearings would continue this afternoon 
until 4 or 4:30 unless the witnesses are earlier exhausted, the two 
witnesses, Mr. Strauss and General Nichols. 

Since there is some question as to whether any contract is properly 
before this committee, in view of the fact that the proposed contract 
has not been signed by either of the parties, that the Commission will 
undertake to obtain an executed agreement of the proposed contract, 
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and in case it is successful in that effort, it will present the executed 
agreement, together with a final memorandum of interpretation or 
understanding of the terms of the aggreement to the Joint Committee 
Monday morning. 

The Joint Committee will meet at 11 o’clock in its committee quarters 
to receive any word from the Commission indicating developments 
which may transpire between now and 11 o'clock Monday morning. 

Mr. Allardice advises me that there is apparently some unc lear 
understanding as to whether the meeting is to be 10 or 11 o’clock. 
In order to make certain nobody will have an excuse not to be there 
and allow the Commission an extra 60 minutes to achieve whatever 
might be accomplished, we will fix the meeting for 11 o’clock Monday 
morning. 

Permit the Chair at this time to raise a few questions of the counsel 
of the Commission which have perplexed some members of the com- 
mittee. 

Mr. Mitchell, as counsel for the Commission, is it your considered 
judgment that the proposed signatory which represents the Dixon- 
Yates group is a legally constituted body or corporation authorized 
to sign such a contract, and are you satisfied with the capacity of 
the proposed party representing the Dixon-Yates group, and advise 
the commitee upon what basis you reach that conclusion 


TESTIMONY OF LEWIS L. STRAUSS, CHAIRMAN; K. D. NICHOLS, 
GENERAL MANAGER; AND WILLIAM MITCHELL, GENERAL COUN- 
SEL, UNITED STATES ATOMIC ENERGY COMMISSION—Resumed 


Mr. Mirenett. Mr. Chairman, I have not yet had an opportunity 
to review the articles of incorporation, the resolution of the board 
of directors of the company, but I will be prepared to address myself 
to this question before the committee on Monday. 

Chairman Core. Very well. Now, Mr. Holifield, you may resume 
your questioning. I assume that is agreeable with the members of 
the committee? 

Senator ANprerson. We simply want to be sure that you have satis- ° 
fied yourself and satisfy us as to the sufficiency of authority for the 
execution of the contract by both parties to it. 

Mr. Mrrcnenni. Yes, sir. 

Representative Hotirrerp. Mr. Chairman, it is our understanding 
that we will adjourn at 4 o’clock. 

Chairman Core. Four or four-thirty, in that neighborhood. 

The Chair has been advised that Commissioner Murray desires to 
make a statement and appear when the committee has concluded its 
hearing of the Commission witnesses. I assume that it will take all 
of the afternoon to conclude the hearing of the Commission witnesses, 
Mr. Strauss and General Nichols. Therefore, we probably will not 
be able to hear Mr. Murray this afternoon. However, in order that 
the sequence may be continuous, we will hear Mr. Murray as soon 
as the committee has completed the hearing of the Commission repre- 
sentatives. 

Senator Anperson. Mr. Chairman, would you permit me to ask 
specifically that Commissioner Murray be asked to comment. on the 
desirability of a recovery clause in the contract? I want him to have 
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written testimony if he is going to have it, and would like to have him 
cover that point. I would like to put it in the record at this point. 

Chairman Cote. The Chair observes Mr. Murray is in the room. | 
want to make sure Commissioner Murray understood the request of 
Senator Anderson. 

Mr. Murray. Yes, sir. 

Chairman Cote. Very well. 

Representative Hotirietp. Mr. Strauss, just before we adjourned 
for lunch, I had questioned you and General Nichols regarding 
whether you had pursued or investigated any alternative methods in 
the way of obtaining the objective of producing energy in the Ten- 
nessee Valley without increasing the capital indebtedness of the United 
States. 

[ pointed out that Senator Cooper suggested that the TVA be given 
authority to issue bonds for the plant and the Von Tresckow proposal 
would have permitted private financing, and there was a lease-pur- 
chase arrangement authorized by the Congress which possibly could 
have been used. I believe on that latter point General Nichols did 
point out there was a limitation of $50 million obligatory authoriza- 
tion. I believe you pointed that out. 

Mr. Nicnots. I gave that from memory, however, sir. 

Representative Hotirretp. Referring to your statement, Mr. 
Strauss, at the bottom of page 2, I believe you bring out the fact that 
Mr. Williams conferred with Mr. McAfee of EEI, and I ask you if 
he did that at your direction ? 

Mr. Srravss. He did it with my consent and approval. He did not 
do it at my direction, because I had no acquaintance with ERI per- 
sonally. I am fully responsible for what Mr. Williams did, however. 

Representative Horirrenp. I was trying to trace the line of confer- 
ence of the Dixon-Yates contract, and I assume if he did it’ with your 
acquiescence—— 

Mr. Srrauss. That is right. I am completely responsible for any 
steps taken by Mr. Williams. 

Representative Hoxirrecp. On January 24, Mr. McAfee sent a let- 
ter to Mr. Williams in which he outlined the plan whereby the na- 
tional budget could avoid capital expenditures in the TVA area. He 
said first that TVA no longer assumed full responsibility for supply- 
ing all the needs of municipalities. Thus when present contracts ex- 
pire those municipalities which need a greater supply than is avail- 
able from the Authority would be obliged to arrange for purchase 
from others or the construction of a plant with municipal funds. 

Second, arrangements with neighboring companies of TVA to sell 
power to the Authority. I am confident that arrangements could be 
made for the construction of a new plant, if that is necessary. 

Representative Hinsuaw. Is the gentleman quoting from some- 
thing? 

Representative Horirrerp. Yes; I am quoting from the letter I 
called attention to. 

Mr. Srravuss. Where do you find it? 

Representative Hoxirimip. On page 14 of the attachment group 
which was furnished us by your Commission. 

Mr. Srravuss, Thank you. 

Representative Horrrretp (reading). 


And third, the plan you discussed with me. 
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Without referring to the third, which, of course, does not disclose 
what the plan was that was discussed, were you aware of that letter 
or did Mr. Williams bring that to your attention ? 

Mr. Srravss. I can’t recall the letter, Mr. Holifield. As a matter of 
fact, the first time that I can recollect reading it is when you asked 
Mr. Hughes about it the day before yesterday. 

Represent: itive Hotirretp. Would you approve of the methods used 
there to eliminate the TVA functions—the methods which are out- 
lined in that letter? 

Mr. Srravss. Mr. Holifield, that is a hypothetical question. I can’t 
answer that. 

Representative Hoririexp. It is a method that you are pursuing. 

Mr. Srravuss. No; I can’t agree that we are pursuing a method to 
eliminate the TVA in any respect at all. We are pursuing a method 
to provide TVA with power in an area in which they have testified 
there is a great need for power between now and 1957. As I have said 
to you on 2 or 3 previous occasions, any imputation of hostility on my 
part to the TVA simply does not comport with the facts. 

Representative Ho.irretp. The Dixon- Yates arrangement does fol- 
low the second procedure there as well as the first procedure where 
they refuse to assume the responsibility for supplying the needs of 
municipalities in this area, and the second, that you arrange with 
neighboring companies to sell power to the Authority. 

Mr. Srravuss. You are asking me to comment on a letter which I 
did not write, addressed to someone other than myself, stating some 
hypothetical situations, none of which have come into being. I would 
find it extremely difficult to give you an answer. 

Representative Horirevp. I shall not insist that you answer. In 
my opinion it is pertinent, but maybe not. 

On page 3 of your statement, you recount that Mr. Williams con- 
tacted Mr. McAfee and you state that Mr. Dixon called on you on 
December 23. Did Mr. McAfee send Mr. Dixon to you? 

Mr. Srravss. I am unable to say whether anyone sent Mr. Dixon. 
I think the appointment was arranged by Mr. Williams and I believe 
it was the first occasion on which I had the pleasure of meeting Mr. 
Dixon. 

Representative Horrrreip. On page 4, at the bottom of the page, Mr. 
Nichols pointed out that if the Commission purchased more power 
from private utilities in lieu of TVA power presently under firm 
contract, it could cost the AEC more per kilowatt and would not be 
as certain a supply due to possible delays in construction and so forth. 
He stated that KEI was not eager to enter into such a contract, and it 
might be better for either Memphis or TVA to make a power contract 
with private utilities along the lines suggested by Mr. Dixon and Mr. 
McA fee. 

This indicates to me that it was Mr. Nichols’ idea that TVA could 

make a power contract direct with private utilities rather than have 
the AEC in on that deal. Was that your general conception at that 
time ¢ 

Mr. Srravss. It was. 

Representative Horirretp. It would have been your personal pref- 
erence to have been relieved of this obligation to obtain power for 
the city of Memphis, would it not? 
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Mr. Srravuss. No; I can’t say I had any personal preference, Mr. 
Holifield. I exercised whatever preferences I had and disposition as 
an official. This seemed to me to be a logical way of doing it, provided 
TVA and EEI were prepared and willing to do business with one 
another. No personal feelings were involved one way or another on 
my part. 

Representative Horirretp. But you would have preferred to have 
been relieved of the obligation. 

Mr. Strauss. I would like to rest on my previous answer, sir. 

Representative Hoxirietp. All right. In the second paragraph on 
page 5, I notice that Mr. Dixon and Mr. McA fee expressed concern over 
the method, and I presume that you refer there to the method of the 
AEC intervening. 

Mr. Strauss. Where are you reading from, sir ? 

Representative Hotirietp. On page 5, the middle of the paragraph. 
On January 20, representatives of the Commission met with Mr. 
McAfee and Mr. Dixon, who stated they were ready and willing to 
help with the problem of furnishing power but expressed concern 
over the method of providing it. 

Mr. Srravss. That language, sir, is from a diary minute that fol- 
lowed our meeting. The word “concern” I believe is not used in the - 
diary, but the nature of the concern I could not recollect at this time. 

Representative Houtrretp. The point I am bringing out is that at 
that point Mr. AcAfee and Mr. Dixon both expressed concern over the 
method of providing for this energy and you go ahead and say they 
thought it would be better to have TVA make direct arrangement 
with private utilities for the supply of power, and bring it into the 
system otherwise than in the Paducah-Joppa area, where it would be 
difficult to dispose of it in case the AEC requirement was ever mate 
rially reduced. 

The point I want to make there is that Mr. McAfee and Mr. Dixon 
also expressed a desire to have the TVA get a direct contract, rather 
than to have the AEC be part of the method of providing it. 

Mr. Strauss. I think you will probably wish to hear this from them 
directly, but my understanding is that both companies, the companies 
represented by Mr. Dixon and Mr. Yates, had separately written to 
the TV A making such proposals. 

As T said in my statement the day before yesterday, Mr. Holifield, 
I do not know what action was taken on their proposal, but I assume 
none. 

Representative Horrrretp. Then you do not know why the direct 
method of contracting between the TVA and the utilities was aban 
doned, and the AEC was pulled into this. 

Mr. Srravuss. Of my own knowledge, no. 

Re pe sentative Hottrretp. Do you, a Nichols ? 

Mr. Nicnots. No, sir. All I felt was that it was my obligation to 
point out that I preferred at that time—you will notice from the 
various memorandums that are in the chronology that pops up several 
occasions—I pointed out to both the contractors and Mr. Hughes that 
should be explored. We did not feel when the time came to explore 
TVA direct contracting with the contractor that was our obligation. 
That was a case of the Bureau of the Budget working it out with the 
TVA or the companies working it out with the TVA. That is why 
I suggested that they write a letter to TVA. 
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Representative Houirrep. I am not being critical at all, sir. I 
think you were eminently right in that position. 

Mr. Srravss. 1 just want to point out what the position was at 
that time. 

Representative Hotirreip. At the bottom of page 6 it says on Febru- 
ary 20 at the request of Mr. Hughes of the Budget Bureau, Mr. Nichols 
saw Mr. Yates of the Southern Co. and again he reiterated his willing- 
ness to sell TVA power directly in their own area. 

As I understand it, at that time Mr. Dixon had made an offer to 
furnish TVA some 100,000 or 200,000 kilowatt-hours, had he not, 
directly ? 

Mr. Srrauss. 450,000. 

Representative Hotirietp. And Mr. Yates had made the offer in a 
separate plan for 100,000 to 200,000 ? 

Mr. Srravss. That is my recollection, sir. 

Representative Hotirrmetp. The question that I would like to have 
you comment on, if you have any knowledge of it, is why these separate 
contracts were not carried out. The administration did not ask the 
TVA to carry out these contracts directly with these two companies 
that were offering this energy directly. It was a private-industry 
. offer. There were no strings attached to it, as far as I know. I just 
wondered why that method was not pursued. 

Mr. Strauss, do you want to comment on that? 

Mr. Srravss. It is impossible, Mr. Holifield, obviously, for me to 
comment as to why the TVA did or did not take any specific action. 
I am not even able to say what request, if any, was made of them by 
higher authority to do so. 

Representative Hoxitrieip. It was indicated then that because of 
pressure from the Bureau of the Budget in their request of February 
20 that you did go ahead—— 

Mr. Srrauss. I wouldn’t say pressure, sir. 

Representative Honirimetp. You wouldn’t say pressure? 

Mr. Srravss. No, no pressure. 

epaennaaer tg Ho.irretp. Just a request ? 

Mr. Srrauss. Yes. 

Representative Ho.trrevp. In any event, 5 days later we have the 
wedding of the Middle South Utilities, Inc., and the Southern Co., 
speaking, of course, from a commercial standpoint, and then we have 
their first joint offer, and this was the offer, I believe, that was dis- 
cussed this morning where their kilowatt capacity was rated at $200 
a kilowatt capacity, and the annual charge was something over $4 
million, which you forwarded apparently to the Budget at that time. 
I don’t go into it, because that was discussed this morning. 

Mr. Srravss. You have it as exhibit 6 in the documents which were 
made public last August. 

Representative Ho.irim.p. Yes; attachment 6. 

Mr. Srrauss. That is right, sir. 

Representative Hoxtrretp. I believe Mr. Price questioned you on 
that this morning, so I will not take any time on that. 

So this was the first joint offer that was offered. 

Now, on March 3 you sent an analysis of their offer to Mr. Dodge. 


I believe on page 24 of attachment 7 you brought out this point in 
section (d): 


Since the proposed plant would be built to provide additional power for TVA, 
this increased cost should be assumed by that agency. 
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Mr. Srravss. Yes; that is right. 

Representative Hovirrexp. And down below you say the Commis- 
sion is divided upon the advisability of its rec ommendation of using its 
contracting power in the manner proposed. 

Mr. Strauss. That was done in order that the Direc ‘tor of the Budget 
might be on notice that this was not a unanimous view of the Com- 
mission. 

Representative Horirrecp. Was he told at that time that it was a 
}-to-2 decision ? 

Mr. Srravss. I can’t recall that he was, because it has not been the 
practice of the Commission to announce its votes. 

General Nichols thinks—we can confirm this by reference to the 
records—that there was no vote on this point. It was simply an ex- 
pression of opinion which was not unanimous. 

Mr. Nicnots. As I recall, they were passing on the forwarding of 
this letter. I have not refreshed my memory. 

Representative Hortrrevp. It is unimportant. I would not push 
that point. I think subsequent testimony before the committee indi- 
cates that was the decision. So it was a 3-to-2 decision, 2 favorable 
and 3 unfavorable ? 

Mr. Nicnots. But the majority did agree to forward the letter. 

Representative Houtriretp. Going back to section (d), you did pro- 
test against any increased cost being assumed by your agency? 

Mr. Srravss. Yes. 

Representative Horirretp. Have you revised your opinion since 
that time? 

Mr. Srravss. Yes; as a result of negotiation with the TVA there 
has been some revision, and I would like to ask General Nichols if he 
will comment on that. 

Mr. Nicuots. There is also a directive from the Bureau of the 
Budget. In other words, we suggested each time we forwarded the 
proposal plus the April 27 one—I was looking out for the interests 
of the AEC—that TVA should pick up the check. However, the 
August 16 letter gives the administration decision by Mr. Hughes as 
to how the cost should be divided; in other words, you might say the 
ground rules as to how to work out the division of the cost. 

Representative Nicnots. How was that cost assessed ? 

Mr. Nicnots. For example, one thing has been changed. We would 
pick up the cost of taxes. That is in the earlier letter. You have it in 
the August 18 letter. It says: 

The Tennessee Valley Authority will be expected to bear the cost necessary to 
receive the contract power at contract delivery points, and all other costs in con 
nection with its distribution and use through the TVA transmission system, as 
usually has been the case for power received from outside sources. 

The Atomic Energy Commission will purchase the Middle Southern power and 
will trade that power to TVA for an equivalent amount of power delivered to 
AEC at its points and the division of costs would be determined accordingly. 


The AEC should pay the cost of procuring the power from the new plant and for 
transmitting it to contract delivery points. 


Then I read the one on the TVA: 


The delivery of this replacement power to TVA in the Memphis area where 
TVA needs power is to the advantage of TVA. However, if AEC had considered 
only its own requirements and procured power near Paducah. to serve that 
installation directly, power turned back for TVA use would have been in the 
Paducah area, rather than the Memphis area. 
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Representative Ho.irrecp. Those are the terms of the contract. 
Could you shorten it up by giving us the round numbers of what it is 
going to cost the AEC in their budget to assume the costs which have 
been ao ated to them ? 

Mr. Nicuots. I believe the figure at the present time—you always 
have to use an estimate—two million seven is the different in cost. 

Representative Hourrrretp. Is that an annual charge? 

Mr. Nicnors. An annual additional cost for this power. 

Representative Horirreip. $2,700,000. 

Mr. Nicnots. $2,746,000. 

Representative Hottererp. Which will now be incorporated in the 
AEC budget in the future. 

Mr. Nicwors. Except that there should be some adjustment with 
TVA because of certain benefits to TVA. 

Representative Ho.irrerp. I was coming to that. What will be 
the additional cost to TVA? 

Mr. Nicnots. The additional cost to TVA we don’t know yet. In 
other words, as I stated yesterday, I was using the round figure $3 
million in place of this two million seven; we are about a million and 
a half apart as to what we think is the equitable distribution of costs. 

Representative Hoiiretp. If you are a million and a half apart, 
you must know approximately what TVA’s projected charge is if 
yours is two million seven. 

Mr. Nicnots. It is just a matter of a little arithmetic. 

Chairman Corie. May the Chair suggest that Mr. Cook be sworn so 
that he can respond on the record to the question? In view of the 
fact that Mr. Cook is the individual who represented the Commission 
in making these negotiations, it seems to me appropriate that he re- 
spond to the questions directly. 

Mr. Cook, will you give your name to the reporter ? 

Mr. Coox. Richard W. Cook. 

Chairman Coie. Do you swear that the testimony you shall give in 
this proceeding will be the truth, the whole truth, and nothing but 
the truth, so help you God? 


TESTIMONY OF R. W. COOK, DEPUTY GENERAL MANAGER, ATOMIC 
ENERGY COMMISSION 


Mr. Cook. I do. 

In the negotiations we have started out on the basis of trying to 
determine an equitable distribution of costs. TVA’s approach has 
been that the cost to TVA should be no more than if we had constructed 
a plant in the Paducah area and relieved them of 600,000 kilowatts of 
power from their Shawnee plant. 

In following that approach, in our initial discussions it was indi- 
cated that the additional costs by that method to the AEC would be 
approximately $3 million. Our calculations have indicated that with 
a proper credit for the difference in the fuel cost, the costs to AEC 
should be in the neighborhood of a million and a half dollars. So 
to answer your question specifically, the initial discussions indicate 
that TVA feels the additional cost to them will be $3 million. 

In order to hold them harmless, in the arrangements between AEC 
and TVA, that should be taken into account. We think it is some- 
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what closer to a million and a half, and we feel with further discus 
sions we can arrive at a mutually satisfactory agreement. 

Representative Hottrtetp. You are a million and a half apart ‘ 

Mr. Coox. This exploration that we have agreed to with TVA is 
a little different than Mr. Hughes’ letter to Mr. Curtis of August 18. 
In trying to reach a mutual agreement, we have agreed to explore that 
approach. 

ieee Houtrretp. But as it now stands, if the TVA is 
saddled with $3 million annually on this charge—and I suppose that 
includes the building of the $9 million transmission line; does it not? 

Mr. Coox. Yes, sir. 

Representative Hoxirretp. And the cost of maintenance and opera- 
tion of that $9 million line. 

Mr. Cook. That is right. 

Representative Hoxirretp. And the cost of the investment, and so 
forth, over the vears. 

Mr. = That is right. 

Mr. Nicuors. Could I correct one thing! Mr. Cook has already 
agreed ‘that it is a million and a half we will pick up. The most 
that TVA can be charged now under our present understanding is 
a million and a half. 

Mr. Coox. That is right. 

Representative Hoxtrtecp. Isn’t there an overall $6 million in- 
volved? What is the overall sum involved, regardless of how it 
proportioned ¢ 

Mr. Coox. The figures I gave were on an annual - ISIS. 

Representative Hotrietp. I am speaking of the overall annual 
extra charge. 

Mr. Coox. I think that figure you are referring to is the result of 
the study that was made and presented before of the difference in 
cost. 

Representative Horirrecp. I am not referring to the $92 million. 
I am speaking now as to these two controversial amounts, the total 
of the annual amount that AEC and TVA must assume, regardless 
of how it is proportioned. 

Mr. Coox. The $3 million represents TVA’s estimated 
difference. 

Chairman Cone. Permit me to inquire, is that in addition to the 
estimated $2.7 million of the Commission’s added cost ? 

Mr. Coox. No, sir. 

The CuatrmMan. It includes the $2.7 million? 

Mr. Coox. The $2.7 million is a figure resulting from the estimated 
annual cost increase to the AEC of procuring through the Dixon 
Yates proposal, rather than continuing to procure power through 
TVA at Paducah. It is based on an estimated fuel cost in 1957 of 
151% cents per million B. t. u. at Paducah and 19 cents per million 
B. t. u. in the Memphis area. 

Chairman Corr. The $2.7 million does not include added 


is 


cost 


to 
TVA of this Dixon- Yates arrangement ? 
Mr. Cook. No, sir; it does not. 
Representative Horttrrenp. Then there is an additional cost above 


the $2.7 million. 


Mr. Coox. There is an additional cost above the $2.7 million; yes, 
sir. 
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Representative Horirretp. What I am trying to obtain, Mr. Cook, 
is this; I don’t see why I have not stated myself clearly, if I have 
not. It is the total additional cost that will have to be borne by AEC 
and TVA in their budgets as a result of this. I am not talking about 
paying for the interest charges. I am talking about your actual 
apportionment of cost. If you are negotiating with them now to try 
to separate the allocation of that, you must know what the total 
amount is. 

Mr. Coox. Perhaps I can explain it this way. 

The $2,747,000 is the estimated difference in cost for AEC to 
purchase power from MVG rather than to continue to purchase it 
from TVA at Paducah. 

Representative Hourrterp. Yes. 

Mr. Coox. The $3 million that I mentioned before is the estimate 
of TVA, of the additional payment they desire AEC to make to keep 
them whole on the basis that instead of building a plant in the Mem- 
phis area, AEC build a plant in the Paducah area, and relieved them 
of 600,000 from their Shawnee plant. That would represent their 
annual estimate of the cost difference. 

That depends on a lot of things. It depends upon how the system 
as a whole is operated, what hours the peaks occur, where the power 
is transported, and what part of their system in the Memphis area, 
and transmission losses and things of that nature. 

Representative Houtrtetp. I am not trying to pin you down to an 
exact figure. I am trying to get an overall figure from you so I will 
know how much additional operation, maintenance, and investment 
cost the TVA will have in this project, and how much you will have 
to add to your budget in order to facilitate this contract. 

Mr. Coox. Sir, I was trying to answer that by pointing out that I 
think the $3 million figure that TVA has started their negotiation 
position from is a good figure on the estimate by TVA of the increase 
in annual cost to them by reason of the change in arrangements. 

Representative Hoxirrerp. Then 3 million is the total, and it is 
a matter of adjusting between you as to who shall take part of that 
3 million; is that right? 

Mr. Coox. Yes, sir. 

Represen.ative Hoxtrreip. That is the outside in round numbers 
total cost, or is it; that is, the total annual cost which will occur to 
these two agencies of the Government who are sharing the cost of 
procuring this energy for the city of Memphis? 

Mr. Coox. Right now, I would say that is a good approximation of 
the total cost. 

Representative Durnam. It is more than just that. This item of 
cost that you have to deal with in the appropriation includes deferred 
maintenance, miscellaneous expenditures, you have the capacity 
charge, and you have a termination provision in here which you would 
have to pay. 

Mr. Coox. That estimate of the $3 million, the cost of fuel, the 
cost of operation, the cost of maintenance and transmission losses, are 
all included in there, sir. The reason I have not been able to answer 
you specifically is that I don’t have the detailed information on which 
TVA has estimated this breakdown. 

Representative Horirrep. Your agreement as to how these costs 
are allocated is one of the primary things that is now yet to be solved 
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before this contract goes forward, and General Nichols has said that 
you are only a million and a half apart. So I hope I have obtained 
an accurate answer when you give to me the overall round figure that 
you have to split between you and AEC as the figure of $3 million. 
I hope that is right. 

Mr. Coox. The answer I gave you is still correct, sir. It is ap- 
proximately $3 million. 

Representative DurHam. Is that based on $104,115,000 for the 
plant? 

Mr. Coox. Yes, sir. It is based on the difference between the rate 
which we would pay the Mississippi Valley Generating Co., which 
includes the total capital cost of the plant of $104 million. 

Representative Durnam. You certainly cannot have an accurate 
figure there until you get the plant cost fixed in this contract. If you 
can, you are a wizard at figures. I can’t. 

Mr. Coox. The difference in cost is based on an estimate of the MVG 
plant when completed. It is the estimate of $104 million. 

Representative Duruam. That is going to be in the contract. Do 
I understand that is going to be the contract figure agreed on in the 
agreement ? 

Mr. Cook. No, sir. Under Mr. Dodge’s letter, the Atomic Energy 
Commission would purchase the power from the MVG plant. The 
agreement that we work out with TVA as to the sharing of costs—— 

Representative Durnam. You have to have the cost of the plant 
before you can go ahead with the contract. 

Mr. Coox. As Mr. Nichols pointed out, it would be an equitable 
agreement based on the burdens and benefits to TVA and AEC for 
the benefit of the Government as a whole. I think we can’t calcu- 
late what the precise cost is going to be until the plant is constructed. 
I think the $3 million figure is a reasonable figure. 

Representative Hortrreip. So over a period of 25 years that will 
be approximately $75 million. 

Mr. Coox. That is right. 

Representative Hoiirrmeip. Twenty-five years times three would be 
$75 million. Is that $75 million included in the $92 million figure 
which has been given ? 

Mr. Coox. The $92 million figure is a different cost comparison 
entirely. 

Representative Hortrreip. That is on the energy. 

Mr. Coox. No; that comparison is one that was introduced before 
the joint committee in the last hearings, which was an estimate of 
the cost difference of TVA to build and produce power as contrasted 
to the AEC purchasing power under the Dixon- Yates proposal. 

Representative Horirrerp. There is one thing I want to clarify, 
and I think it can be clarified. Will this cost which was testified by 
General Nichols on this contract running $92 million, as a figure—it 
might have been $90 million over the term of the contract—include 
this $75 million we have just talked about, or is this an additional 
amount ? 

Mr. Coox. This is not additional. 

Representative Horirretp. This is included in the $92 million; is 
that your understanding ? 

Mr. Nicnors. Yes, sir. May I put in one comment? 

Representative Horrirrep. Yes, sir. 
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Mr. Nicwots. When you make one comparison of what is the price 
to AEC we are talking about a selling price of TVA power to us 
which has been testified, I think, that TVA has added in there such 
items as 4 percent, which is really not a cost to the Government. When 
we made the figures before and presented them to Congress on the 
$92 million, we were taking actual cost and not considering selling 
prices. What you have now is AEC transferring a purchase from 
one company to another. You can call it profit if you want to on the 
TVA selling tous. There were allowances in there that they actually 
don’t pay. So you do get a difference in the totals here. 

Representative Ho.irretp. Between the 75 and 92? 

Mr. Nicuors. I think that accounts for it. We have another thing 
that we are exploring. What is the cost of wheeling this extra 100,000 
kilowatts over to Oak Ridge as compared to getting it from outside 
sources on an interim basis ! 

Representative Hoxirm.p. Let us not bring Oak Ridge into this 
project, because there will be nothing wheeled from this project to 
Oak Ridge. 

Mr. Nicuoxts. We are asking TVA if they don’t need all this power 
in the Memphis area, which they don’t initially, to figure which is 
the cheaper. They can juggle their system and it is complicated. 
That is why these costs are not yet computed and will take some time, 
What we are doing is exploring different ways. As I stated yester- 
day, we are looking at how do you operate the plant which was esti- 
mated would cost $3.6 million. There was a disagreement as to just 
what is the true figure there. We thought it was less and the TVA 
still thinks it is more. How do you operate the plant to where it 
costs the United States Government the least amount of money for 
the most power? Then how do we distribute it between TVA and 
AEC? 

Representative Horirrmip. There is no contemplated plan at this 
time of actually transmitting power generated by the Dixon- Yates 
people across the State of Tennessee, some 400 miles, to Oak Ridge, is 
there ¢ 

Mr. Nicwors. The same power would not be transmitted. It de- 
pends on how they shift their load. As I understand it, they are mak- 
ing the study as to what the juggling costs on that would be. 

Representative Ho.irretp. It would be very expensive to TVA to 
transmit power that far because of the transmission loss. 

Mr. Nicwors. They have intermediate plants in between. 

Mr. Coox. It is done through displacement, sir. 

Mr. Nicuors. We are back to that word again. 

Representative Hotirienp. At least he didn’t say “replacement.” 
He said “displacement.” That is a welcome relief. Any time you can 
use displacement, I would appreciate it. 

We will leave that, because I don’t think we can understand it. any 
better, or at least I can’t, with this remark, that whatever the costs, 
75 or 92 million dollars, that. will have to go into the cost of operation 
of TVA and will have an effect upon the yardstick, will it not? 

Mr. Nicuors. Yes, sir; but it would if you produced power at Ful- 
ton; it would cost more. 

Representative Hotirretp. It would cost less for the TVA? 

Mr. Nicnots. We originally estimated it would cost $3.6 million less 
for the TVA to produce the power at the Fulton plant. 
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Representative Hoxirterp. That is why I want to pin down this 
figure. Whether it will be $75 million or $92 million, this will be ab- 
sorbed in the TVA system, and have to be computed in arriving at 
their costs of operation, and will have whatever effect it will have on 
their system. 

Mr. NicHors. We have already indicated if the correct figure is $75 
million—and I can assure you there will be a lot of checking on this— 
TVA said we should take it all with no additional cost to TVA. We 
have granted that there is certainly a claim that we pick up half that 
check. Maybe we will have to pick up more when we really work 
out these figures. If we picked it all up, there would be no change 
whatsoever in the TVA system. 

Representative Horii. If you pick up all of this charge, and 
you are forcing this contract on TVA against their will, it would seem 
to me that you should pick it up and add it to your budget. 

Mr. Nicuots. The only thing I felt they should pick up is to be sure 
that they get the increased cost of producing power in hauling coal 
down the river. I think that is a legitimate charge on TVA. I guess 
I should not ask that. In other words, there is some compensation 
there and TVA has recognized that there is a legitimate benefit to 
TVA and they should adjust and pick up whatever share that is. But 
so far we are apart. 

Representative Hotirreip. I might go along with you on that if you 
go along with me, on subtracting the difference between trans sporting it 
down the river from Paducah to Fulton, and the difference of taking 
it 50 miles farther. 

Mr. Nicnors. We have already stated to Mr. Vogel that we do not 
consider you pay the whole coal differe tial. You should pay part of 
it unless somebody can prove it is the same cost to haul it one as the 
other which I doubt. 

Representative Horrrreip. Let us leave that point and go to the 
next point, which is also in your letter in the third paragraph at the 
bottom of the page. 

However, as indicated above, justification for canceling an existing firm 
contract and contracting for the same power at higher cost must be made by 
higher authority than AEC, 

That decision has been made by the administration, that you should 
go ahead and contract for the power, but they have not made the 
decision for you to cancel existing firm contracts, have they? 

Mr. Strauss. You could not cancel the firm contracts until you 
have contracted for the power. You would not want to deprive 
yourself of the firm contract. 

tepresentative Hoxtrrmerp. That is right. 

Mr. Srravss. One step has to follow the other. 

Representative Hormretp. The higher authority has made the 
decision that you shall contract for 600,000 kilowatts at a higher 
price than TVA can furnish it, but as far as you know, they have 
not made the decision that you shall subsequently cancel 600,000 
kilowatts at Paducah? 

Mr. Nicuors. They have told us to make the necessary arrange- 
ments with TVA and sent a similar letter to TVA. It is the letter 
I was reading from. It was to arrive at an equitable agreement 
as to how we release the power or trade it, as the term is used—instead 
of replacement—and trade the power and adjust the cost between us. 
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Representative Hoxirtecp. That will involve canceling part of your 
firm contract at Paducah, will it, and releasing that 600,000 kilowatts 
to TVA to use in that area ? 

Mr. Nicnors. What it means, we modify the contract and adjust 
the demand charge. The energy charge will be up in the larger figures 
yet. It isa modification to the contract. That is the preferable way 
of stating it in my opinion. If we had not had this shift down to 
Memphis, 1 think it would have been a straight cancellation. That 
would have been the term. In this case we modified how we trade 
this power. 

Representative Horirrecp. I am aware of that modification. It is 
a paper modification and not a real modification as far as the physical 
exchange or delivery power is concerned. 

I will direct this question to you, Admiral Strauss, as an independ- 
ent commissioner of an independent commission set up by Congress 
by statutory law: Do you consider that you abdicated your independ- 
ence in referring this to higher authority ¢ 

Mr. Srravss. No, sir; 1 did not. If I were ever asked to do any- 
thing that was contrary to my conscientious views as being my duties, 

always have the option of resigning. I regarded this as entirely 
compatible with what I should do as a member of the administration 
and the Commission. 

Representative Hoxirretp. I am not suggesting that you did any- 
thing dishonorable. I am just trying to explore’ your attitude toward 
the matters of policy which you have to make, keeping in mind the 
Atomic Energy Act, and its purposes, which is to do certain things, 
and keeping in mind that you had been instructed by the President 
to do something which is foreign to the objective of the Atomic Energy 
Act. It has been at least until the Fer rguson amendment was passed. 

Mr. Srrauss. Mr. Holifield, cooperation between parts of the Gov- 
ernment from minutest to largest matters is a matter of custom. 
Departments lend employees to one another, not necessarily to work 
on the particular interests of the borrowing department. Facilities 
are loaned. This was a case where the facilities and negotiating 
power of the Commission were useful and compatible with public 
interest, In my opinion. 

Representative Hoxirreip. Let me ask you this question similar to 
the other one. As an independent commissioner of an independent 
agency, is it your concept that the President has the power to instruct 
you to perform acts which are matters of administrative judgment, 
and determination, by the five Commissioners? 

Mr. Srravss. If I understand you correctly, you mean whether he 
has the power to instruct me to take independent action ? 

Representative Hoxirrmeip. To interfere with your administrative 
judgment and to instruct you—and when I say you, I mean the five 
Commissioners in this instance—to perform acts which are matters of 
administrative decisions and matters of exercise of your judgment as 
an independent commissioner on an independent commission ¢ 

Mr. Strauss. I would not want to discuss, and do not feel competent 
to discuss the powers of the President. I can discuss my own powers 
and responsibilities. I have never been asked, and do not consider 
that I am being asked in this instance, to do anything that is incom- 
patible with my judgment. 

Representative Hoxirrexp. I believe previous testimony has estab- 
lished that 2 of the 5 Commissioners have approved this project which 
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was initiated by Mr. an and I believe that previous testimony 
indicates that you and Mr. Campbell were the two. Mr. Smyth and 
Mr. Zuckert and Mr. Murray were three w ho disapproved. 

Now, can you tell me how many of the present Commissioners have 
approved this contract ? 

Mr. Srravuss. Would you mind restating the first part of your ques- 
tion ¢ 

Representative Horirrevp. Yes, sir. I believe the previous testi- 
mony before this committee in the hearings that were held last summer 
revealed that you and Mr. Campbell were in accord with proceeding on 
this matter. Mr. Zuckert and Mr. Smyth made statements before the 

committee saying that they were not in accord. Mr. Murray later on 
in personal testimony indicated that he took the position that Mr. 
Zuckert and Mr. Smyth took. Is that not true? 

Mr. Srravuss. I find some delicacy in testifying as to the views of my 
colleagues. I believe the record will sustain the fact—— 

Representative Hoxirmxp. I didn’t ask you about the views. I 
asked you about their testimony before this committee. 

Mr. Strauss. Then we will rest on the testimony. None of them 
took the position of resisting or opposing a Presidential directive. 
I believe they testified to that effect. 

Representative Houirretp. I think that the testimony shows that it 
was against their judgment to go into this project, but that they would 
go along if the President ordered them to go ahead. I am not trying 
to put them ina false light. I recognize that point. 

Chairman Corz. Would the gentlem: an yield on that point simply 
in an effort to clarify the record with respect to the attitude of the 
various Commissioners on this subject ? 

Admiral, is it inappropriate for us to inquire what the records of 
the Commission meetings show to be the attitude of the various Com- 
missioners as expressed “by them individually in the various meetings 
and discussions that were held on that subject ? 

Mr. Srravuss. Mr. Chairman, I have some delicacy in discussing 
this subject in order to maintain what is left of the degree of privacy 
with which we have surrounded the debate and decisions within the 
Commission. 

Chairman Corz. I withdraw the question. 

Mr. Srrauss. Pardon? 

Chairman Cox. I withdraw the question. That is why I asked if 
it is inappropriate. 

Mr. Sarton. It is not personal embarrassment to me, I a:sure you. 

Chairman Core. Perhaps we should not do so without consultation 
with the Commission. 

Mr. Srravss. I might say this in amplification: There was a meet- 
ing of the Commission on a date in June which escapes my memory 
except for the fact that I was not present at the meeting during the 
period of this discussion and only have information about it from 
the minutes, at which the Commissioners present—it was June 30— 
instructed the General Manager to proceed with the negotiations. I 
approved the minutes, of course. 

Chairman Cote. Would you feel it would be a violation to indicate 
what Commissioners were present at that time? 

Mr. Srravss. I will provide that information for the record, but 
there must have been a quorum and majority vote. 
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Chairman Cor. If you and the Commissioners feel it would not 
be proper to disclose it 
Mr. Srrauss. I will take that up with the Commissioners Monday 

morning. 

Representative Price. The record is clear on that. The testimony 
of the record of this committee in public hearings show that 3 of the 5 
Commissioners before June 30 of the past year did not give their 
approval to this proposal. The consensus of their opinion as pre- 
sented before this committee was that it was a function removed from 
the responsibility of the Atomic Energy Commission. That is what 
the record clearly indicates. 

Chairman Cote. There is an opportunity of misunderstanding. It 
is coneeivable that a Commissioner might protest and excise a con- 
cept of the Chief Executive directing the Commission to do anything, 
and on that basis refuse to accept a contract. On the other hand, 
it is conceivable that they might approve of the contract of itself, 
but still refuse to sign it because they resented the interference or 
the suggesion of the President. 

Representative Price. I think at least two of the Commissioners 
before June 30 of last year indicated that they sort of went along 
because they understood it to be an instruction from the White House. 

Mr. Srrauss. The precise language that they used, Mr. Price, has 
been made a matter of public record. It is in a letter dated April 16, 
addressed to the Director of the Budget, by Commissioners Smyth 
and Zuckert, who conclude with the paragraph: 





Of course, if the President and the Congress direct the Commission t 
such a responsibility, we will endeavor to discharge it fully. 

Representative Price. That is correct. 

Mr. Srravss. Then without doing anything except deduction which 
anyone can make from the record thus far, explain who was present 
of the Commissioners at the June 30 meeting, because that was the 
date thta Mr. Zuckert’s appointment expired. Therefore, a quorum 
without my presence w tr have consisted of Commissioners Murray, 
Campbell, and Smyth. I did come into the meeting before they ad- 
journed, because my name appears as one of those “present. 

Representative Hotrrmeip. Now, Mr. Strauss, how many of the 
present five Commissioners have approved this final draft? 

Mr. Srrauss. There are four Commissioners, Mr. Holifield. 

Representative Horrereip. Of the four, excuse me. 

Mr. Srrauss. Two, Messrs. Campbell and Strauss. There have been 
no disapprovals. 

Representative Hortrtetp. I believe General Nichols testified that 
Mr. Libby left the room at the time, and that Mr. Murray was present 
at the time, and Mr. Murray, the chairman has promised, will be on 
later, so I will not pursue that point any further. 

Mr. Srrauss. Mr. Murray wishes to be recorded that he abstained 
from the vote. 

Representative Hoxrrrerp. During your negotiations with the 
Dixon-Yates people beginning on December 2, 1953, and continuing 
through the first 6 months of 1954, did you and Mr. Nichols keep the 
rest. of the Commissioners fully informed regarding the progress of 
your negotiations? 

Mr. Srrauss. No negotiations began with Messrs. Dixon and Yates 
on December 2, 1953, Mr. Holifield. The chronology of which you 
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have a copy will indicate that the first meeting with Mr. Dixon was 
on the 23d of December. Those were not negotiations. Those were 
an attempt to ascertain whether they would be interested, and negotia- 
tions might be said to have begun with the submission of their pro- 
posal on the 25th of February. 

The Commissioners had been informed well prior to that date— 

I have no diary with me on this particular subject—of the conversa- 
tions which had preceded it. 

Representative Houtrrecp. If we shift the date of my question from 
December 2 to December 23—— 

Mr. Srravuss. I could by reference to the minutes of the Commis- 
sion. I can’t from memory. 

Representative Horirreip. You could not say at this time that you 
kept the other Commissioners fully informed ¢ 

Mr. Srravss. I can only say I didn’t withhold information from 
them deliberately. 

Representative Hotirtetp. Now, General Nichols, I want to go into 
the matter of this conflict between AEC and TVA a little bit. In 
order to do that, I believe you have been consulting with General 
Vogel on that matter; have you not? 

Mr. Nicnors. Yes, sir; in a very relatively brief way. I wouldn’t 
call it a conflict, though, sir. 

Representative Horirrenp. Have you known General Vogel very 
long ¢ 

Mr. Nicuots. Yes, sir; I have known him since I reported to work 
for him in the summer of 1932. 


) 


Representative Ho.irterp. You have known him about 22 years’ 


Mr. Nicnors. Yes, sir. 

Representative Houtrrecp. Did you and Mr. Str auss sponsor him for 
his position as ( 7 airman of TVA? 

Mr. Nicuots. I do not know about Mr. Strauss; 1 know my own 
particular interest in his appointment. I considered at one time that I 
would recommend him, and I had my wife call his wife, and she gave 
an absolute flat no. So I dropped my interest. I also tried to get him, 
when I heard he was retiring, to work for me in the Atomic Energy 
Commission, but beyond that I would not say I sponsored him. I 
thought of sponsoring him because I thought he was admirably well 
qualified. 

Representative Hotrrevp. I see nothing wrong about sponsoring 
him. 

Mr. Nicnors. I actually did not, that I know of. 

Chairman Corr. Permit me to inquire if that is the general practice 
in the Nichol’s household. 

Mr. Nicnots. In the Army it may be; yes, sir. Our wives are very, 
very close friends and they also knew that I had asked him to come to 
work for me in the Commission, which he turned down, as I think his 
attitude was he was not going to work for the Government. 

Representative Horirmenp. Mr. Strauss, I suppose that you spon- 
sored General Vogel for his position as Chairman of the TVA ? 

Mr. Srravss. I had met General Vogel, I think, once in my life 
before—-a matter of a week or two before his appointment was an- 
nounced—and it is entirely possible that on lists of names that I had, 
his name might have been among them. But I certainly cannot recall 
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specifically sponsoring him, Mr. Holifield. I did not have sufficient 
acquaintance with him to have warranted my doing so. 

Mr. Nicnors. The only story I know is what I read in Drew Pear- 
son’s column, about his secretary picking up his name. 

Representative HoLtrrerp. In the appendix which you furnished us 
under date of October 7, of different letters of the Commission, on 
page 102 to page 104 of appendix 11-5, I see you have a letter here 
from Major General Robinson, who signs himself “Robie.” He says: 

Dear Ken: For your information, herewith copy of letter from Johnny Hardin 
verifying his position with relation to the location of the Dixon-Yates steam 
plant. 

On the next page, page 103, there is a letter signed by “Johnny” to 
“Robie,” under date of September 24. These are official communica- 
tions in the transcript of testimony, which is under date of October 7. 
It has to do with the proposed contract with Mississippi Valley Gen- 
erating Co. 

(See letter in appendix, II-5, p. 915.) 

Now I would like to go back to (@) and ask you toexplain. We had 
some testimony from Mr. Gathings last night in which he said there 
was a 6-foot freeboard on the levee and that the levee had been built 
up 1 foot, and also that there was a 1952 break in the levee. We were 
pushed for time last night, and I did not get a chance to ask Mr. 
Gathings some of the questions because it was rather late when he 
was on the stand. 

I am asking you this as an engineer. First, in section A there, or 
paragraph (a) what is the type of danger or type of damage which 
they expect and in which they ask for the mooring dolphins to be 
of light-pile construction ? 

Mr. Nrcnots. I assume that that is for the place where they tie up 
the coal barges. What they plan to do is bring the coal down the 
Mississippi River. Anyone that has ever tried to work on the Mis- 
sissippi River recognizes you have to worry as long as you are in the 
channel between levees, you have to worry about floods and type of 
construction you put in. 

Representative Hoxrrretp. Well, the dolphins are light type that 
can be replaced, I suppose, because of dampness and rotting and 
something like that? 

Mr. Nicuots. I am not familiar with the particular reason of this. 
I did not inquire on that. I assume what you have to do is get a 
permit from the Corps of Engineers, if you go for construction on 
the inside of the levee, and these were the conditions which they appar- 
ently specified to issue such a permit. 

Representative Hotirretp. By the way, is the Mississippi River 
Commission composed of Army engineers? 

Mr. Nicuots. What is that, sir? 

Representative Horirreip. Is the Mississippi River Commission 
composed of Army engineers? 

Mr. Nicuots. I believe—I am not certain who all is on it, but I know 
the president of the Mississippi River Commission is an Army officer. 
T think there have been civilians on it. I am not aware of the present 
makeup of it, and the last I was familiar with it was back in 1936. 
Representative Horirretp. Apparently they have some authority ’ 
Mr. Nicnors. It is the Vicksburg Division and the Southeastern 


Mississippi Division, and the other name is the Mississippi River 
Commission. 
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Representative Hotirreip. I want to get to the point in “d” where 
the main plant is to be placed on a fill, at least to elevation 220, to 
prevent inundation by backwater. We noticed yesterday when Mr. 
Gathings was presenting us this map that there was a levee on the 
Mississippi River side and then another levee on the other side, and 
that levee on the back side he explained was to prevent backwater from 
coming into the area close to the levee. 

Mr. Nicuors. The problem you have in Arkansas and on the low- 
land in Mississippi is that when the Mississippi is in flood, the rivers 
going into it have to be leveed going back and water backs up into 
them. So you have to know what is the backwater level for any 
particular place you are locating. For example, if you go a little 
further north, you get into the White and Arkansas River and you 
have—at least, 20 years ago I know there was a terrific area in there 
that was completely flooded. 

Representative Hoiirrecp. I am rather familiar with it. I used 
to live in Mr. Gathings’ district, in Paragould, Ark., which is subject 
to backwater from the Mississippi. I have not been on this particular 
site, but I am familiar with the problem. 

Mr. Nicnors. I have not been on the site, either, but I have been 
in the engineers’ shops just a few miles up river from here. It is a 
similar type of installation where they built it on the inside of th: 
levee and put a levee around it, as I recall. In other words, it is 
normal construction down in that part of the country. 

Representative Hoxirretp. The question I want to ask you on this 
was that he recommends bringing up the elevation to 200. Do you 
have any idea what the elevation of the ground is at this time? 

Mr. Nicuoxs. I do not have that, sir. 

Representative Hontrrerp. That has not been transmitted to you? 

Mr. Nicnors. We do not have that, sir. 

Representative Houirreitp. So we do not know just exactly how low 
this ground is, but evidently it must have a fill. 1 suppose that we 
will have someone from the Army engineers that will give us an 
official opinion as to this plant site, because if the Government is 
going to undertake obligations, financial obligations in this area, we 
ought to have a clear answer from the Army engineers as to the flood 
damage. Certainly these items in this letter indicate that there have 
been inundations by flood, and that even on this particular plant site, 
unless they fill it in to an elevation of 240, they will have frequent 
inundations by backwater. 

Mr. Nicuors. Well, if you take care of backwater, you do not need 
to worry too much about that. This will undoubtedly have to be on 
piles, also, for your foundation. 

Representative Hotirrerp. Mr. Norris hands me a part of the con- 
tract, which is found in appendix A, section 2, which says, “Grade is 
at approximate elevation 212.” If that is in feet and the other is in 
feet, it would indicate an 8-foot fill through there. 

Mr. Nicuors. That is not unusual for that part of the country. 

Representative Houtrrerp. Now, General Hardin says that we have 
not been officially asked to state an opinion on the proposed site. 
Do you not think it would be the point of precaution on the part of 
your Commission to ascertain if this site is a cleared site ? 

Mr. Nicuots. I was interested in finding out whether they would 
issue a permit for the construction. 
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Representative Horirtrenp. You say that you were interested in 
that? 

Mr. Nicnors. Yes, and that is why I called General Robinson and 
asked him what they were doing about this particular site. In other 
words, I understood there was a conference going on. Would he 
please inform me as to whether or not the Corps of Engineers was 
going to O. K. a permit for the proposed construction? This is the 
reply I got. In other words, that is it. 

Representative Hotirreip. Do you consider that assurance, or have 
you had any additional assurance from the Dixon-Yates people that 
they will comply with this? 

Mr. Nicos. They cannot get the permit unless they do, and we 
have a plot plan which shows that they had one at one time they were 
outside the levee, and they learned soon they had to get back on the 
inside. That is my understanding. 

Representative Horirretp. Their original site was not between the 
two levees? 

Mr. Nicnots. It was part in and part out. I am not certain of this; 
I had better not reply to it. We do have indicated approximately 
where it is going, and I understand they have the land and that as a 
result of discussion with the Corps of Engineers they had to buy more 
land. 

Representative Hortrretp. Do you intend to bring to this commit- 
tee any a ance that this will be an approved site? 

Mr. Nicnots. I feel that this is the assurance that they will be 
issued a pe rmit. They have not applied for the permit because they 
are not yet ready to go into this question. It is a question of what 
comes first on these things, signing the contract or applying for the 
permit. 

tepresentative Horirretp. It would seem to me like this would be 
a preliminary that would be taken care of right at the first if there 
was any doubt about it. 

Mr. Nicuots. I got this to get some indication of whether they and 
the Corps of Engineers had arrived at an agreement whereby a permit 
could be issued. This is what I got. 

Representative Horrrrerp. What explanation do you put on this 
postser ‘ipt here, “They seem to be pleased with the conference” ? 
“They” refers to the gentlemen from Ebasco. “We aim to be helpful 
rather than obstructive. 

Mr. Nicnors. I do not know what is the meaning of that. The man 
T talked to was General Robinson, and I told him that I was interested 
in finding out whether they would issue a permit. I told him particu- 
larly I wanted to find out if there was anything wrong with the site, 
because if there was I wanted to know it. 

Representative Hotirretp. When I read this, I wondered about this 
postscript because it so happens that I was chairman of the Military 
Housing Subcommittee in Alaska when General Hardin was in the 
Pentagon, and particulars I received from General Hardin and the 
difficulty T had getting them indicated to me that he must have looked 
upon my inquiry with a little bit different opinion than he did yours. 
I attach special significance to this and thought that in the future if 
[have to deal with « Johnny that I will come to Ken and ask Ken to give 

me a letter. 
Mr. Nicuors. I would be pleased to do that, sir. 
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Representative Horirretp. This was of such a nature that I made it 
a point in my report. That report is available, and I will be glad to 
furnish it to you to send to Johnny. 

Mr. Nicnors. The general has known me for a good many years. 

Representative Hoxirrecp. As I look through this, I notice that I 
could almost believe that this was a military operation. We have 
General Johnny and General Robie and Colonel Mitchham and Gen- 
eral Kenneth. 

Mr. Nicuots. Who was that, sir. 

Representative Horirrerp. And we have the Commander in Chief 
and Admiral Strauss. So it looks like a military operation, and I 
wondered if the cooperation had anything to do with the conception 
of line of command. 

Mr. Nicuots. No, I would say this had nothing to do with the con- 
ception of lining up the names; and logically, if I wanted to find out 
about a permit, whether a permit would be issued by the Corps of 
Engineers, I put in a call to the Chief of Engineers. He was absent, 
so I talked to his deputy. I know them a and I have known them 
for many years. In other words, I said, “I am getting the data to- 
gether as to whether we have a reasonable sad act here, and one of 
the things I want to know is, Is there trouble with the site?” So I 
made a telephone call. The relationship is such that they would give 
it to me on an informal request. They passed it on with a letter, which 
also informed me. 

Representative Hoxtrierp. It is a compliment, sir, to you for your 
influential contacts. I mean that sincerely. 

Now, on this conflict between AEC and TVA, Vice Chairman 
Harry Curtis in his letter on August 26, I believe it was—the one that 
Mr. Hughes put in. Mr. Hughes put it in the record without reading 
it, and I think that he read an excerpt or two from it. It was in his 
testimony. 

I wondered why this letter was not in the AEC summary of October 
7 which the Budget Commission gave to us. We have 2 summaries: 
1 from the AEC and 1 from the Budget Bureau. I think this would 
rightly be in the Budget Bureau summary, but for some reason it 

vas not placed in it, for the benefit of our committee. 

Mr. Nicuots. What is the date? Is it August 267 

Representative Horrrretp. Yes. It is not in there. I have looked 
through that, Mr. Cook. 

Mr. Nicuots. We would not have put it in because it was not a 
letter to us. 

Representative Horirretp. You are not responsible for this, though. 

Mr. Nicuors. The release on the summary was made August 21, 5 
days before, sir. They had not received it. I assumed it had not 
been written, also. 

Representative Hoxirretp. Mr. Chairman, I understand that Gen 
eral Vogel is going to come before us, and we have already been 
given a copy of his presentation which I, of course, will not com- 
ment on because it has not been officially given to us in person. In 
view of the fact that his presentation to us on this matter which in- 
volves $500 million of contracting liability with the Government. 
and the backing up or guaranteeing of this $107 million funding 
operation because of the Government contract—in view of the fact 
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that any additional expenses on TVA which is imposed upon them 
against their will and against their judgment will affect the TVA 
yardstick, I believe that Mr. Curtis should be called. 

I have not contacted him personally or anyone who has contacted 
him, and I have only read this letter, but I um impressed with the 
number of statements which he makes in this which reflect on a lack 
of cooperation with the Atomic Energy Commission, a lack of re- 
ceipt of information on a timely schedule, a lack of reply to a letter 
which he wrote Mr. Cook, and the fact that the AEC for quite a while 
only allowed them to see excerpts in this contract although the TVA 
was faced with a contingency at least of assuming in case of can- 
cellation and termination all of the obligations of this contract. 

In view of the fact that he makes a charge in here that the Gen- 
eral Manager of the AEC undertook, in connection with the Senate 
debate, to discredit, and in our view to disparage TV A’s performance 
under existing contracts, and their request to their offices to modify 
financial arrangements already existing between our two agencies as 
a result of past negotiations, and in view of the fact of his concern 
as to the possible fruitfulness of negotiations which our staff might 
now conduct with AEC effecting the Dixon-Yates arrangement, I 
believe Mr. Curtis should be called before this committee. 

I consider this letter, which is already introduced by Mr. Hughes in 
his testimony, as being a letter which indicates some very serious dis- 
affection on the part of the Vice Chairman of the TVA with the 
actions of the Chairman of the TVA. I think this is a matter which 
ought to come before this committee and be explored; and I believe 
that every member when they read this letter of August 26 from Mr. 
Curtis will come to that same conclusion. 

Therefore I request that Mr. Curtis be invited to come before this 
committee and explain some of the matters which he has alluded to 
here. In my opinion it will indicate why there is conflict between 
AEC and TVA. 

Chairman Corts. The Chair is not in a position to reach a deter- 
mination on the gentleman’s request; and since it is within the prov- 
ince of the entire committee rather than the Chair with respect to 
what witnesses will be called, and since the gentleman raises this 
question, we will consider that by the committee. 

Representative Hoxirrerp. That is satisfactory; thank you. 

Mr. Nicnors. Do you care to have me make any comment on the let- 
ter as far as my being sort of referred to? 

Representative Honirrecp. If you want to take the matter up at this 
time I have no objection. 

Mr. Nicuots. I think that there are a couple of comments on it. 

Representative HouiFrmep, I might say it is quite a long letter, and 
I am perfectly willing 

Chairman Core. Is the letter in the record ¢ 

Representative Hotirterp. Mr. Hughes placed it in the record with- 
out reading it at the time he appeared ne us. 

Chairman Coxe. If it is in the record and therefore available for 
public consideration, it seems only fair that some opportunity be given 
to the persons who are subject to criticism in the letter to express their 
position on it. 

Representative Hoxtrtexp. I certainly agree with you on that and 
that is why I am bringing this matter up because in reading this letter 
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it indic _ a very unsatisfactory relationship between AEC and 
TVA. I donot know who is to blame. 

Mr. Nicnors. Well, 1 would say that, except for this particular 
project, the relationships between AEC and TVA have been excellent. 
There is no question that this particular react has caused some ill 
feeling as illustrated by Mr. Curtis’ letter. However, I think that 
there are a few things in there that, when the statement is read, I 
impugn their integrity. I believe that is brought about by my re- 
sponse to questions at the hearings that there was a difference between 
the selling price and the cost price of TVA power. 

Representative Hotirtetp. It is so complicated and the letter itself 
is so complicated that, unless you want to, i do not particularly care to 
go into it. 

Mr. Nicnots. I would like to give what I think is the reason behind 
that; that my raising the issue of priority and costs and what should 
we be charged by the TVA for power, and also such as the figures that 
I replied to. I believe Senator Bricker asked me the other day about 
the cost of power at Paducah from EEI and from TVA. 

Now, in giving that type of data to a congressional committee, if 
that is impugning the integrity of another individual, or organization, 
I had no intention of doing it. But if they take it as that, 1 wonder 

why. 

In regard to not giving them a contract, we waited until such time 
as Mr. Hughes was ; prepared to issue his instructions, and I believe 
they were issued on August 18, and at the time this letter was being 
prepared Mr. Cook had been making arrangements to visit with them, 
and he was actually in Knoxville at the time with contracts in his 
briefcase; in other words, to sit down with them and start talking 
about the contract arrangements that we would need to carry out 
Mr. Hughes’ instructions. 

Represe ntative Horirretp. I do not have any—— 

Mr. Nicuors. That type of thing is a misunderstanding. 

Representative Horirie.p. I do not have any desire at this time to go 
through the many, many things that are involved, and I doubt if you 
want to, and if you want to. prepare a report and file it with the 
committee 

Mr. Nicuors. I prefer not to. In fact I had a letter prepared and I 
planned to send it down to the TVA, and instead I held it until Gen- 
eral Vogel came to Washington and he looked over the thing and we 
both decided that in the best interests of the two organizations it is 
better that I didn’t put all of my thoughts on the rec ord. 

Representative HoLiFrexp. That is sometimes a wise thing to do. 

Mr. Nicnots. And so I don’t want to add any more here exc ept for 
those two general remarks. 

tepresentative Hotmrrenp. What is the name of the third member 
of the TVA Board? 

Mr. Nicnoxs. I believe it is Patty, or Petty. 

Representative Hontrreip. Mr, Vogel and Mr. Curtis and who is the 
other one? 

Mr. Coox. Mr. Paty, P-a-t-y. 

Representative Horirrerp. Do you happen to know whether Mr. 
Paty and Mr. Curtis both share the view if there is a condition of a 
minority acquiescense on the part of Mr. Vogel and the other two 
Commissioners or Directors or whatever they are called -—— 
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Mr. Nicuors. I don’t know. I don’t know; I haven’t tried to prowl 
into how Mr. Vogel carries on his meetings. 
Chairman Core. If the general will ees General Vogel has indi- 


cated to me his intention to make an effort to express the feeling of all 
of the members of the board, even those who are in opposition. 

Representative Hoxirrexp. Is that contained in his one-page state- 
ment which he has filed with the committee ? 

Chairman Cote. I was not aware of the fact it was only a one-page 
statement, and all I told him was what he told me orally: That he 
would try to honestly and fully reflect the feeling of divergence among 
the members of the board, and so apparently there is some divergence 
on some points. 

Mr. Nicnots. Iam not competent to comment on that. 

Representative Hotirrecp. Unless there is a 2-to-1 majority on that 
board, I do not see how you are going to get a solution to your problem. 

Mr. Nicnors. As I read yesterday, we have a letter from General 
Vogel which indicates to me that they are ready to agree with us, and 
the only thing left in the air was who pays the money. 

Representative Hoitrrevp. That is sometimes important. 

Mr. Nicnors. As I stated earlier, there is no reason we can’t come 
to an agreement if we approach it in what is the best interests of the 
United States Government. 

Representative Honirretp. Well, we will leave that with the under- 
standing that we will take it up in executive session, as the chairman 
has suggested. 

Of course, if we do not have Mr. Curtis come before us, I would 
like to reserve the right to explore this letter and charges, because 
I believe that they are such that they should not be left unanswered. 

Now, in turning to the contract itself, General Nichols, would you 
say that the 11 whereas’s in the contract have any enforceable legal 
value? 

Mr. Nicnors. Well, it seems the Attorney General seemed to think 
that we needed the last whereas to make it legal, and now how you 
interpret that, at least he preferred to have it in and be suggested 
that. It isa change and so it must have some bearing on the legality 
of a contract. 

Representative Hoxirrecp. That is the eleventh one? 

Mr. Nicnotrs. That is the one we put the little clip on. 

Representative Hoxirrevp (reading :) 

Whereas this contract is authorized and executed pursuant to the Atomic 
Energy Act of 1954. 

Mr. Nicnots. So they are worth putting in there apparently. 

Representative Horirreip. Would you say that the other 10 are of 
legal significance ? 

Mr. Nicuors. On this type of thing I rely on counsel and this has 
also been passed on. After the counsel put them all in and it has been 
passed on by the GAO and the Attorney General we didn’t give it 
to them with the idea of taking any out. They changed one, and 
so I would assume they have passed on the whereas’s as well as they 
have other parts of the contract, and they have found nothing that 
would question its legality. 

Of course, being an engineer, I rely on my attorneys to give me 
legal answers. 
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Representative Hoxirretp. Mr. Mitchell, do you believe that the 
objectives stated in the whereas’s are legally enforceable as part of 
the contract ? 

Mr. Mircuent. Mr. Holifield, I don’t think the recitals in the 
whereas clauses create enforceable obligations, but they are pre- 
liminary statements of fact which are a part of the contract by 
way of background to the undertakings of the parties. ; 

Representative Horirretp. In your opinion could they be used by 
courts ¢ 

Mr. Mircnei. Yes, sir. 

Representative Horirreip. As indications for interpretation of some 
of the specific sections of the contract / 

Mr. Mirceuety. They certainly could. 

Representative Horirterp. I notice that the first whereas there 
refers to the Mississippi—I guess it is the second one there—but it 
refers to the sponsoring companies, but it does not refer to the 
Mississippi Valley Generating Co. 

Now, will this contract be with the sponsoring companies, or with 
the Mississippi Valley Generating Co. ? 

Mr. Mirouexy. It will be with the Mississippi Valley Generating 
Co., and that appears in the first paragraph, namely, “This agree- 
ment, dated the blank date of October 1954, by and between Missis 
sippi Valley Generating Company,” and so forth, “and the United 
States of America.” Those are the parties to the contract. 

Representative Ho.trreto. Has that corporation been actually 
organized ¢ 

Mr. Mircnetyt. That is my understanding; yes, sir. 

Representative Hotirrevp. Your understanding is that it has? 

Mr. Mrrcwetu. Yes. 

Representative Hotiretp. You do not know the date of incorpo- 
ration ? 

Mr. Mrircuett. No, sir; I don’t. 

Representative Horirrenp. You have not seen any copies of the 
articles of incorporation or the charter ? 

Mr. Mircuetn. I will do that over the weekend and be prepared to 
appear on Monday on that point. 

Representative Honirrerp. You do not know whether any of the 
officers or directors have been elected or appointed at this point? 

Mr. Mircueri. I have no knowledge on that point. 

Representative Hotrrretp. Do you know whether this contract is 
subject to adjustment in any way by possible action of Arkansas State 
authorities ? 

Mr. Mrrcuety. Well, Mr. Holifield, if by adjustment of the con- 
tract. you mean that the Arkansas State authorities would have au- 
thority to modify the terms of the contract, I would say no, they do 
not. 

Representative Horirrecp. But do they have the authority to change 
the rates by which the current is sold by the Mississippi Generating 
Co. ? 

Mr. Mrrewenu. I think that that is implicit in the more general 
question, sir. The rates are established by the terms of the contract. 
It is my understanding that the State regulatory authorities would 
have no authority to modify those terms. 
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Representative Hoxirretp. Would you say that section 8.06—this 
section on page 38 of the contract—sets forth the blanket condition 
that new laws, regulations, by any Government authority affecting 
costs under this contract will constitute a bases for an amendment to 
the contract to protect each party against such costs? In effect this 
makes the contract open-ended subject to frequent redeterminations ; 
does it not? 

Mr. Mircne.yi. I wouldn’t say that it was open ended, Mr. Holi- 
field. 

Representative Hotrrreip. It would be open ended as far as being 
subject to the rates of the Arkansas Power Utility regulating group. 

Mr. Mircuen.. To my mind, sir, the only way that the action of 
the State regulatory commissions would have any result under section 
806 would be if the regulations promulgated resulted in either an in- 
crease or a decrease in the costs under the contract. That would be 
a matter of fact to be determined. If there were significant increases 
or decreases, then under section 8.06, the parties themselves agree to 
enter into appropriate amendments. 

Representativ Hotiririp. The AEC is bound to make any increases 
in rate under this contract which is allowed by the Arkansas Power 
Commission ¢ 

Mr. Mircueii. No, sir. The action of the Arkansas Power Com- 
mission could not change the rates in the contract. If the result of 
the action by the power commission were to change the costs of the 
company, then the parties themselves might agree on a modification. 

Representative Hottrrenp. The commission would not change the 
costs, but the costs would be changed by the company and presented 
to the commission as evidence for the need of a higher rate; is that 
not true? 

Mr. Mrrcuett. No, sir. 

Representative Horirrerp. Under ordinary circumstances would 
that be true? 

Mr. Mrrcneiu. My understanding of this provision is, Mr. Holli- 
field, that the regulations by the State authorities might result in a 
change in the cost of the company and their operations. 

Now this, to my mind, would not be limited to rates. There might 
be other aspects of the operation. If the regulations, the new regula- 
tions resulted in significant changes in the costs of operation under 
this contract, either up or down, then this provision would require 

the parties to agree on appropriate amendments to the contract. 

Representative Hoiirietp. Of course there is another clause in there 
“or other conditions,” which is very general and vague, and it might 
encompass anything; i is that not true? 

Mr. Mrrcne. I wouldn't say it would encompass anything. It 
seems to me you have to read that in the context of the other matters 
that are mentioned. Namely it is wage rates, hours of work, and I 
would say “other conditions” would have to be in that same general 
context. 

Representative Hortrrerp. Well, I hope that your interpretation 
of that is correct and that it is as specific as you say, but I have my 
doubts. It seems to be a pretty general catch-all phrase to me, 

Mr. Mrrcorets. I would also like to call your attention, sir, to the 


fact that this section is subject to arbitration in the case of dis- 
agreement. 
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Representative Horirrep. The subject of arbitration we were not 
allowed to go into fully today, and there is certainly a very decided 
difference of opinion as to whether the process of arbitration has any 
enforcing power behind it. ‘That is in view of the fact that several 
different States are involved here, and that the Atomic Energy Com- 
mission is a District of Columbia corporation, and may soon be one 
in Maryland and it may be moved to Maryland. I do not _know 


whether you have to reincorporate there under the laws of Maryland, 
but you have a situation here where, in my opinion, Federal arbitra 
tion does not cover it. The arbitration of Federal contracts are 


specifically excluded in law in arbitration. That is true if I have bee 
correctly informed by the counsel of our committee. 

Mr. Mircueit. There is one comment I would like to make the: 
the Commission is not a corporation. 

Representative Horrrrenp. How would you function in case of a 
suit, as the Government of the United States? 

Mr. Mrrceneiit. Weare an agency — United States; yes, sir 

Re spresenti itive Hoxutrrmeip. We i, hese other corporations ire lo 
cated in several different States, om sponsoring groups; are they 
not ¢ 

Mr. Mrreneti. The contract, sir, is with the MVGC, which is ar 
Arkansas corporation. 

Representative Houirievp. It will be an Arkansas corporation ? 

Mr. Mrrenerx. Yes. 

Representative Hoxrirretp. Now let us go — the contract a 
section at a time, Mr. Nichols. We have not had the benefit of any 
expert utility services on this committee. I have requested that we 
have this contract gone into, and of course we realize that you gentle 
men ate doing the best you can from your sti undpoint in the dis- 
charge of your responsibiliti ies, and we have no criticism of that. We 
think that that is what you should do. 

But this committee also has a duty to perform and up to this point 
I know I have not been enlightened on what these different sections 
mean. I assume that you have been working on this matter for some 
3 or 4 months and your staff and you have had the access of all of the 
help of the Government, and we have been out busy campaigning and 
have not had that advantage. 

We come into this kind of cold and before I vote on this I want to 
know what these different sections mean. The only way I know of 
doing it is to go through it a section at a time. I hate to miss that 
football game this afternoon, too. 

Chairman Coxe. If the gentleman will permit and allow the Chair 
to interject at this time, the Chair announced that it was planned to 
run through to 4 o’clock, or 4:30, this afternoon. Since that time 
it has developed that Mr. Murray, a member of the Commission, desires 
to have an opportunity to present his position and attitude on this 
subject, and the clock now shows that it is 4 o’clock and Mr. Murray 
has indicated his statement will take perhaps 15 minutes, and the 
questions perhaps an additional 15 minutes. So with your permission, 
Mr. Holifield, may we not suspend, since you are now starting into 
the contract itself, suspend with the Commission’s witnesses, Mr. 
Strauss and General Nichols, and ask you to return Monday morning 
for the executive meeting at 11 o’clock with whatever report you may 
have to submit to us. 
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Later on, we will have the public hearings. If it is developed from 
that executive meeting that the public hearing is to continue, it is the 
Chair’s hope that we will reconvene in this room Monday at 1 o’clock 
for continuation of the testimony of Mr. Strauss and General Nichols. 

Representative Hoxirrerp. It will certainly be all right with me, 
if it is all right with Mr. Murray. I understood that your previous 
announcement was that Mr. Murray wanted to testify after Mr. Strauss 
and Mr. Nichols had finished their testimony; but it is perfectly all 
right with me. I have no objetcion. 

Chairman Core. I think that I should say in addition to this that 
in view of Senator Anderson’s request that Commissioner Murray re- 
spond on a certain aspect of this contract, it is understood that Mr. 
Murray will return whenever it is possible for him to return for 
supplementary statements on Monday whenever he can be reached. 

So, gentlemen, you can be excused, and we will call Mr. Murray. 

Chairman Corr. Do you solemnly swear the testimony you shall give 
in this proceeding shall be the truth, the whole truth and nothing | but 
the truth, so help you God? 


Mr. Murray. I do. 


TESTIMONY OF THOMAS E. MURRAY, A MEMBER OF THE UNITED 
STATES ATOMIC ENERGY COMMISSION 


Chairman Cote. The committee is happy to welcome you here to 
the hearing and to give consideration to any expressions you may wish 
to give. 

Proceed, Mr. Murray. 

Mr. Murray. Mr. Chairman, I am glad of course in line with Con- 
gressman Holifield’s suggestion to pr esent my position as regards this 
contract. 

First, let me say that it was over a month after the Atomic Energy 
Commission became involved in the contract under discussion before T 
became aware of this fact. And my only awareness came as a result of 
a call from a newspaper man. He was trying to verify a rumor to the 
effect that the Atomic Energy Commission was considering transfer- 
ring some of its power load, . now being supplied by TV At to private 
utility companies. 

The inquiry aroused my curiosity. At our next Commission meet- 
ing, the Chairman was asked if he could shed any light on this rumor. 

To my amazement, I was told that the Chairman, the General Mana- 
ger, the Assistant General Manager, the Bureau of the Budget, and 
private power interests had been discussing for months the question of 
shifting some of the AEC powerload over to private industry. 

So you can see that I had not been, although I should have been, 
informed of what was going on. 

Before giving my reasons for abstaining from voting on this con- 
tract, I should like to present a brief background that may help your 
committee to understand better why I took that position. 

Now, while I was not associated with or even consulted at the outset 
on the MVGC contract, I did play a major role in getting a previous 
power contract started. 

In the fall of 1950 the Atomic Energy Commission needed power in 
the order of 1 million kilowatts for its new gaseous diffusion plant at 
Paducah, Ky. At that time only the TVA made a proposal. 
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The Commission on November 8, 1950, over my objection, voted to 
give the contract to TVA. My objection was based on the belief that 
bids, competitive with TVA from private electric utility companies, 
could be obtained, despite statements to the contrary. 

As a result, within 2 weeks a group of 5 utility companies, now known 
as the Electric Energy, Inc., submitted a joint proposal. That pro- 
posal appeared, and I emphasize ‘ ‘appeared,” to be so attractive that, 
on December 17, 1950, our Commission reversed its previous action and 
awarded half of the powerload to Electric Energy, Inc. The Electric 
Energy precedent established a promising pattern. 

As you know, another combination of some 15 private utility com- 
panies, known as Ohio Valley Electric Corp., was given the contreet 
to supply approximately 2 million kilowatts for the gaseous diffusion 
plant at Portsmouth, Ohio. 

I mention this here because it is still my firm conviction that private 
utility companies can and should be utilized to satisfy, on a comparable 
basis, the ever-growing demands for power throughout this Nation. 

But now let me return to the EEI. This group consists of the 
following: Central Illinois Public Service Co., Illinois Power Co., 
Kentucky Utilities Co., Union Electric Co. of Missouri, Middle South 
Utilities, Inc. 

These companies entered into a contract with Ebasco Services, Inc., 
for the design, engineering, and construction of its new Joppa plant 
to meet part of the AEC power requirements at Paducah. 

So much for the background. Now for my reasons for abstaining 
from voting on the contract. 

The first draft of the contract which the Commission formally 
considered was that dated September 17, 1954. It was discussed at 
our meeting on September 23, 1954. I advised my colleagues at this 
meeting that I would submit in writing a number of considerations 
and additions to this draft which I felt should be incorporated. 

At the next meeting on September 29, 1954, I submitted this mem- 
orandum. It contained 17 separate items. At this time, I shall men- 
tion only 1: 

Item 16: 


It seems to me that the MVGC contracts relating to design, engineering, and 
construction should be submitted for AEC approval before they are executed. 
My reason for making this request is the AEC’s recent sad experience with EEI. 

The “sad experience” referred to was the tremendous rise in the 

capital cost of the Joppa plant over the original estimate. This, by 

the way, will result in an increase in the annual payment by AEC of 
¢2.8 million or approximately $70 million over the life of the contract. 
Now I realize and so testified before your committee last June, that 
Ebasco encountered extraordinary labor difficulties, but as I said then 
the labor difficulties alone at Joppa cannot account for the tremendous 
rise in costs, 

Because of this experience I thought that a provision such as sug- 
gested by my item 16 was necessary in order to give the AEC a chance 
to review the ¢ apabilities of the companies to whom the design, engi- 
neering, and construction contracts would be given. My colleagues 
did not agree. Moreover, when I raised this issue, I was informed 
that Ebasco Services was to assume the same role with MVGC that 
it had played with EEI. 
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This information surprised and concerned me. The more I reflected 
on it, the more disturbing its implications became. In effect, 1 found 
myself being asked to approve Ebasco for the engineering and con- 
struction phi ises of the work under this contract. And this in full 
knowledge of Ebasco’s recently demonstrated poor performance on 
the same ty pe work in connection with a Commission-financed project. 

Not only that, but it occurred to me that I was also being asked 
to approve a contract with a company which shares with Ebasco 
responsibility for failure on the Paducah project. For just as surely 
as Ebasco failed so did Middle South and its four associates. Each 
cf these companies was responsible, not only for the employment of 
Ebasco, but also for insuring that Ebasco’s performance was satis- 
factory in all respects. This they failed to do. 

I tried without success to convey my concern to my colleagues. 
In the light of this, I decided to gather together all records ‘with 
the hope that this evidence would compel them to adopt my suggested 
provision contained in item 16. 

And so I asked the General Manager’s office for all records con- 
cerning the replacement of Ebasco by the Bechtel Corp. I was 
startled when told that there were no records. The only written 
record that has been found, to date, is a brief minute of a Commis- 
sion meeting simply stating that Ebasco was being replaced by Bech- 
tel Corp. 

This was the situation when the meeting of October 5, 1954, took 
place. At this meeting, I expressed astonishment that a matter of 
this nature, the replacement of Ebasco by Bechtel, should have been 
made without a single letter or office memorandum having been in- 
serted in AEC records. Jn answer to one of my questions at this 
meeting, it was mentioned that someone seemed to remember that 
EEI had in its files a full report on this subject. I was promised 
that an attempt would be made to get me a copy of this report. 

At this October 5, 1954, meeting, I reaffirmed my objection to Ebasco 
unless the Commission could be guaranteed that Ebasco’s participa- 
tion would be in the best interests of the AEC. 

I also proposed at this meeting consideration of (@) a new arbitra- 
tion clause; (6) a limitation of the return on the equity capital after 
taxes: (c) access to load growth figures for the system companies, 
so that the Commission could be sure that the provisions of sec tion 
7.03 were being carried out; and (d) the opinion of the Attorney 
General on the question whether the Gore amendment would be 
violated. 

Despite the fact that such vital issues were unresolved, the Chair- 
man in a surprising action called for a vote on the contract. Under 
the circumstances, I was left with no other alternative but to refrain 
from voting. 

A very limited amount of information concerning the replacement 
of Ebasco by Bechtel was subsequently furnished. However, it has 
not convinced me that I should change my position on that issue. 

Moreover, my other objections to the contract are still pending. I 
should add that I have since requested that more complete back- 
ground material be obtained concerning the Ebasco replacement at 
Joppa. 

It is my firm conviction that no contract should be concluded which 
is based upon an understanding that Ebasco Services, Inc., will be the 
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engineers and constructors for MVGC unless we get conclusive evi 
dence assuring competent performance. The public interest demands 
this. I cannot be satisfied with anything less. 

In making this statement, I appreciate that AEC’s liability for 
increased costs under the proposed contract is limited to $5 million. 
I consider this to be too much under these circumstances. Moreover, 
liability in dollars is not the only consideration here. Performance 
is likewise vital. 

I understand that there is to be an arrangement that will attempt 
to protect AEC on this point. However, this protection, to my way 
of thinking, does not go far enough. For example, this arrangement 
is only to supply AEC with 100,000 kilowatts in case of a failure 
to perform according to the time schedule. The figure should be at 
least 250,000 kilowatts, equivalent to the capacity of 1 generator. 

In conclusion I feel I need not remind this committee that the Com- 
mission is charged with the grave responsibility of keeping ahead of 
the Soviets in the weapons business. I can assure you that the time 
spent on this highly controversial and political matter is increasing 
neither our weapons know-how, nor our weapons production, at a 
time when this is of the utmost importance. 

The sooner this issue is resolved, the sooner top management of the 
Atomic Energy Commission will get back to its vital tasks. No one 
will ever be able to estimate the degree to which top level Commission 
attention has been diverted from its grave primary responsibilities 
by an issue only distantly related thereto. 

And equally unfortunate is the fact that the AEC has been need- 
lessly involved in an issue political in nature with the result. that 
the nonpolitical character and position which AEC previously enjoyed 
have been seriously impaired. 

We have heard a great deal about this contract being “in the public 
interest.” To me anything that diverts the Atomic Energy Com- 
mission and its staff from the immediate development and produc tion 
of weapons, along with the gigantic task of bringing into being peace- 
time applications of atomic energy and particul: arly atomic indus- 
trial power, anything, I say, that takes our atte ntion away from these 
objectives, is not “in the public interest.” 

Chairman Corr. Thank you, Mr. Murray. 

Only for the purpose of clarification, I will undertake to direct your 
attention to page 7 in the middle of the next to the last paragraph, 
wherein there is reference to the fact that the proposed contract limits 
the increase in cost, construction costs to $5 million. 

You state: “I consider this to be too much under these circum- 
stances.” 

I do not understand just what you mean by “I consider this to be 
too much under these circumstances.” 

Mr. Murray. I am referring back to our experience at EEI 
Joppa with the Ebasco Services, Inc. 

Chairman Corte. You mean an allowance of increased cost up to 
the amount of $5 million, is too large an amount of money? 

Mr. Murray. I should think that there should be no increase in 
costs. 

Chairman Coir. No allowance for increased costs ? 

Mr. Murray. That is right. 
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Chairman Core. Are there any questions from members of the 
committee ? 

Senator Hicken.Loorer. Mr. Murray, on your first page, at the 
beginning of the second paragraph, that is, the third line, you say: 

First, let me say it was a month after the Atomic Energy Commission became 
involved in the contract under discussion before I became aware of this fact. 

What date do you refer to upon which the Atomic Energy Com- 
mission became involved in the contract ? 

Mr. Murray. I think, Senator Hic kenlooper, that you will find 
that what I am referring to there is that the Chairman of our Com- 
mission, the General Manager, the Assistant General Manager, and 
the Bureau of the Budget, were all in consultation with private 
industry. And don’t you believe that I as a Commissioner-—— 

Senator HickenLoorer. You have said that, and I merely asked 
you for the date. You said: 

It was a month after the Atomic Energy Commission became involved in the 
contract before I became aware of this fact. 

I was only asking for dates. 

Mr. Murray. I haven’t the exact date in my mind. 

Does it make any difference whether it is 4 weeks, or 5 weeks? I 
don’t think in my mind it makes a difference if it is 25 hours. 

Senator Hicken.oorrer. I am not arguing about the philosophy of 
that; I am trying to get at the matter of the dates. I do not care to 
pin you down to the exact hour. 

But you made a flat statement that it was a month after the Com- 
mission became involved before you became aware of the fact. Cer- 
tainly, you know when you became aware of the fact. 

Mr. Murray. I don’t at this moment know. I would have to refer 
to my diary, and I would be glad to get that diary note for you if you 
would care to have it. 

Senator Hickenwoorer. This question of information within the 
Commission has been a matter that has been discussed before, before 
the committee, and there has been some considerable confusion of fact 
as to whether information has or has not been given or whether it 
has been accessible, and so on. In other words, that is a generalized 
criticism which I think would bear a little more specific: ation. 

Now, when was the Ebasco Services displaced or relieved in the 
Joppa contract? Do you recall that date? 

Mr. Murray. I think we got first notice of it a few days after I re- 
turned from a short trip to Europe, and I think it was in the summer 
of last year. I can get you that date, if you would care to have it. 

Senator HickeN.Loorer. Well, at the moment, it is not important, 
but I think that it might be important for the record at some later 
date, if discussions were had, and we could always find it out, I think. 
But I thought, perhaps, you might have had it in mind, 

In the Joppa contract, what was the situation with regard to a limi- 
tation or lac “k of limitation on the increased costs, that is, with refer- 
ence to the $5 million limitation ? 

Mr. Murray. There were no limitations; it was a cost-plus contract 
in effect. 

Senator Hicken.oorer. And I believe you say that you were instru- 
mental in bringing about those arrangements within the Commission, 
which included the Joppa contract ? 
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Mv. Murray. I do, and that is why I am sitting in this chair at this 
moment. 

Senator HickenLoorer. That was my next question, that it was the 
experience that you had in connection with the failure to put a limi- 
tation on the cost increases in that contract that leads you to the con- 
clusion that you make here? : 

Mr. Murray. That is right. 

Senator HickENLoop ek. Well at least to the extent that there is a 
limitation of $5 million in this proposed Dixon-Yates contract it is— 
in that particul: ir phase—it is a better contract for the Government 
than the Joppa contract? At least there is some limitation. 

Mr. Murray. Than the Joppa contract? I should say SO; yes. 

Senator HickenLoorrer. I think that that is all. 

Chairman Coir. Are there any other questions ¢ 

Representative Price. Mr. Murray, you have given a very brief 
statement, and I agree fully with your conclusion that anything that 
diverts the Atomic Energy Commission’s staff from the immediate 
production of weapons, and so forth, is not in the public interest. 
T have always felt that the Atomic Energy Commission has been pro- 
jected into a program far remote from its responsibilities and cer- 

tainly much of the attention of the Commission has been diverted from 
its main objective. 

I have also felt that it has been placed in an untenable position, that 
it has spent the last year attempting to justify. I don’t believe that 
the situation is of its own choosing, and I think it is because the Com- 
mission acted under instructions from other Government sources. 

But now, since they are in this situation, is there any conceivable 
way for them to get themselves out of the dilemma, or any suggestions 
that you have that might make this contract even palats able? 

Mr. Murray. Well, that is a big order you are giving me, but I am 
willing to try it. 

Representative Price. Do you have any suggestion that would im- 
prove it and make it at least more in the public interest ? 

Mr. Murray. I recognize the fact that a powerplant has to 
be built, and there is no question in my mind about that. I have also, 
as I stated in this record, I hope a private utility company can be 
brought about to build that powerplant. 

It has alw: ays been, I have been brought up in that private utility 
business, and I haven’t changed my opinion because of Joppa or EEL. 
I have no reason to sit here and state that I would not under any cir- 
cumstances go along with Ebasco Services, Inc. But I think, as an 
ordinary businessman, when you go through an experience that we 
went through in the last 2 years, you hesitate, and you stop, and you 
look and listen. 

So I think that that is the reason I inserted item 16, that this Com- 
mission of ours should have an interest after that sad experience that 
we had at Joppa. 

I also appreciate what Mr. Hinshaw said yesterday, why should the 
Atomic Energy Commission get involved, and who does the engineer- 
ing and the construction. Ordinarily, I would agree with Mr. Hin- 
shaw. But under these circumstances, I can’t. 

Now, I think that the Ebasco Services situation could be straight- 
ened out, but when I am told that Ebasco Services is going to be the 
engineer and the constructors, then I hesitate. 

Now, I think Senator Anderson was pointing up something that 
might be of interest. I think that most of our trouble could be over- 
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come, and we could get ahead with this job and we could get it out of 
the way, if we inserted in this contract a recapture clause. 

Representative Price. I think that that was recommended by one 
of the staff of the Federal Power Commission, but it was not accepted 
by the AEC. 

Mr. Murray. Now, if, as we understand it, the administration wants 
to take a look at the TVA situation and wants to get a good look at 
it and find out where we are going to go in that direction, I think 
that that is the logical way to do it. 

Those are the only two suggestions that I have, Mr. Price. 

Representative Price. Would you say that a recapture clause would 
be satisfactory ? 

Mr. Murray. I don’t insist here today, and I am only speaking for 
1 of 5 people. And I am not stating that Ebasco should be elim- 
inated in this project. 

Representative Price. You say you want some concrete ergineer- 
ing plan to decide on? 

Mr. Murray. Let me give you an example. In my own home terri- 
tory, the Long Island Lighting Co. employs Ebasco Services, and 
they do a splendid job. But they don’t do any construction work. 
They do the engineering work. And they subcontract the construc- 
tion work. 

Now, at Joppa they followed an entirely different course. They did 
the whole job. And as the record shows, they are not capable, or they 
were not capable at that time of doing a good job. 

Representative Pricer. That is all I have. 

Chairman Cote. Are there any questions? 

Representative Hinsuaw. I should like to ask Mr. Murray whether 
if the objections which he has made to this contract would be substan- 
tially met, you believe it is a good contract and believe it is a good 
arrangement to enter into all around? 

Mr. Murray. I would like to be able to say “Yes” to that. I think 
there are certain things that should be changed in this contract to make 
it a good contract for the Government. 

Let us look back a little historically in this procedure. This Com- 
mission was faced back in—I would hope I could give Senator Hicken- 
looper dates, but maybe it was back in April, with a proposal that was 
sent to the Bureau of the Budget from the Dixon-Yates group. We 
were instructed to follow that proposal. We didn’t have any alter- 
native. 

But despite that fact, our staff, the General Manager and Mr. Cook, 
I think have done an excellent job in renegotiating various defects and 
deficiencies in that contract. 

I do believe that these matters could be resolved to everybody’s 
satisfaction. 

Representative HinsHaw. I was thinking more of the proposition 
for the furnishing of power by the AEC through the MVGC to the 

TVA in the Memphis area, regardless of the provisions of the contract, 
but they were to suit you. 

Mr. Morray. I said back in June before your committee that I 
would follow Presidential directive. And I am prepared to do that 
up to the point that I have mentioned in this contract. 
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Representative Hinsuaw. Well, I would assume that that would be 
true. But do you think it is a good idea, personally, whether you 
agree to accept Presidential directive? 

Mr. Murray. For the AEC to do this, I do not. 

Representative Hinsuaw. That is what I wanted. 

Mr. Murray. No, we should not be involved. 

My personal opinion is that we should not be involved in any sort 
of a power supplying operation of this kind. We have got other 
more important things to do. We weren’t brought into existence to 
do a job of this kind, as far as I am concerned. 

Representative HinsHaw. What would you suggest as an alter- 
native? 

Mr. Murray. I think we have gone so far, and we have wasted or not 
wasted but we have used up so much time that we should go ahead, the 
AEC should go ahead with this contract and get the powerplant built 
and get the 609,000 kilowatts available there, and then let the admin- 
istration and the Congress decide by means of a recapture clause how 
it should ultimately be operated. 

I think that is a practical solution, and I am perfectly willing to go 
along with some such suggestion. 

Representative Hinstiaw. You are willing to give the overriding 
necessity of having 600,000 kilowatts in the area precede nee over your 
distaste for that idea? 

Mr. Murray. I am. 

Representative Hinsuaw. Of the AEC contracting? 

Mr. Murray. I am. 

Representative HinsuHaw. That is all. 

Representative Hotrrrevp. Mr. Murray, I was quite disappointed 
when I heard you make that last statement, that you believed that they 
should go ahead. It seems to me that we are facing a fundamental 
issue here, and that is an issue of the exercise of the administrative 
judgment by independent Commissioners of an independent Com- 
mission. 

Short of a wartime emergency, and in view of the fact that this is 
not wartime emergency, this is for civil use and not for defense use, I 

an hardly reconcile your statement with the deep feeling which you 
have in your dedication to the primary job of producing weapons for 
the Nation’s defense. 

That is for you to say we should go ahead with this when other 
means can be found which will in my opinion be equally as well, and 
will take this job off the necks of the Atomic Energy Commission, be- 
cause you have got the job of supervision of this contract as long as 
it exists, and until your Commission gives notice of termination, and 
then when you do give that notice of termination you turn a burden 
over to TVA which it has not wanted, and which under ordinary 
circumstances it would not be required to bear. 

Mr. Murray. Mr. Holifield, let me answer you in two parts. 

I have thought a good deal about the Presidential directive, nat- 
urally, and I made up my mind last June that I would obey that 
Presidential directive because I thought, and I still think, that the 
Chief Executive of this country knows a little more about what ought 
to be done generally than I do. 

Representative Hotrrretp. About a subject like this where you have 
had a background of experience in electrical energy, a lifetime of it, 















288 UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO. 


and the President of the United States has had a specialized training 
in the field of military—— 

Mr. Murray. I asked for the authority, whether the President had 
the authority to direct our agency to do this, and I received the answer 
that he had. 

Representative Hoiirretp. You asked who? 

Mr. Murray. I asked our General Counsel. 

Representative Hotirretp. And on his say-so, you would not chal- 
lenge his say-so ? 

Mr. Murray. That the Chief Executive had the right to direct us 
to do things in the Atomic Energy Commission, I would not. 

Representative Howirtntp. W ell, that is an honest difference of 
opinion. 

I think that there are certain things and certain lines in the Atomic 
Energy Act which we have put into the act for him to do, and you know 
what ‘they are ¢ 

Mr. Murray. Yes; I do. 

Representative Hoxirrevp. The setting of limits of nuclear energy 
and the disposal of weapons. 

Mr. Murray. Now, secondly, Mr. Holifield, I have made a proviso 
that there be a recapture clause inserted in this contract. I think that 
you understand the implications and the importance of that sugges- 
tion ? 

Representative Houirretp. Yes. I wanted to get to that next. I 
wanted to get to that and I wanted to ask you, What is your reason 
for thinking that a recapture clause should be in there ? 

Mr. Murray. Well, I was asked the question of what suggestion I 
might have to get us back to our weapons business, and I think that 
that suggestion might satisfy both parties to this particular considera- 
tion, and that is why I make this suggetsion. 

Representative Hoxirievp. In the consideration of the Ebasco Serv- 
ices, the question of requiring a performance bond has been lightly 
passed over. What would be your thoughts on a performance bond 
in a project of this magnitude ¢ 

Mr. Murray. W ell, i in ordinary business experience where you have 
confidence in the people you are doing business with, in more recent 
years the question of a performance bond is not too important. The 
performance bond costs you money. It costs you money in order to get 
such a bond. 

If you want a job done and you want to get ahead with something, 
you do business with people you think can do the job. If they have 
proper supervision and if they are competent, I don’t see any reason 
necessarily for a performance bond under these circumstances. I 
don’t think it buys you very much. 

Representative Hoxrrimp. But in a situation like this where you 
have a 5-percent equity investment, and no more, and $107 million con- 
struction job, as a guaranty to the Government that this thing is going 
through, not only as a guaranty to the Government from the stand- 
point of the energy that will be developed, but as a guaranty to the 
people that buy $95 million plus worth of bonds—the American public 
is going to invest in these bonds, either through insurance companies or 
banks, « or some other financial institutions. They are going to buy 
$10114 million worth of bonds guaranteed by Government contract to 

yield 31% percent. 
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Mr. Murray. Mr. Holifield, I recognize that, but I have made a 
recommendation here that if the MVGC corporation does not come 
through on time, that they will be penalized at the rate of 250,000 
kilowatts, so they have got to guarantee us backup power if they don’t 
perform under this contract. 

Representative Horirretp. But, Mr. Murray, the sponsoring com- 
panies assume no liability. 

Mr. Murray. Oh, yes; they will. 

Representative Hoxirreip. Oh, no. 

This company, this Mississippi Valley Generating Co. will be 
corporation under the laws of Arkansas, and I doubt very much 
you can go back of that. I have been reliably informed on that. 

Mr. Murray. I am not able at this moment to argue with you one 
way or the other. But I feel sure that the MVYGC contract must be 
backed up. 

Representative Houirietp. By the assets of the sponsoring com- 
panies ¢ 

Mr. Murray. By agreements of the sponsoring companies, and 
their associates, to supply this power. Otherwise, we can’t go ahead. 

Representative Honirtetp. Are you sure that any of the assets of 
the sponsoring companies are involved? 

Mr. Murray. | am not talking about assets of the corporation; I am 
talking about kilowatts of energy that must be supplied to us in order 
that. we, in turn, can supply it to the TVA, and they do with it what 
they will. 

Representative Hottrreip, In case you can’t deliver? 

Mr. Murray. In that case. 

Representative Hotirevp, But that is only 100,000. 

Mr. Murray. That is 250,000 in my book. 

Representative Ho.irtep, In your book it is 250,000, but, unfortu- 
nately, your book is not in the ¢ -ontrs ict, Mr. Murr: ay. 

Mr. Murray. Mr. Hinshaw has asked me whether I would go along 
under certain conditions, and that is one of the conditions. 

Representative Hotirretp, Now, while we are talking about that, 
I would like very much to see what the liability of the Mississippi 
Valley Generating Co. is, and I would like to know if it goes back of 
the $514 million investment in this Arkansas corporation and goes to 
the sponsoring companies for performance. I would like to know that 
very much, and I think it is a pertinent question. 

Mr. Murray. I don’t think that I am the one to answer that at the 
moment. 

Representative Horrrerip. I don’t want to address the question to 
you. I will address it to the record. 

Now, you say that you have made 17 suggestions? 

Mr. Murray. I did. 

Representative Horirretp. Certainly the suggestion that you have 
given us here seems to me worthy of consideration. Could you furnish 
this committee with the other 16? 

Mr. Murray. I would be delighted. 

Representative Hoiirretp. When can you give that tous? Can you 
give it to us before Monday ? 

Mr. Murray. Oh, yes. 

Representative Horirtevp. I would like to talk to you just a moment 
on the Ebasco records. 


































Mr. Murray. Mr. Holifield, before you go too far on that, we have 
no records, as I stated here. 

Representative Ho.itrmpp. I am reading your sentence, “I was 
startled when told there were no records.” Do you mean to tell me 
that the AEC had a contract with these people for—how many millions 
was it? Was it $207 million? 

Mr. Murray. We started off around $100 million and it went up; I 
do not know what the plant cost us today; I think it was $140 million 
or $150 million; I am not sure of the figure. 

Represent itive Horie. That is $140 million, and did that not 
contain before it was finished an increased cost of approximately 
$52 million, or was it $58 million ? 

Mr. Murray. I do not want to be tied down to figures; it is in that 
neighborhood and they are pretty large figures. 

Representative Hoiirrm.p. So we got into that and on that there is 
an additional cost annually of $2,800,000? 

Mr. Murray. That is correct. 

Representative Houirteip. Because the rates were based on the cost 4 

Mr. Murray. That is correct. 

Representative Hourrre.p. And over the period of the contract, as 
you have testified, it will cost the United States taxpayers $70 million # 

Mr. Murray. That is right. 

Representative Hoxirre.p. And there are no records to be found 
as to that? 

Mr. Murray. There are no records in our files that I can find, up 
to date, that gives us a clear report and reason why the Ebasco Services 
was replaced in the middle of the job by Bechtel. 

Represe ntative Price. Is there any general statement in the files 
from EEI as to the reasons they re lieved Ebasco from the contract! 

Mr. Murray. ‘Not that I can find. 

Representative Price. No general statement ? 

Mr. Murray. No, sir. 

Representative Price. Was it because of inefficiency or what? 

Mr. Murray. That is what I wanted to find out, and that is why on 
the October 5 meeting when that was called that was the situation 
that we faced when the vote was called for on this contract. 

Representative Price. I will say it is a startling revelation, and an 
amazing revelation, that the Commission would not seek that infor- 
mation. 

Representative Horirietp. Now, the majority of the Commission 
apparently, or at least we were told by Admiral Strauss and General 
Nichols today that they are ready to sign a contract which will be 
using the services of these same people without a performance bond 
and without a recapture clause. That is the position this committee 
is faced with. 

Mr. Chairman, I am amazed at this statement. This is the first time 
I have seen this statement. It seems to me that this statement that Mr. 
Murray has made today is enough grounds for us to postpone any 
waiver of this contract. Last night on the radio the majority leader, 
Mr. Knowland, made an appeal for close, cordial, and constructive 
relationships between the Democrats and the Republicans. It seems 
to me that this is the time when we can start putting this into effect, 
and I ask this respectfully and in a friendly manner that the Republi- 
can majority of this committee consider very deeply before they go 
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ahead because I am sure that when I state my opinion I am stating the 
opinion of a great many of my colleagues who happen to be Democrats 
on this committee that this should not be waived. The right of the 
Congress to scrutinize this contract should not be w aived by our 
committee. 

I hope that at our meeting tomorrow morning we can take this sub- 
ject up in a spirit of fr iendliness and take action so that this thing can 
oe adjusted for the benefit of the American people. I think that we 
are on the verge of passing a waiver on this contract which will be of 
injury to the American t: uxpayer. I mean that. 

Chairman Corr. Permit the Chair to observe that if the committee 
concurs in the suggestion that the gentleman has just made with respect 
to a meeting tomorrow morning to decide on this question, we will 
have to join with the gentleman when he is at worship. 

Representative Hotirienp. I will be glad to refrain from going to 
church tomorrow to attend that type of a meeting. 

Chairman Coir. On the other point the gentleman has raised with 
respect to cooperation between the 2 political parties, of « ourse I concur 
in his desire but feel that I should remind him that it is a 2-way street 
in this business of cooperation. 

Mr. Murray, I, too, am somewhat surprised but I confess rather 
pleased with your statement and your viewpoint. To the extent that 
you feel that you have not had an opportunity to participate in the 
deliberations preliminary to the negotiations and discussions of this 
idea, you can judge better than anybody else. I recall the statement 
which Mr. Nichols made, that many power contracts were negotiated 
by = Commission’s representatives in the field and frequently they 
never came to his attention, nor to the attention of the Commission. 
But he that as it may, it is conceivable perhaps that you have not been 
in on the picture as close as you feel that you should have. I do not 
argue with you about that, and that is something for you to decide. 

But your concluding statement impressed me deeply, when you said 
that in your view the import: int thing is to have this issue settled, and 
the sooner it is settled the sooner you can get back to the job the Com- 
mission is assigned by law to undertake to do. That is the production 
of fissionable material that will be used for the defense of this country. 
That, to me, is one of the most persuasive reasons I have heard yet to 
justify this committee in waiving the statutory requirements by ac- 
ceding to the request of the Commission. Because, as you have indi- 
cated, the Commission, the staff of the Commission, and certainly I 
can concur that the — committee and the staff of the joint com- 
mittee as well as the Congress since this question of the Dixon-Yates 
proposal has first raised its head, have been beset and bedeviled and 
bedamned by it, and the atomic program has been hurt by that inter- 
ruption and that diversion into this program. 

It has been saturated with political emotions and with personal 
animosities to the point that the program is being harmed. 

I compliment you for urging that the question be settled clearly and 
decisively and soon. 

Unless there are other questions, Mr. Murray, you may be excused 
and would you please be back Monday morning to respond to Sen- 
ator Anderson’s interrogation? Thank you very much. 

We will adjourn to possibly reconvene at 1 o’clock. 



















Mr. Srravuss. Would it be possible for you to put me on the stand 
for 5 minutes? 

Chairman Corr. Mr. Strauss, as far as I am concerned, we will be 
happy to have you back on the stand for 5 minutes or 10 minutes or 
so long as the committee is ready to sit. 


TESTIMONY OF LEWIS L. STRAUSS, CHAIRMAN OF THE UNITED 
STATES ATOMIC ENERGY COMMISSION—Resumed 


Mr. Srravss. I would like to make a very brief statement, Mr. Chair- 
man, relating to the statement of Mr. Murray which I have just seen 
and I have just heard and to only two parts of that statement at the 
moment. 

The first refers to Mr. Murray’s statement that private power inter- 
ests and the Commission had been discussing for months the ques- 
tion of shifting some of the AEC power load over to private industry 
before he learned of it. 

At this late hour it has not been possible for me to get my diary. 

Representative Hinsuaw. I would like to state that in the copies 
which the committee has “some months” is stricken out and “a month” 
inserted. 

Mr. Strauss. I am reading from the third line from the bottom of 
the page. On February 25, the first. proposal from the two utility 
companies was received by the Commission. 

About a month before that there is on file in my office a memoran- 
dum from Mr. Murray, dated January 28, requesting a chronology 
of the events since January 20 so that he must have been aware on 
January 20, at least, that there were conversations in progress, but 
no negotiations could have taken place before a proposal had been 
received. 

Chairman Core. For the sake of clarity, may I inquire as to Mr. 
Murray’s request for a chronology of events? In what regard? 

Mr. Strauss. In connection with any discussions with private power 
interests in this area. I do not have a copy of that memorandum, but 
I will be glad to supply it. 

Mr. Murray. I know that Lewis will allow me to interrupt here. I 
made the correction in the first sentence where it had “some months” 
and I neglected to correct the statement at the bottom of the page, and 
I should have said there “a month” again. I think that clears up the 
question of months. 

Mr. Srravss. It does not quite clear it because you knew about it a 
month before rather than a month after. 

Mr. Murray. I call your attention to the fact I am a member of the 
Atomic Energy Commission with full authority, full access to all 
information, and I call your attention to the fact that you, as Chair- 
man of this Commission, took it upon yourself to start even consid- 
ering changing the power contracts that were in existence by the TVA 
Ww ithout consulting with your assoc lates. 

Mr. Srravuss. Mr. Chairman, I do not want to have a debate and I 
am sorry about that. 

Chairman Corz. As far as the Chair is concerned 

Mr. Murray. I wanted to be sure I got that correct. 

Chairman Corr. I am very reluc tant to use this forum as a method 
of airing the differences that may exist between members of the Com- 
mission. 
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Mr. Strauss. There is no difference, I am sure. There is one other 
point I wanted to make and then I am done. 

This relates to the paucity of records of the Commission on the so- 
called Ebasco contract and its termination. This was a contract, 
which, I think, Mr. Murray very properly initiated some years before 
I returned to the Commission, and if there is any lack of documentary 
evidence in the files of the Commission as to the reasons for its termi- 
nation that antedates either Mr. Nichols’ connection with the Commis- 
sion or my return to it. 

Mr. Murray. You were Chairman of the Commission when Ebasco 
services were terminated by Bechtel. That is when Bechtel was sub- 
stituted. 

Mr. Srrauss. By a matter of 3 or 4 days, and the decision had been 
reached prior to my being sworn in, as the records will bear out. 

I have nothing further to say and thank you for putting me on. 

Chairman Corr. The meeting is adjourned to meet again at I 
o’clock Monday. 

(Whereupon, at 4:50 p. m., Saturday, November 6, 1954, a recess 

yas taken to reconvene at 1 p. m., Monday, November 8, 1954.) 

















EXERCISE OF STATUTORY REQUIREMENTS OF SECTION 
164, ATOMIC ENERGY ACT OF 1954 


UTILITY CONTRACT BETWEEN ATOMIC ENERGY COMMIS- 
SION AND MISSISSIPPI VALLEY GENERATING 00. 


MONDAY, NOVEMBER 8, 1954 


Coneress or THE Untrep STATES, 
Jornt CoMMITTEE ON ATOMIC ENERGY, 
Washington, D.C. 


The Joint Committee met at 1:45 p. m., pursuant to notice, in the 
old Supreme Court chamber of the Capitol, Hon. W. Sterling Cole 
(chairman of the joint committee) presiding. 

Present: Representative Cole (presiding), Senators Hickenlooper, 
Millikin, Knowland, and Gore, Representatives Hinshaw, Van Zandt, 
Jenkins, Holifield, Price, and Kilday. 

Present also: Corbin C. Allardice, executive director of the Joint 
Committee on Atomic Energy. 

Y : ‘ r = . . es 

Chairman Core. The committee will come to order. Since the 
Chair observes a quorum in attendance in the committee room we will 
resume the committee’s deliberations on the matter before it. 

At the executive meeting of the committee this morning at which the 
Commission appeared in response to the termination on last Saturday 
and as a result of that meeting this morning a release has been issued 
to the press expressing what transpired at the meeting this morning. 

_ ~ . . . ; 

For the sake of the record the Chair feels it advisable to read that 
statement into the record. 

The Joint Committee on Atomic Energy today was informed in executive 
session by the Atomic Energy Commission that the proposed contract with the 
Mississippi Valley Generating Co. (Dixon-Yates) has not yet been signed by 
either parties. 

The Atomic Energy Commission also reported that agreement on a modified 
“memorandum of understanding” has not yet been reached. 

The Atomic Energy Commission reported that it did not vote on the ques- 
tion of signing the contract but that it contemplated its ability to report on the 
matter by Thursday morning, November 11. 

Pending final approval and signing of the contract by both parties, the joint 
committee has decided to proceed with the hearing. 

That is the end of the press release. 

The Chair feels it advisable in view of the determination by the com- 
mittee at the executive session this morning to the effect that it would 
continue with hearings on the matter, pending the report by the Com- 
mission on Thursday, with respect to its progress in the signing of 
the contract, that the committee would continue the hearings and so far 
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as possible give an opportunity of expression to those witnesses who 
have asked to appear and who are opposed to the project. In accord- 
ance with that, the Chair has made a rather firm commitment with 
respect to the Governor of Tennessee, who for a long time has sought 
an opportunity to appear, that he would be heard as soon as he arrives 
in the city of Washington. I expect that he will be here tomorrow 
afternoon. 

This morning the Chair was handed a statement by William Jack- 
man, president of the Investors. League, Inc., of New York City on 
the matter before the committee and submits the statement for the 
record. 

(The statement referred to follows :) 


STATEMENT OF THE INVESTORS LEAGUE, INC., ON THE ADMINISTRATION'S PROPOSAL 
To Freep Private Power Intro THE TENNESSEE VALLEY AUTHORITY’s ELECTRIC 
TRANSMISSION GRID 


I am William Jackman, president of the Investors League, Inc., with head- 
quarters at 175 Fifth Avenue, New York 10, N. Y. The league I represent is the 
oldest and most successful organization of investors, with thousands of members 
residing in every State of the Union. It is an organization of investors, both 
small and large, who make up the backbone of our private-enterprise system, 
which is in turn the backbone of our national economy. 

The question that faces this committee is one which has deep philosophic roots 
that affect the entire structure of our economic system. The decision made here 
is likely to have a bearing on our future economic concepts. 

If there is any general conclusion that may be assumed from the results of 
the recent congressional elections, it is that the people of this Nation are fully 
cognizant of the men and issues being debated. It is safe to assume that the 
attention of a great many people is focused on the matter now before you. 

The question, I think, that must be answered by each member of this com- 
mittee is, “Is the action that you are about to take in the best interests of the 
people?” 

It is our firm opinion that the best interests of the people will be served by 
approval of the contract between the Atomic Energy Commission, the Middle 
South Utilities and the Southern Cos. We base our conclusion on a number 
of facts: 

1. We are standing at an ideological crossroads, and the decision that is made 
here may well determine whether Government-owned enterprises are to expand 
beyond control, thereby stifling private enterprise and the whole concept of a 
free economy. If that is the decision, then we shall bequeath to future genera- 
tions no hope, except as that hope and the sustenance of life are doled out by 
Government. We cannot be half for free enterprise and half against it. If the 
decision is approval of the contract, I feel that we shall step forward, encourag- 
ing individual enterprise to move forward toward an expanding economy with 
more promise for all. 

2. Sound business administration dictates that Government should encourage 
taxpaying enterprises rather than expand tax-consuming Government projects. 
The proposal of the electric utilities in this matter will save the taxpayers a 
capital outlay of $100 million, the least figure for which the TVA-proposed 
steam plant could be built. This governmental outlay will further aggravate 
the budgetary deficit under which we are now living, and it would make the 
realization of our goal of a balanced budget that much more difficult, if not 
impossible. The utilities will pay some $45 million in State and local taxes— 
an item that would not be paid if the TVA were to build this plant. The utili- 
ties will pay $25 million in interest and financing costs. 

3. The private electric utilities have won their spurs in the power business. 
The companies represented are arranged on the periphery of the TVA—they have 
the transmission lines, the skilled labor, and, most important, they have the 
know-how and willingness to do this job and to do it well. 

In the final analysis, however, the decision that is made will either activate 
further nationalization of the electric-power industry, outside of the Tennessee 
Valley—a step that will bring us a long way down the road toward socialization 
of all industry—or reemphasize our belief in the free-enterprise system. We 
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need not assume as to what the American people want. We need only to note 


the feelings of the men and women who work in the electric industry or provide 
it materials. These people have forthrightly stated that they want no part of 
any further encroachment of the electric industry by Government. Unions have 
spoken out against Government expansion. We believe that the statements of 
the Utility Workers Union, the International Brotherhood of Electrical Workers, 
and the United Mine Workers are representative of the people of the United 
States when they say that the TVA has grown large encugh—there is more hope 
for all in permitting private enterprise to do its rightful job. 

Experience has shown over and over again that private enterprise is always 
more efficient than Government operation. 

Chairman Coir. It was determined by the meeting this morning that 
the first witness this afternoon would be Mr. Joseph Volpe. 

Representative Holarietp. Mr. Chairman, as a point of information, 
at. the time that General Nichols was excused to allow Mr. Murray to 
make a statement I indicated at that time that I was not through with 
my questioning of General Nichols with regard to the specific terms 
of the contract. I assume that Mr. Volpe’s testimony today in no way 
qualified the right to call Mr. Nichols back belore the committee for 
continued questioning. 

Chairman Core. Of course not. It is expected that General Nichols 
will be recalled and the gentleman will have an opportunity to con- 
tinue his questioning. 

Representative Hourrrevp. Thank you very much. 

Chairman Coie. Mr. Volpe, do you swear that the testimony you 
shall give in this proceeding before the committee will be the truth, 
the whole truth, and nothing but the truth, so help you God? 

Mr. Votre. I do. 

Chairman Corr. May I inquire if Mr. Volpe’s statement has been 
passed to members of the committee ? 

Mr. Volpe, will you identify yourself? It is understood by the 
Chair that you appear here as a practicing attorney and in behalf of 
certain clients who are interested in this matter. Would you indicate 
if that be a fact and who your clients are? 


TESTIMONY OF JOSEPH VOLPE, JR., AS COUNSEL FOR THE GOVERNOR 
OF THE STATE OF TENNESSEE AND FOR THE TENNESSEE VALLEY 
PUBLIC POWER ASSOCIATION 


Mr. Votre. Mr. Chairman, I represent the Governor of the State 
of Tennessee and the Tennessee Valley Public Power Association. I 
appear here in their behalf. 

Chairman Corr, Are there any other clients in whose behalf you 
appear today than the two you have named ? 

Mr. Votre. No, sir. Mr. Chairman, may I identify Mr. Boskey 
who is sitting alongside me. He is my associate. I assume it is 
agreeable to the committee that he sit with me. 

Chairman Corr. Of course it is agreeable. Permit the Chair to 
interrupt the proceedings momentarily to welcome and announce the 
presence of a new member of the Joint Committee who the Chair is 
advised has just been elected formally by the Senate to replace the 
vacancy created in the Joint Committee by the resignation of the Sena- 
tor from Colorado, Mr. Johnson. We welcome with great cordiality 
our old friend, Senator Gore, of Tennessee. Since the Senator has 
already had an opportunity to express himself on this subject, the 
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Chair feels it is not necessary to give him an opportunity to respond 
to the Chair’s greeting. 

Senator Gore. Thank you, Mr. Chairman. 

Chairman Coie. Go ahead, Mr. Volpe. 

Mr. Voter. Mr. Chairman, gentlemen of the committee, last: week 
the Joint Committee on Atomic E nergy began public hearings on the 
request made by the Atomic Energy Commission that the committee 
waive the requirement, section 164 ‘of the Atomic Ener gy Act of 1954, 
that the Dixon-Yates contract shall lay over with the committee for a 
period of 30 days while Congress is in session. 

The request for such a waiver raises a large number of policy ques- 
tions which the committee will weigh in deciding the matter. Should 
it appear doubtful, however, that the waiver request is properly and 
legally before the committee at this time, the committee may wish to 
dispose of the matter on these grounds. 

Accordingly, this statement submits for the committee’s considera- 
tion the reasons, from the standpoint of legal requirements, why the 
request for waiver should not be considered by the committee at this 
time. 

In the brief time that has been available since the release of the 
Dixon- Yates contract to the public and to interested parties, an effort 
has been made to analyze the terms of the contract, particularly from 
the standpoint of the questions which might bs considered by the joint 
committee at this time. Clearly, it is a lengthy and most complies ited 
document. The complexities cannot be fully dealt with in a brief 
statement of this character, which necessarily will touch only on the 
highlights. 

Furthermore, there are other legal questions which have been or 
might be raised but which this statement does not expressly cover. 

For example, there is the question whether the proposed Dixon- 
Yates contract complies with or departs from the Gore amendment, 

section 165b of the Atomic Energy Act of 1954. As another example, 
there is the question whether the circumstances described by Commis- 
sion witnesses disclose that the statutory standards for majority action 
by the Commission have not been met. 

Finally, this statement is not intended to cover any of the policy 
questions. Many of them have been touched upon during the course 
of the hearings thus far; many of them are still to be developed by the 
witnesses who will appear in opposition to the Dixon- Yates contract. 

The specific legal questions we do raise in this statement are as 
follows: 

1. Substantial doubt exists whether the Joint Committee on Atomic 
Energy has been er anted the legal power to waive the 30-day period 
at a time when the Congress is not in session. 

2. The Joint Committee does not yet have before it a contract which 
complies with the provisions of section 164 relating to “replacement” 
Peres 

3. The dubious status of the proposed Memorandum of Understand- 
ing ‘relating to the Dixon- Yates contract likewise creates substantial 
doubts as to whether section 164 has been complied with in the manner 
aay would be required before a waiver could be considered. 

The fact that no effort has yet been made to obtain the requisite 
ssitinsale from the Securities and Exchange Commission would by 
itself make it premature for the joint committee to consider a waiver 
under section 164. 
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5. The sketchy and preliminary status of the Mississippi Valley 
Generating Co. likewise indicates that the question of waiver is not 
yet properly before the joint committee under section 164. 

These points are discussed below. 

1. Substantial doubt exists whether the Joint Committee on Atomic 
Energy has been granted the legal power to waive the 30-day period 
at a time when the Congress is not in session ; has already been touched 
upon in these hearings. 

The final sentence of section 164 of the Atomic Energy Act of 1954, 
under which it is claimed that the Dixon- Yates contract is to be exe- 
cuted, reads as follows: 

Any contract hereafter entered into by the Commission pursuant to this sec- 
tion shall be submitted to the joint committee and a period of 30 days shall elapse 
while Congress is in session (in computing such 30 days, there shall be excluded 
the days on which either House is not in session because of adjournment for 
more than 3 days) before the contract of the Commission shall become effective : 
Provided, however, That the joint committee, after having received the proposed 
contract, may by resolution in writing, waive the conditions of or all or any por- 
tion of such 30-day period. 

Members of the Joint Committee have already raised and discussed, 
at. least preliminarily, the question whether, by the language just 

uoted, the Joint Committee has been granted the legal power to waive 
the 30- day period at a time when the Congress is not in session (tran- 
script, November 5, 1954, pp. 246-261). 

In considering this legal question it is appropriate to take note of 
the fact that the waiver language contained in section 164 of the act 
does not appear at that point alone; it also appears in identical form 
in section 51 and in section 61. These other sections relate to impor- 
tant determinations of policy, in which the Congress would have 
great interest. 

Like the international arrangements contemplated by sections 123 
and 124, these matters were deemed by the Congress to be of sufficient 
importance to warrant inserting the special requirement for a 30-day 
waiting period before action taken by the executive branch could 
become effective. However, in the case of sections 51, 61, and 164, 
the Congress also saw fit to add certain authority for the joint com- 
mittee to grant a waiver. 

Thus, the items covered by section 51 would be determinations by 
the Atomic Energy Commission, expressly assented to by the Presi- 
dent, that some additional type of material should be added to the 
list of materials treated as “special nuclear material” within the mean- 
ing of the act. The items covered by section 61 would be determina- 
tions by the Atomic Energy Commission, expressly assented to by 
the President, that some additional type of material should be added 
to the list of materials treated as “source material” within the meaning 
of the act. 

Each of these determinations might involve vital changes in the 
Nation’s economy. Indeed, the committee report on the bill referred 
to “the potentially great impact any future declaration of the addi- 
tion of further materials to the category of special nuclear material 
could have on the economy of the Nation.” (H. Rept. No. 2181, 83d 
Cong., 2d sess., p. 15.) 

Thus, in caneiieadicn whether in the case of the Dixon-Yates eon- 
tract the Joint Committee has legal power to grant a waiver when the 
Congress is not in session, the Joint Committee is at the same time con- 
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sidering whether it has legal power to grant suc h a waiver as to these 
other matters at a time when C ongress is not in session. For example, 
it is considering whether it has legal power to grant a waiver, if the 
matter were to come before the Joint Committee when the C ongress is 
not in session, as to the addition of new materials to the list of special 
nuclear material—a determination which under section 52 of the act 
would result in the automatic Government condemnation of all such 
material in private hands. 

Such a power of waiver would be extensive power, indeed, since it 
would enable the joint committee by the vote of a majority of its 
members to deprive the Congress as a whole of an effective opportunity 
to review such matters. P articularly, because such a waiver power 
would be extensive, it is not lightly to be implied. 

It is true that there were colloquies on the floor of the Senate which 
indicate that at least several Senators were of the opinion that the 
waiver language would confer upon the Joint Committee the legal 
power to waive even when the Congress was not in session (Congres- 
sional Record, July 20, 1954, pp. 10592-10594, 10602-10603). How- 
ever, Senator Ervin, who w as the sponsor of the waiver language and 
who felt that the joint committee’s waiver power would go that far, 
was careful to add: 

My interpretation may be wrong. It is my individual interpretation that 
under that provision the Joint Committee on Atomic Research could act, even in 
the absence of a session of Congress, but it would not act if it did not think the 
contract was a proper contract; and in that event the 30-day provision would 
come into effect (p. 10593). 

And, once again, in response to a specific question from Senator 
Ferguson, Senator Ervin said: 

That is my personal interpretation. * * * As the Senator from Michigan 
knows, of course, the personal interpretation of any one person may be different 
from that of a court which decides a case. This is my personal interpretation 
(p. 10593). 

Similarly, while several other Senators indicated their concurrence 
in this interpretation, Senator Gore, toward the end of the discussion 
of this portion of the amendment to the bill, stated : 

However, it is difficult of interpretation and far-reaching in its effect. Obvi- 
ously, it needs to be printed and made available to each Senator for study before 
the Senate shall be called upon to act (p. 10603). 

It seems clear that the colloquies referred to would not invest the 
Joint Committee with a power not otherwise granted it by the terms of 
the law. Indeed, as the — Court said in United States v. 
Missouri P. R. Co. (278 U.S. 269, 278 (1929) ) : 
where the language of an enactment is clear and construction according to its 
terms does not lead to absurd or impracticable consequences, the words employed 
are to be taken as the final expression of the meaning intended. And in such 
cases legislative history may not be used to support a construction that adds to 
or takes from the significance of the words employed. 

Or, once again, as the Supreme Court held in Fe parte Collett (337 
U.S. 55, 61 (1949)): 

There is no need to refer to the legislative history where the statutory lan- 
guage is clear. 

It is in the light of these established principles that the waiver 
language which appears in section 164, as well as elsewhere in the act, 
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must be considered. In simple terms it authorizes the Joint Committee 
to waive the conditions of or all or any portion of “such 30-day period.” 
The word “such” is a word normally used like the word “said” to refer 
to something that has already been mentioned. “Such” here has the 
usage and meaning given in Webster’s Dictionary as follows: 

Before- mentioned ; previously characterized or specified; as in de- 
fault of such issue; during the time of such negotiations. 

The only before- mentioned 30-d: iy period; the only “such 30-day 
period” in section 164 is clearly a period when the Congress is in 
session since the express terms of the section exclude from the 30-day 
computation the days on whic h either House is not in session because 
of adjournment for more than 3 days. 

For these reasons, and in the light of the principles of statutory 
interpretation which have been referred to, a doubt of the most sub- 
stantial kind exists as to whether the Joint Committee has the power 
to make a waiver at this time. 

This type of waiver provision, as it appears in the Atomic Energy 
Act of 1954, is—so far as is shown—somewhat novel in its language; 
it has not been previously construed ; it does not on its face appear to 
confer the waiver authority which the Joint Committee has been asked 
to exercise at this time; it omits to make any express provision for a 

raiver while the Congress is not in session. 

In addition, it would involve an assumption of power by the Joint 
Committee far beyond Dixon- Yates, and extending to the other im- 
portant matters which are governed by similar waiver provisions in the 
act, 

In other words, a far-reaching precedent would be established. 

Moreover, a legal power in the Joint Committee to make a waiver 
when the Congress is not in session was not a power claimed or sug- 
gested in the committee report on the bill (H. Rept. No. 2181, 83d 
Cong., 2d sess.), even though the bill as pee already contained 
this same waiver language in sections 51 and 61 

Under these circumstances, the Joint Committee might well conclude 
either that it does not have the power suggested or in any event that 
the matter is surrounded by such doubt and uncertainty that no at- 
tempt should be made to exercise such a power until there has been 
an opportunity for clarification by the Congress as a whole. 

The Joint Committee does not yet have before it a contract which 
complies with the provisions of section 164 relating to “replacement” 
power. 

The Commission’s testimony before the Joint Committee has made 
explicitly clear that the power to be produced at the West Memphis 
plant is for TVA, not the AEC. General Nichols has insisted that 
the new plant will provide “replacement” power for the power now 
being supplied AEC by the TVA Shawnee plant. Indeed, the Com- 
mission’s letter to the Attorney General, dated October 1, 1954, spe- 
cifically refers to the provisions in the Atomic Energy "Act which 
deal with the Commission’s authority “to furnish replacement electric 
power to TVA.” 

This may be the Commission’s intention, but in our judgment the 
Mississippi Valley Generating Co. contract does not fulfill this ob- 
jective. 

A last minute change in the last “whereas” clause of the contract 
mentions replacement as a purpose of the contract. But, we submit, 
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even this change adds little. It not only conflicts with other “where- 
as” clauses; it contradicts all of the main provisions found in the 
body of the agreement. 

A few examples from the contract itself may be helpful. In section 
3.02, we find this statement: 

The AEC will arrange with TVA for the acceptance by TVA of power and energy 
scheduled by or for the AEC * * * and for the delivery of such amount of power 
and energy, by TVA to the AEC * * * 

Under section 8.04, the contract may not be assigned by AEC without 
the written consent of Mississippi Valley Generating Co. 

And under section 7.07, an assignment to TVA will have the effect 
of the delivery of a notice of termination by the AEC under section 
7.02. ; 

Thus, the terms of the contract demonstrate that delivery of power 
and energy shall be for or on account of the AEC. Moreover, sections 
3.05 and 3.06 seem to limit AEC’s right to resell, transfer, or dispose 
of the power and energy delivered under the contract. And when 
these two sections are read together with the provision on termination, 
a real doubt arises with respect to AEC’s right to use the power for 
so-called replacement purposes. 

Conceivably, it will be argued that a valid “replacement” contract 
can be negotiated with TVA despite the terms of the AEC agreement 
with Mississippi Valley Generating Co. But there are strong reasons 
to doubt whether the contract terms of the Mississippi Valley Gener- 
ating Co. contract are now in accord with such a plan. 

The situation now confronting the Joint Committee has been aptly 
described by Senator Gore in his statement to the committee (tran- 
script, pp. 238-239) : 

Thus far, the power to be provided by this contract doesn’t replace anything. 
The Commission is still obligated by firm contract to accept delivery of TVA power 
at Paducah in the full amount of the original contract. Until and unless that 
contract is modified, if the Dixon-Yates contract should become effective, AEC 
will have under contract 600,000 kilowatts of power in excess of its requirements. 

The Mississippi Valley Generating Co. contract could have been 
written in a way which would have left no doubt that its purpose was 
the replacement of power to TVA. It is interesting, and I must say 
somewhat puzzling, that it was not so drafted. But, having made the 
replacement point dependent on a contract with TVA, the AEC has 
submitted a contract, which is clearly defective under the provisions 
of section 164, relating to replacement power. Because of this defect, 
the committee is without legal authority to act on the request for a 
walver. 

3. The dubious status of the proposed “memorandum of understand- 
ing” relating to the Dixon- Yates contract likewise creates substantial 
doubts as to whether section 164 has been complied with in the manner 
which would be required before a waiver could be considered. 

On November 5, 1954, representatives of the Atomic Energy Com- 
mission disclosed in their testimony that a “memorandum of under- 
standing” was to be executed between the contracting parties, dealing 
with a number of matters arising in connection with the Dixon- Yates 
contract (transcript, pp. 380-384). As of that date, the General 
Manager of the Atomic Energy Commission testified that this memo- 
randum of understanding was still not completed. The testimony 
further indicated, however, that the memorandum of understanding 
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would include a number of important substantive matters covered in 
the contract. and would state a mutual interpretation of some of the 
points in the contract on which there might be doubt as to what the 

contract itself means. The General C ounsel of the Atomic Energy 
Commission testified that the memorandum of understanding “would 
have legal standing in the courts” (transcript, p. 383). 

This raises two questions as to compliance with the terms of section 
164 of the act 

First, to the extent that the memorandum of understanding is an 
elaboration or interpretation of the contract, and to the extent that it 
fixed the meaning of otherwise doubtful provisions of the contract, it 
should be deemed a part of the contract. Like the basic document 
itself, therefore, the memorandum of understanding must be placed 
before the Joint Committee before any question of waiver under section 
164 could lawfully be considered. 

When the Atomic Energy Commission initially submitted the con- 
tract to the Joint Committee, but omitted to submit the memorandum 
of understanding together with it, the Commission was asking the Joint 
Committee to take waiver action outside the scope of what the statute 
authorizes. The transcript indicates, page 594, that the Joint Com- 
mittee has probably now come to this conclusion and has decided to 
require the memorandum of understanding to be submitted before the 
Joint Committee will consider the matter any further, but there is still 
a further question with respect to this memorandum of understanding. 

Even if the Commission should now submit a signed memorandum 
of understanding together with a signed contract, the status of the 
memorandum of understanding would still be so clothed in doubt as 
to raise questions whether the procedure required by section 164 was 
being complied with. This is because of the provision of section 8.21 
of the Dixon- Yates contract, reading as follows: 

SECTION 8.21. This Writing Constitutes the Agreement: This contract consti- 
tutes the entire agreement between the parties and supersedes all prior commu- 
nications or statements of the parties, whether written or oral, with respect to 
agreement as to the subject matter hereof. 

This language casts doubt upon the efficacy of the memorandum of 
understanding to accomplish the important substantive results it 
apparently is supposed to accomplish. It places the joint committee 
in the position of not being certain what is in and what is out of the 
contract with respect to which the joint committee is being asked 
to make a waiver. The statutory scheme of section 164 does not 
contemplate such a loose and indefinite procedure. 

The fact that no effort has yet been made to obtain the requisite 
approvals from the Securities and Exchange Commission would by 
itself make it premature for the joint committee to consider a waiver 
under section 164. 

We have covered this matter in considerable detail in a letter dated 
November 4, 1954, addressed to the chairman of the Joint Committee. 

For convenience, a copy of that letter is attached. 

At this point I should like to read the letter. The letter is dated 
November 4, 1954. 

Chairman Corr. Permit the Chair to suggest that you do not read 
the letter. It is before the committee. It has been before the com- 
mittee for some time. For the sake of expediting the hearing, will 
you please not read the letter? 
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Representative Honirretp. May I ask if any points that are in the 
letter are points that are not covered in the statement ? 

Mr. Votre. Yes; there are. 

Representative Hoxitrm tp. There is a difference. Is it repetition? 

Mr. Votre. No; it is not. 

Representative Price. Mr. Chairman, may I suggest, then, that he 
point out the difference ? 

Chairman Corr. Let the letter be inserted at this point, and then 
1 suggest you point out the differences. 

(The letter referred to follows:) 


This is in reference to the Dixon-Yates matter which is scheduled to be con- 
sidered today by the Joint Committee on Atomic Energy. 

It is understood that the Atomic Energy Commission has filed a request urging 
that the joint committee take special action under section 164 of the Atomic 
Energy Act of 1954 to waive the 30-day period required by law before a contract 
under that section could otherwise become effective. We have been asked by 
Hon. Frank G. Clement, Governor of the State of Tennessee, and by the Ten- 
nessee Valley Public Power Association to submit this letter on their behalf 
to the joint committee. 

The joint committee has previously announced that public hearings will be 
held on the proposed Dixon-Yates contract. In those public hearings it will be 
possible to develop in some detail the reasons why it would not be in the public 
interest for the joint committee to grant such a waiver, as well as the reasons 
why the proposed contract should be disapproved. However, the specific purpose 
of this letter is not to elaborate on those reasons but rather to invite the atten- 
tion of the joint committee to one factor which by itself suggests that at the 
present time it would be premature and inappropriate for the joint committee 
to consider whether such a waiver should receive its sanction. 

This factor arises out of (1) the serious issues which the proposed Dixon- 
Yates arrangement raises under the Public Utility Holding Company Act of 
1935; and (2) the fact that these issues have not yet been considered by, but 
rather have been expressly reserved by, the Securities and Exchange Commission. 

It is the position of a number of the interested parties that the proposed Dixon 
Yates contract would directly and seriously contravene the provisions and the 
policies embodied in the Public Utility Company Holding Act of 1935. As you 
undoubtedly know, the Holding Company Act questions have already been al- 
luded to and specifically reserved by the Securities and Exchange Commission 
for future determination as a result of a recent proceeding before that body. 
This occurred after Middle South Utilities, Inc., on September 1, 1954, filed with 
the SEC a declaration application seeking approval for the issuance and sale 
of 475,000 shares of Middle South common stock. On the basis of the papers 
initially filed by Middle South with the SEC, this proposed financing appeared 
to be a step in the direction of Middle South's ultimately acquiring its 79 per- 
cent interest in the common stock of Mississippi Valley Generating Co., which 
is to be the operating company under the proposed Dixon-Yates contract. Ac- 
cordingly, a number of interested groups filed with the Securities and Exchange 
Commission requests for a public hearing, calling the attention of the SEC to 
the serious nature of the issues raised under the Public Utility Holding Company 
Act of 1935. 

Those requests made the point that the proposed joint investment by Middle 
South and by the Southern Co. in Mississippi Valley Generating Co. would reverse 
the progress toward integration and simplification of public utility holding com- 
pany systems which it was the basic purpose of the Holding Company Act to 
achieve. They made the further point that the proposed acquisition would cre- 
ate undesirable extensions and interweavings of holding company system opera- 
tions in violation of section 11 (b) (1) of the Holding Company Act, as well 
as undue and unnecessary structural complexities in violation of section 11 
(b) (2) of the Holding Company Act. They made the further point that the 
proposed capital structure of the Missisippi Valley Generating Co. would violate 
the standards of sound utility financing embodied in the Holding Company Act 
and the SEC’s decisions thereunder, and would be clearly detrimental to both 
the interest of consumers and the public interest. 

As a result of those demands for public hearings, Middle South agreed to 
amend the declaration it had filed with the SEC. Furthermore, the SEC itself 
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indicated it was prepared to enter an order negativing any implication that it 
was giving approval to investment by Middle South in Mississippi Valley Gener 
ating Co. and specifically reserving all questions as to the propriety of such 
investment and its financing for future proceedings before the SEC. Under 
those circumstances the need for a public hearing before the SEC at that pre 
liminary stage was eliminated. Accordingly, with the consent of the parties 
who had requested the public hearing, the SEC entered an order dated Septem 
ber 23, 1954, approving the Middle South declaration application, as amended. 

That order specifically stated that those issues have been reserved. It makes 
it clear that all such issues are open for determination by the SEC in connection 
with any application by Middle South to acquire stock of Mississippi Valley 
Generating Co. (such as acquisition being contemplated by the proposed Dixon 
Yates contract) The specific language in the SEC order covering this matter 
is as follows: 

“The said persons so requesting hearings having subsequently advised the 
Commission that in view of the aforesaid representation by Middle South that 
none of the proceeds of the present offering would be used by it to make invest 
ments in Mississippi Valley except as might be authorized in other and subsequent 
proceedings before the Commission, and upon the understanding that the Com 
mission’s order would reserve all questions respecting the investment by Middle 
South in Mississippi Valley, including methods of financing such investment, until 
a proceeding involving such investment is before the Commission, they now con 
sider that a hearing is unnecessary ; and 

“The Commission having considered the foregoing, and finding that the issue 
so sought to be raised has been eliminated by an amendment to the said decla 
ration containing the aforesaid representation by Middle South, and that such 
issue will come before the Commission in subsequent proceedings in the event 
that Middle South seeks to invest any of its funds in Mississippi Valley, and 
that accordingly it is not necessary in the public interest or for the protection 
of investors or consumers that a hearing be held upon the present declaration, 
as amended: 

“Tt is ordered, Pursuant to Rule U—23 and the applicable provisions of the act, 
that said declaration, as amended, be, and the same hereby is, permitted to 
become effective as of September 22, 1954, subject to the terms and conditions 
prescribed in Rule U—24, all questions respecting the investment by Middle South 
in Mississippi Valley, including methods of financing such investment, being 
reserved for determination until a proceeding involving such investment in 
Mississippi Valley is before the Commission.” 

In the light of the foregoing and of the requirements of the Holding Company 
Act, it clearly appears that before the proposed Dixon-Yates contract could 
become effective it would be necessary for Middle South and the Southern Co. 
to appear before the SEC and to seek and obtain the approval of that body for 
their proposed investment in the stock of Mississippi Valley Generating Co. 
The issues which will be raised by such an application before the SEC, while 
somewhat complex, are extremely important and will require full exploration. 

Under the Holding Company Act the SEC is the agency which has been desig- 
nated by law to inquire into and determine issues of this nature, at least in the 
first instance. The SEC's inquiry will be very much akin to a judicial inquiry. 
Indeed, in testimony on October 7, 1954, before the Subcommittee on Monopoly 
and Antitrust of the Senate Committee on the Judiciary, the Chairman of the 
Securities and Exchange Commission stated: 

“That matter will be something which the Con‘mission passes upon in its 
judicial capacity, and I would think that as long as the Commission has that 
matter before it in its judicial capacity, when it gets it, that that matter is some- 
thing which the Commission must hold to itself pending the decision of the case. 
I would take that position, and I would recommend to my fellow Commissioners 
that that position be taken with respect to anything which is pending before us 
in a quasi-judicial capacity.” 

It is assumed that the Joint Committee on Atomic Energy would not wish to 
foreclose or to limit in any way the fullest possible inquiry by the SEC into the 
important issues raised by this proposed Dixon-Yates contract under the Publie 
Utility Holding Company Act of 1935. And in the light of the fact that these 
grave issues exist, and in any event must be inquired into by the SEC, there would 
appear to be serious doubts as to the desirability and the appropriateness of the 
joint committee giving consideration to the waiver request at the present time. 
For at the present time it is still very uncertain what would be the views of the 
SEC, after a full hearing, as to whether this proposed Dixon-Yates arrangement 
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could be entered into consistently with the Holding Company Act. On these 
important issues under the Holding Company Act, the views of the SEC may 
have a high degree of importance to the joint committee in considering whether 
the extraordinary step of granting this waiver should be taken. 

As you know, the parties on whose behalf this letter is submitted strongly 
believe that the fullest possible open and public hearings on the Dixon-Yates 
matter are essential in the public interest. 

Sincerely yours, JOSEPH VOLPE, Jr. 


Senator Gore. Will the Chair supply a copy of the letter? 

Chairman Corex. It is before us. 

Senator Gore. I have not seen a copy. 

Chairman Coir. The letter to which counsel has referred is attached 
to the statement which counsel has submitted to members of the com- 
mittee; is that not correct ? 

Mr. Votre. Yes, sir. 

Chairman Corr. Proceed. 

Mr. Votre. The points which we urged in that letter are reinforced 
by what appears in section 8.15 (1) of the Dixon-Yates contract, 
which makes it clear that the obligations of the parties are subject to 
the receipt, among other things, of the requisite approvals from the 
Securities and Exchange Commission. The contract says that these 
approvals shall be “in form and substance satisfactory to the com- 
pany. 

The joint committee has no way of knowing whether such SEC 
approv: a will ever be obtained; or if obtained, whether they will be 
obtained on an unconditional basis, or on some qualified and condi- 
tional basis that materially affects the substance of the Dixon- Yates 
contract. For example, in the EEI and OVEC cases the Securities 
and Excliange Commission authorized departures from the standards 
it custon rarily applies under the Public Utility Holding Company 
Act of 1935. It based its action on urgent power nec essities for atomic 
energy facilities—a consideration admittedly not involved here. 

Even in those cases, however, the Securities and Exchange Com- 
mission attached conditions retaining its jurisdiction, so that the SEC 
could examine at a subsequent date the unusual arrangements for 
holding company ownership of the operating company involved. 

Accordingly, the question of waiver is not yet properly before 
the joint committee for consideration. 

Mr. Chairman, since I did not read the letter of November 4, I 
might say at this point that the other question raised in the letter 
was this: 

The Securities and Exchange Commission sits as a quasi-judicial 
body. I raise with the committee the question of whether an action 
by this committee at this time would be proper or appropriate in 
view of the important statutory responsibilities which the Securities 
and Exchange Commission has to carry out under the Public Utility 
Holding Company Act of 1935. 

5. The sketchy and preliminary status of the Mississippi Valley 
Generating Co. likewise indicates that the question of waiver is not 
yet properly before the joint committee under section 164. 

The Dixon-Yates contract discloses that the only part to it, other 
than the Commission itself, is the Mississippi Valley Generating Co. 
This corporation, newly formed under the laws of Arkansas, is still 
an empty shell. Its two sponsoring companies cannot pay in a penny 
by way of capital contribution until they receive the requisite 
approvals from Securities and Exchange Commission. 
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Presumably Mississippi Valley Generating Co. presently has no 
assets and no established financial responsibility, and its emergence 
as something more than an empty shell will depend upon actions to 
be taken by the two sponsoring companies. In addition, the Dixon- 
Yates contract does not contain any guaranty by the sponsoring com- 
panies, Middle South Utilities and Southern, of any of the obliga- 
tions undertaken by Mississippi Valley Generating Co. 

Despite the fact ‘that the status of Mississippi Valley Generating 
Co. is thus dependent on the sponsoring companies, there has not been 
submitted to the joint committee any of the agreements which form 
the basis of participation by the sponsoring companies. 

The “whereas” clauses of the Dixon-Yates contract recite that the 
sponsoring companies have agreed to subscribe to and purchase for 
cash the capital stock of Mississippi Valley Generating Co.; yet this 
agreement, which is an integral part of the Dixon-Yates arrange- 
ment, has not been submitted to the Joint Committee. In addition, 
section 2.02 of the Dixon-Yates contract, dealing with “interconnec- 
tions with sponsoring companies” provides that Mississippi Valley 
Generating Co. “is entering into a contract or contracts with the 
sponsoring companies or subsidiaries thereof” to cover this vital 
matter. 

But this “contract or contracts” presumably have not yet been 
completed, and in any event remain unsubmitted to the Joint Com- 
mittee though an integral part of the Dixon-Yates arrangement. 

These unusual circumstances justify suggesting to the joint com- 
mittee that what has been submitted to it falls short, on this ground 
alone, of constituting the entire contract which section 164 contem- 
plates before a waiver can lawfully be considered. 

For the foregoing reasons, and entirely apart from the gross inade- 
quacies of the contract itself, legal requirements render it inappro- 
priate for the joint committee to consider the waiver question at this 
time. 

That concludes my statement. 

Chairman Corr. Thank you, Mr. Volpe. Permit the Chair to make 
the observation in connection with the first point which you have 
raised with respect to the legislative intent of the 30- day-period 
clause and the waiver of it, as far as the legislative history of that 
provision in the law is concerned when the Joint Committee had the 
draft bill before, the draft contained a provision requiring the pro- 
posal to lie before the Joint Committee for a period of 30 days while 
the Congress was in session before it could become operative. 

The point was raised at that time that circumstances might develop 
and it might become advisable in the opinion of the Joint Committee 
that the Congress—pertaining to the requirement that the matter lie 
before the Congress for 30 days while it is in session—it might be- 
come advisable to waive that condition. So the suggestion was made 
by the chairman that the words “conditions of” be inserted in the 
draft bill pending before the committee at that time. 

So at least in the opinion of the Chair there is no doubt whatever 
of the intention of the Joint Committee or at least the majority of 
them when this provision was adopted, that the Joint Committee did 
have the authority to waive the conditions of the 30-day period, that 
condition being that it lie before the committee for 30 days while the 
Congress was in session. 
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To repeat, the original draft did authorize the committee to waive 
all or any portion of the 30-day period. The committee by formal 
action added the further proviso that the committee might waive the 
conditions of the 30-day period, the effect of which was that the pro- 
posal lie before the Joint Committee for 30 days while the Congress is 
In session. 

While it is true that the testimony and discussion on this point is 
included in the minutes of the committee during an executive session, 
I am certain that the minutes of that session, if and when released by 
the committee, will verify what the Chair has said. 

Mr. Voter. I would only say, Mr. Chairman, that the legislative 
history just cited by the chairman, of course, was not available to 
counsel. 

I would again say that I think that an interpretation of the lan- 
guage itself, that is, the words actually used, is susceptible to dis- 
agreement between lawyers. In my opinion, it is reasonably clear 
that the language used does not convey the authority. 

Chairman Cotz. The purpose of the Chair in giving the expression 
which he has just given is to indicate to whomever in the future might 
have occasion to delve into the minds of those who had something to 
do with this matter the suggestion that they might inquire into the 
minutes of the Joint Committee when this language was adopted by 
the Joint Committee. 

Are there questions from members of the committee of Mr. Volpe? 

Representative Hortrrerp. Mr. Chairman. 

Chairman Coir. Mr. Holifield. 

Representative Horirievp. I think the chairman has substantially 
stated what was in the minds of the majority of the members of the 
committee itself in drafting this legislation. However, I want. to 
point out that there were serious doubts on the part of some of us 
that the waiver provision was not encroaching upon the prerogatives 
of the Congress as a whole and possibly to some extent upon the execu- 
tive department. 

We had this subject up in more detail in Public Law 155. At that 
time I made a speech on the floor opposing it in which I made the 
point that the Congress had no right to sit in judgment and try to 
effect beforehand acts of the executive department. They were subject 
to the law and that should maintain, that we should not put ourselves 
in the position of trying to form executive acts. 

Also, when this particular waiver came up I opposed that in the 
committee on the same grounds. 

Now I point out that although the majority of the committee may 
have had that in mind, the purpose which the chairman is right in 
stating, that language was modified on the floor of the Senate by the 
Ervin substitute to the Ferguson amendment. The language as passed 
out of the committee was not the final language as now written into 
the law. Therefore, I think that the intent of the language as it now 
exists would be a matter of court interpretation. 

I believe that the gentleman has made one of the most pertinent 
statements here that we have had. Particularly has he addressed him- 
self to the point of whether this committee should waive or not. 
Admittedly a great deal of the testimony and a great deal of the ques- 
tioning, including the questioning of this member, has not been upon 
the point of waiver. 
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The gentleman brings up some points which to me are very per- 
suasive. The mentjon of sections 51 and 61, which do pertain to very 
important questions and which have similar language in them, indi- 

cates the importance of this decision that the committee may have to 
make on deciding whether we should set the precedent of a waiver or 
not. Certainly if we do at this time waive when Congress is not in 
session there will be no reason why we should not waive in the future 
on sections 51 and 61 to look at it as a matter of precedent. 

The witness’ testimony on page 5 is very persuasive when he indi- 

cates that the word “such” in the proviso refers to the only 30-day 
period mentioned, which is in the body of the Ferguson amendment. 

It seems to me that pins down very clearly the fact that we are talk- 
ing about the 30-day period when the contract should lie before the 
Congress. His language on that is very persuasive to me and that 
type of testimony has not been given to this committee to date. 

On page 6, that this power was not claimed in the committee report 
is also persuasive as far as the legislative record is concerned in con- 
sideration of the House and the Senate. 

I did not quite understand the testimony in the second part of 
page 7. I wonder if the gentleman would clarify that paragraph just 
a little bit? 

Mr. Votrr. Mr. Holifield, at this point I attempted to point out 
certain provisions of the contract which clearly indicate a contrary 
intent, at least insofar as the contracting parties are concerned, that is, 
an intent contrary to the one stated here by General Nichols and 
Chairman Strauss, namely, that this power is being contracted for as 
replacement power for TVA. 


These sections, and perhaps we might look at them, indicate or at 
least reinforce the position that this power is for the Atomic Energy 
Commission. Asa matter of fact, these provisions I referred to place 
certain restrictions on how the Commission may use the power once 
the plant is built and delivery is commenced. 

Section 305, for example, reads as follows: 


The AEC shall have the right to resell or dispose of any part of the power 
and energy to which it is entitled hereunder at any time to any public or private 
successor operator of a project or any portion thereof, or to any other agency of 
the United States Government for consumption at the site of a project. 

Project is defined in the contract as follows: 


Section 1.09. Project shall mean the Oak Ridge installation, the Paducah in- 
stallation, or the Portsmouth installation of the AEC or any other AEC installa- 
tion for which it may be lawful for the AEC to receive electric utility service 
under this contract. 

Taking this section and other sections of the contract and finding 
that there is no other provision which expressly provides freedom to 
the Atomic Energy Commission to do otherwise, one wonders how, 
under the provisions of this contract, this power will be provided, say, 
to the city of Memphis as was testified here by the Commission 
witnesses. 

Representative Hoxirretp. Is it the point of the witness that the 
authority is conflicting between these sections? That one section 
apparently allows the use of the power in the named atomic facilities, 
while the other section only allows the release of it to TVA; that is, 
of AEC to TVA? 
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Mr. Votre. No. Let me see if I can clarify this point before we get 
terribly involved. The testimony here has been that this power is for 
replacement power to TVA. This is a complicated contract. 

In the limited time that I have had I have tried to analyze it and 
study it. The analysis and study that I have made of the suggestion 
to me that this contract—let us assume we did not know of this inten- 
tion to provide replacement. power to TVA—it would seem to be 
written for the express purpose of providing power and energy to the 
AKC for an AKC installation. ‘As a matter of fact, the contract con- 
tains certain restrictions on the AEC as to what can be done with 
that power in the event the Atomic Energy Commission no longer 
needs the power for Atomic Energy Commission installations. 

Representative Horirrevp. It is not buying power for the Atomic 
Energy Commission installations. It is buying for the city of Mem- 
phis. 

Mr. Voter. That is what they said. But I don’t find it in this con- 
tract. May I say really the only point I wish to make on this—and 
| think the only point that is pertinent to this committee—is whether 
or not the committee has before it a contract under section 164 of the 
Atomic Energy Act. I believe it does not because it does not have 
before it a contract for the replacement of power to TVA. 

Representative Price. Will the gentleman from California yield at 
this point 

Representative Horirteitp. Will you let me pursue this point be- 
cause it is very complicated ? 

Representative Price. I merely want to say that the committee 
feels the same way about that. We recognize the fact that we do not 
have that before us. 

Representative Honirtetp. As I read section 7.07, it seems there that 
“if the power requirements of AEC at the projects are so reduced that 
it will no longer require service hereunder, the AEC may assign to 
TVA the right to power and energy hereunder in accordance with 
the terms hereof.” 

The projects are somewhat distant from this one 

The projects are somewhat distant from this area. Let us assume 
that. at the Paducah plant they decide to go on half-time and they 
decide to turn back to TVA half of their commitment of power. This 
section does not give, in my opinion—or maybe I shouid put this in 
the form of a question—does this section give them the right to turn 
back Shawnee-produced power at Paducah to the TVA, or does this 
refer to the power and energy which is being contracted at West 
Memphis? 

Mr. Votre. This does not deal with Shawnee. 

May Ef point out, Mr. Holifield, that it is relevant to the point we 
are discussing that you read on in that section because you stopped 
before a very ‘essential point. It says in that section— 





acceptance of such assignment— 


That is acceptance by TVA of such assignment by AEC to the 


TVA— 
and notice thereof to the company by the AEC shall have the effect of the de- 
livery of a notice of termination by the AEC at the earliest possible date under 
section 7.02. 

In other words, if the Commission should attempt to assign this 
contract and the power and energy under it in accordance with the 
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provision of this section, and if it is acce pted by TVA, it would con- 
stitute an automatic notice of termination of the contract by the 
Atomic Energy Commission. 

Representative Hoirietp. Then that would constitute what is called 
the notice period, would it not? 

Mr. Votrr. That is right. 

Representative Horie tp. What happens when the notice period 
comes into effect ¢ 

Mr. Votre. What happens is found in sections 7.02, 7.03, 7.05, and 
7.06 and that is pretty complicated. 

Representative Hox.irietp. The result is substantially the fact that 
AEC no longer has use for the power, it gives notice of termination, 
and after that. notice of termination, which I believe has to run 3 
years, occurs, the Dixon-Yates people must absorb 200,000 kilowatts 
per year for 6 years, or they may with the concurrence of AEC absorb 
the complete 600,000 in the first year. 

Mr. Voter. That is right. 

Representative Hotirretp. Will the witness please answer vocally, 
as a nod is not audible to be heard ¢ 

Mr. Votre. That is my understanding, Mr. Holifield. 

Representative Hoxirreip. We find really that this contract upon 
such action of the AEC would in effect give to the Dixon- Yates people 
the right to absorb not less than 100,000 kilowatts at the end of the 
fourth year and the maximum right to absorb 600,000, or the right to 
take it back at 100,000 a year for 6 years upon such notice ¢ 

Mr. Votre. That is right, sir. 

Representative Hotirieip. Is it the witness’ contention that, this 
assignment to TVA for the use of the city of rare constitutes 
under these conflicting statutes what might be called a notice of 
termination ? 

Mr. Votre. As I read section 7.07, this seems to be what is intended. 
Let me just throw out this one caution. As I said in the beginning 
this is a very complicated contract. I saw it for the first time when 
it was released here. 

Chairman Cox. On that point, if the gentleman will permit, it is 
true, is it not, that the contract has been published and was in the 
public press although the publication was not official ? 

Mr. Voter. Mr. Chairm: an, I understand, as a matter of fact I know, 
that the contract appeared in the St. Louis Post-Dispatch. I was out 
of the city when the St. Louis Post-Dispatch was obtained by my 
office and I did not see this contract until it was released here. 

Representative Hoxirm.p. Pursuing my original thought, then, 
from your reading of the contract would you say ‘that the Gover nment 
incurred certain obligations which must extend for the period of 2 
years regardless of notice of termination? I am speaking now in par- 
ticular in regard to the provisions for amortization, the provisions for 
Government guarantee of capacity, absorption by a $40 million can- 
cellation clause and other commitments of like nature. 

Mr. Voure. Mr. Holifield, as I understand this contract it will run 
for a period of 25 years unless the Atomic Energy Commission decides 
to terminate. If the Commission decides to terminate it, then it has 
to pay certain cancellation charges. 

Depending upon when the Commission decides to terminate, these 
cancellation “charges may run $50 million, and under certain circum- 
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stances it is conceivable that they will run substantially higher than 
$40 million. The contract, of course, also makes renee for absorp- 


tion of the power by the company so as to reduce the cancellation 
charges. 

Representative Ho.irrecp. If the company does absorb the power 
at the end of the sixth year at the rate of 100,000 a year, can you tell 
me if the Government has any continuing obligation either as to cancel- 
lation or as to guarantee of the bonds? 

Mr. Votre. I believe not, Mr. Holifield. 

Representative Horirreip. That was one point I wanted to clarify. 
As long as they are using any part of the power up until the comple- 
tion of the sixth year, assuming absorption each year of 100,000, the 
Government does have the obligation. 

Mr. Voure. It is more than that. It is not dependent upon use. The 
extent of the Atomic Energy Commission’s obligation is dependent 
under certain conditions on the ability of the company to absorb the 
power. In other words, the Commission may not be using the power 
but the company may not be able to absorb the power. Under those 
circumstances, the Atomic Energy Commission’s responsibility and 
obligation of payment continues. 

Representative Horirrevp. For the complete annual charge of nine- 
million-some-odd-thousand dollars ? 

Mr. Votre. That is right. 

Chairman Corre. Would the gentleman permit an interruption to 
see if we can reach some amicable determination of further procedure ? 

Representative Ho.irtetp. Surely. 

Chairman Corr. As the committee knows, the Chairman of the 
Board of the Tennessee Valley Authority has been called as a witness 
and spent at least Friday and Saturday of last week in the committee 
room anticipating he might be called. Over the weekend he was 
given assurances that he w ould not be called earlier than 3 o'clock this 
afternoon. He has come up purposely today to give his testimony 
which all of us are anxious to hear. 

In view of the fact that Mr. Volpe is in the city and is available a 
any time, would it be agreeable to suspend with Mr. Volpe at this time 
and renew his interrogation later ? 

Representative Horirreip. That would be agreeable. I am anxious 
to accommodate the witnesses in any way possible. 

Representative Van Zanpr. Mr. Chairman, is it not true that Mr. 
Volpe is representing the Governor of Tennessee ? 

Mr. Votre. That is right. 

Representative Van Zanpr. Will not the Governor be here to- 
morrow ¢ 

Mr. Vorrr. The Governor has been notified that the committee 
would like to hear him. 

Chairman Cote. The Governor has been assured as I announced 
that he would be heard tomorrow afternoon providing a quorum of 
the committee agree with the Chair. 

Thank you; you will be excused for the moment and we will be in 
touch with you. 

General Vogel. 

While General V ogel is coming to the chair, permit the Chair to 
announce the receipt “of a telegram which has just been received by 
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the chairman addressed to the Joint Committee from certain Members 
of Congress. The communication reads: 


We are still very much interested in the location of steam-generating plant 
at West Memphis through use of private funds and hope your study will con- 
vince committee that the contract is satisfactory as stated by Federal Power 


> 


Commission and Atomic Energy Commission. Drought for 3 years has so 
seriously handicapped our economy we are anxious for any development of this 
kind to be promptly undertaken. 

The wire is signed by Oren Harris, Brooks Hays, J. W. Trimble, 
and Wilbur D. Mills. 

Chairman Cote. General Vogel, do you solemnly swear the testi- 
mony you are about to give in the proceeding before this committee 
will be the truth, the whole truth and nothing but the truth, so help 


you God? 
General Voceu. I do. 


TESTIMONY OF BRIG. GEN. HERBERT D. VOGEL, CHAIRMAN, 
TENNESSEE VALLEY AUTHORITY 


Chairman Corr. First let me express the appreciation of the com- 
mittee, General, for your indulgence and your patience. We are happy 
to welcome you today and have the benefit of your views and your 
judgment on this matter. I may say I am not certain whether you 
were in the the room on Saturday when the question arose as to an 
opportunity that might be given for an expression of views of mem- 
bers of the board of TVA which are not in agreement with your own 
views. 

The Chair stated at that time that you had assured me you would 
undertake to give expression to those divergent views to the best of 
your ability. So will you please have that in mind? I speak of 
that only as a reminder of the understanding between you and me 
and the explanation of the committee. 

General Vocet. Mr. Chairman, gentlemen, I can assure you it is a 
real pleasure to me to be here with you. 

Senator Gore. Mr. Chairman, would you mind stating again that 
understanding between the chairman of this committee and the Chair- 
man of TVA? Was that an understanding between the committee 
and General Vogel, or just between the Chair? 

Chairman Cote. The Chair stated it was an understanding between 
the Chairman of TVA and of the Chairman of the Joint Committee 
and explained the basis for it. At the time questions were being 
asked by Mr. Holifield of members of the Atomic Energy Commis- 
sion with respect to the viewpoint of members of the TVA Board. 
The Chair at that time raised the point whether it might not be more 
appropriate for those expressions of divergence to come from the 
TVA Board itself. 

In connection with that statement he reported the statement made 
to him by the Chairman of the Board that it was his intention to 
undertake to give expression to the divergence of views. 

Representative Price. Mr. Chairman, I do not understand the 
agreement. 

General Vocret. There is no agreement. I think I can clarify that 
if I may be permitted. Although I have prepared this as a personal 
statement, 1 have attempted therein to honestly and fairly reflect 
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the views of the other members of our Board, except as I have on 
one occasion used the first person pronoun singular. I might state 
now that the principle—— 

Chairman Core. Before you go further in order that you may have 
the full benefit of concentrating on what you are going to say because 
it is important to you and other members of the Board and important 
to the committe, may we have the photogr: iphers s complete their 
mission as soon as possible and then will you continue with the 
statement. 

General Vogren. As I started to say, the principle is not the only 
difference among us. I refer to the other Directors of the Tennessee 
Valley Authority and myself. I am more optimistic about the 
ability of our staff to formulate with the staff of AEC an agreement 
after the consummation of the presently discussed contract. 

Chairman Coir. Which contract are you talking about ? 

General Voce.. The presently discussed contract, the Dixon- Yates 
contract. 

Representative Price. Mr. Chairman, if there is an area of dis- 
agreement here I think each one of the members of the Board should 
be called on to testify before this committee. 

General Voger. I think, sir, if you will hear my statement and let 
me point out any points of difference which may exist, that could be 
determined at that. time. 

Representative Prick. What is the disagreement? Is it you and 
2 others or 2 and 1 or are you and another in agreement / 

General Vocrex. I would say we are of varying opinions as to degrees 
of ease of effectuating an agreement among ourselves and the AEC. 

Chairman Coir. Would it not be better that we listen to the Chair- 
man’s statement and then interrogating / 

General Voce. I would like the privilege of making my statement 
and ask the privilege of clarifying. 

Representative Price. I do not know whether you can clarify it 
or not if there is an area of disagreement. I move that we hear the 
other members of the Board. 

Chairman Coir. The chairman will proceed with his statement and 
any member of the committee who wishes to may question you on 
your statement upon your completion of it. 

Representative Price. I will withhold my questions until the con- 
clusion of the statement. 

General Voorn. My statement will be brief. I am concerned with 
the contract in question primarily as it bears upon a subsequent agree- 
ment to be negotiated with AEC and as it affects the ability of TVA 
to meet its future power requirements. 

The proposed contract between the Atomic Energy Commission 
and the Mississippi Valley Generating Co. is based on a consideration, 
first, that AEC would release to TVA 600,000 kilowatts of power 
which TVA had previously contracted to supply AEC so that the 
released power can be used by TVA for meeting the power demands 
in the TVA area rather than by TVA adding capacity to its own 
system. And, second, that the power released by AEC to TVA will 
be replaced with power fed into the TVA system for AEC’s account 
by the Mississippi Valley Generating Co. 

Under the AEC-MV GC contract, AEC will obtain power not in 
the vicinity of AEC’s load but in the vicinity of Memphis. While 
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TVA/’s loads in that area are presently less than the 600,000-kilowatt 
capacity of the proposed MVGC plant, it must be noted that this is 
a rapidly growing industrial region and its future requirement cannot 
be accurately determined at this time. 

My predecessor, about last December, estimated a need for between 
500,000 and 600,000 kilowatts in the relatively near future and TV A’s 
proposal for a steam plant at Fulton contemplated an initial installa- 
tion of 450,000 kilowatts. 

At AEC’s request the TVA staff has reviewed the 


proposed con 
tract between MVGC and AEC and a number of sug 


gestions have 
been offered. The purpose of this has been to prevent the develop 
ment of any unnecessary physical problems in receiving the powe1 
on the TV A’s system an | delivering the equ valent to AEC and the 


suggestions of TVA have been adopted by AEC and included in the 
contract. 
In reviewing the AEC-MVGC contract and in the negotiatio 


bet weeh TVA and A Le . both agencies have pl ceeded on the premise 
that equitable adjustments can. be made in the AEC-TVA Paducah 
contract whereby TVA will bear only those costs which are com 
mensurate with the benefits received. — 


Negotiations have now been in progress for 2 months, but during 
this time considerable progress has been made. One thing is certain: 
The TVA will continue to meet the national needs as evidenced by 
AEC and an equitable agreement can certainly be worked out between 
two agencies of the same government. 

The Board of Directors of TVA is mindful of the strone interest 
of the municipalities and rural electric cooperatives distributing 
power in this area and their interests have been respected in the 
negotiations with AEC. It is expected that they can be reassured 
as to the effects of the contract on existing rates. 

It is the responsibility of the Tennessee Valley Authority to meet 
the power needs of the area, including those of the Armed Forces 
with facilities therein, and AEC. Demands are growing rapidly and 
it has been assumed that the power to be produced by the MVGC 
plant will be available to meet those needs in 1957. 

Now, I state that I believe personally that the best interests of all 
concerned will be served if construction is allowed to begin promptly. 
Unless the 30-day waiting period is waived, construction could not 
begin until next spring. 

Chairman Coir. Are there any questjons from members of the 
committee ¢ 

Representative Hinsuaw. Mr. Chairman, I stated last week when 
the TVA representative was before the committee that I would request 
any additional or similar contracts that the TVA might have made 
with private power contractors with the TVA. 

Do you have any such similar contracts? 

General Vocet. If I understand your question, sir, similar con 
tracts between TVA and the private power interests ? 

Representative Hinsuaw. Yes. 

General Voce... I am informed by Mr. Wessenauer, our manager 
of power, that we have no such contracts in the form of contracts. 

Representative Hinsuaw. You arrange, however, to purchase 
power from other public utilities? 
















































General Vocer. On the basis of agreements which have been pre- 
viously worked out among the various private power suppliers in the 
vicinity; yes, sir. 

Representative Hinsnaw. Those are not in the form of contracts, 
you say ¢ 

General Voce. I am so informed by Mr. Wessenauer. What has 
been referred to, sir, are the long-term contracts which are similar to 
the ones which you express. 

We have short-term contracts for the intermittent supply of power 
as may be required. 

Representative Hrnsuaw. What proportion of your annual power 
needs in the TVA do you purchase from outside sources? 

General Voce.. It is a very small percentage; I would imagine 
around 8 or 10 percent. 

Representative Hinsuaw. Are these purchases solely for the pur- 
pose of meeting the AEC loads or do they have other purposes ? 

General Voce. We have had other purposes from time to time. 
Of course, the large obligations placed upon us by AEC has practi- 
cally brought it to the point that they are the ones which are supplied 
by most of these contracts that are made from time to time. 

Representative Hinsuaw. What proportion of your generating 
load = ntly is installed largely for the benefit of AEC? 

Genera! Voce... I wotild imagine at the present time, sir, it is around 
33 percent. By the end of 1957, the time at which we are looking 
to in this particular contract, it will be 50 percent. 

Representative Hinsnaw. That includes the given contract, the 
presently considered contract ? 

General Vocen. Well, it will be 30 percent of the contract, and 50 
percent of the energy, including the contract ; yes. 

Representative Hinsnaw. I wonder if you could state for the com- 
mittee the amounts in kilowatts, in terms of kilowatts of capacity ? 

General Vocret. We are presently obligated to furnish the Atomic 
Energy Commission in the neighborhood of 3 million kilowatts, 
1,200,000 is at the Paducah plant and in excess of 1,700,000 is at the 
Oak Ridge plant. That is out of a total power production of approxi- 
mately a little bit in excess of 5 million kilowatts. 

Representative Hrnsuaw. Well, then your generating capacity in- 
stead of being 30 percent for AEC is more nearly 60, as my rapid 
figuring would indicate ? 

General Voce. No; I think my figures may have been wrong then. 
I think we are getting confused as between our figures at the present 
moment and our figures in 1957, which is the time established by the 
contract which we are considering here. 

Representative Hrnsnaw. I think it would be well to place in the 
record those at the present moment and as of 1957, considering the 
fact that this contract went into effect, that is, considering that the 

contract would go into effect, that is, not that it is being a fact. 

General Voce.. Referring, sir, to the figures as of the present, our 
present load delivered to AEC is 2,340,000, and that is on the line at 
present, and our present capacity against that is 6,600,000. 

Representative Hinsuaw. Percentagewise, then, that would be about 
35 percent ? 

General Vocer. Around 35 or 40 percent; yes. 
Representative Hinsuaw. Forty percent; yes. 
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Can you give that also in terms of the load of AEC at the present 
time? ‘In other words, the present load is up to capacity, or is there 
some available capacity over and above the load? 

General Voce. No, sir; it is up to capacity. 

Representative Hinsuaw. It is? 

General Vocren. Yes. 

Now, if I have not answered pase questions, as I understood them 
at the first, the figures for 1957, or the close of 1957, as anticipated, 
would be an AEC demand of 2,8: 5,000 kilowatts against capacity of 
around 20 million. 

Representative Hinsnaw. That is, you will have developed nearly 
4 million kilowatts in the meantime ¢ 

General VoceL. Yes, sir; we will have developed 3,400,000. The 
actual figure I gave you, the round figure, Is the actual figure. That 
would be capacity of the TVA system of 9,533,000 kilowatt-hours. 
That is kilowatts. With the Dixon-Yates sink as proposed, in oper- 
ation, that figure then would become 10,133,000 kilowatts. 

Representative Hinsuaw. Then you are including in that 1957 figure 
the Dixon- Yates plant? 

General Voce. Yes, sir. 

Representative Hinsnaw. If the Dixon- Yates contract is not placed 
into effect, then you would have remaining about 9,400,000? 

General Vouer. We will have a demand of 9,800,000 kilowatts 
against a capacity of 9,533,000 kilowatts. 

Representative Hinsnaw. What is that again? 

General Voce. We will be short by the end of the year, 1957, a total 
of 217,000 kilowatts. 

Representative HinsnHaw. Does that leave into account any excess 
for breakdowns? 

General Voce. It leaves no margins. 

Representative Hrnsnaw. No margin whatever? 

General Voaren. No, sir. 

Representative Hinsuaw. What do you consider to be a reasonable 
margin for that size system ? 

General Vocren. We have figured that somewhere between 5 and 10 
percent is a very small margin. 

Representative Hrnsuaw. If it is 10 percent, you have 945,000 kilo- 
watts, less 235, or about 700,000 kilowatts; is that right? 

General Vocer. At a 10-percent margin; yes, sir. 

May I beg your didlaen ance a moment? Mr. Wessenauer has some- 
thing that he wishes to point out. 

Mr. Wessenauer points out. that the figure which I gave you of 9 
533,000 does allow for machine outage but does not provide for any 
margin of surplus. 

Representative Hinsnaw. That is a machine outage for mainte- 
nance, ordinarily required by any powerplant ? 

General Vocren. Yes, but it does not provide any margin for an unex 
pected increase in the demand load. 

Representative HrxsHaw. Now, obviously, if that is the case, you 
need additional power sources, do you not é 

General Vocren. We feel that we do; yes, sir. 

Representative Hrnsnaw. Where should that power source be lo- 
cated, without regard to this contract ? 
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General Voce... Without regard to this contract, it should be located 
somewhere in the vicinity of Memphis. Now, if it were a little bit 
on the north side of Memphis, it would be more convenient from the 
standpoint of the Tennessee Valley Authority, because it would tie 
in more readily to our lines. But we would still need a large part of 
this power in the vicinity of Memphis. 

That is not all of it at the moment because the present demand and 
the present use of power by Memphis is in the vicinity of 300,000 
kilowatts. There has, however, been fairly large increases, about 
50,000 kilowatts in the last 2 or 3 years, or rather 70,000 in 2 years, I 
am told. 

It certainly seems reasonable to me that in the next few years that 
growth will continue at Jeast at the same, if not a greater, rate. We 
are now getting into the field of personal prognostications. 

Having lived m: ny years in the Mississippi Valley, I may talk some- 
whi at like a member of the chamber of commerce of Memphis. I have 

feeling that the growth of that city is going to be very, very large 
in the next few years. That is particularly true in view of the large 
development which has been made on President’s Island, and where 
already industrial concerns are beginning to place themselves. 

I have heard some economists and prognosticators predict that by 
the year 2000 Memphis will be the largest city in the United States. 

Representative Hinsuaw. Of course, Los Angeles would deny that. 

But I want to know what the figure is on the estimated load growth 
in the Memphis area ? 

General Vocet. In 1954, Memphis had an actual peak load of 241,200 
kilowatts; in 1953, an actual peak load of 292,800 kilowatts; in 1954 
an actual peak load of 304,200 kilowatts; and estimated for 1957 is a 
peak load of 450.000 kilowatts. That is the estimate of our staff. 

Representative Hinsuaw. That is a load growth of approximately 
50,000 kilowatts per year. 

General Vocer. It was a little less than that; just about that. 

Representative Hinsnaw. Does the TVA have a present tiein with 
either of the two companies involved in this proposed contract, or both 
of them? 

General Vocret. We have transmission ties with the Southern Co., 
and with Mid-South Utilities. 

Representative Hinsuaw. Do you purchase any power from them 
at the present time or do you sell it? 

General Vocret. I think we are purchasing rather than selling now, 
but that is just a day-to-day arrangement. 

Representative Hrnsuaw. That is on an excess-power requirement 
and an excess basis ? 

General Voge.. Yes, sir. 

Representative Hinsnaw. Of purchase? 

General Voce. Purchase; yes. 

Representative Hinsnaw. Have you any figures to indicate what 
power is being purchased from either or both of those companies at 
the present time? 

General Vocet. We can obtain those for you. We do not have them 
right here with us at the moment. 

Representative Hiysnaw. I think, if we could obtain those, they 
ought to be placed in the record. It will be quite satisfactory. 
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I gather that this statement, down to the end of and including the 

first portion of the last paragraph of your statement, is concurred in 

by the balance of the members of the TVA board, is that correct ? 
(The information referred to follows :) 


Net energy received by T'VA from interchange with those companies during 
September 1954 


Company | 
Southern Services = . 4 200 100 | Off-peak 
Mississippi Power & Light Co ; 49. 193.300 | Around-the-clock 
General Voce. To the best of my knowledge, sir. I have discussed 


the matter with them, and I repeat that there has been some doubt in 
their mind as to the ease with which we may ve able to formulate an 
agreement with the Atomic Energy Commission which would consti- 
tute a revision of our Paducah contract. However, they are in agree- 
ment that if that contract can be modified on the basis that TVA will 
bear only those costs commensurate to the benefits received that they 
would have no further objection to it. 

Representative Hinsuaw. Then the statement in the last three lines 
is exclusively your own? 

General Vogex. I accept full responsibility for that, sir. That is 
based on my feeling as an engineer that the foundation conditions 
which may be encountered are such that if construction is to proceed 
expeditiously it should be during the period of low water. 

Representative Hinsnaw. Now, I think that I would like to ask 
you the $64 question, in my mind at least, and that is, Do you believe 
that this is the best kind of an arrangement for the TVA or do you 
believe that the TV A should construct its own additional steam plant ? 

General Vocei. TVA has taken the attitude that the decision has 
been made for it and that, in lieu of an opportunity which has been 
decided, to build its own powerplant, that this constitutes a means 
of providing the necessary power to the area without damage to the 
Tennessee Valley Authority. 

Representative Hinsuaw. I did not quite get that next to the last 
word, 

General Vogret, That this constitutes a method whereby power may 
be brought into the Tennessee Valley Authority to allow it to meet 
its demands without violence to the Tennessee Valley Authority, 
providing it can be kept clear in the agreement with AEC. 

Representative Hinsuaw. I do not quite understand that last por- 
tion of your statement. 

General Voger. Well, I go back there, sir, to the statement which 
I made a moment ago, stating the basis upon which negotiations have 
to this point been conducted with the Atomic Energy Commission, 
namely, that they shall be such that the Tennessee Valley Authority 
will pay only for those benefits which it receives—that.is, it will pay 
costs that are commensurate with the benefits received. 

Representative Hinsnaw. Now for the $138 question 

Representative Houtrretp. I think it is $128 if you want to get into 
mathematics. 



















































Representative HinsnHaw. Yes; that is right. 

In the event the AEC should in the future decrease its load demand 
on the Tennessee Valley by a considerable amount—that is, reduce it 
by 50 percent or more—do you believe this arrangement would be the 
better arrangement for the TV A to have undert: aken than the construc- 
tion of its own steam plant, or is that asking too much ¢ 

General Voce. It is a very hypothetic: al question, sir, which I am 
trying to determine the implications of. I cannot imagine that over 
a Jong period of time—and I don’t mean that in the way it perhaps 
sounds—but over . long period of time it is quite possible that the 
demands by AEC w vill be reduced as much as you indicate. 

However, I think that that time is considerably in the future. Then 
we have, as a matter of prognostication, what the load growth might 
be within the Tennessee Valley exclusive of AEC, taking into account, 
of course, the other demands for national defense which exist there. 

It would seem to me—and I give this as my opinion—that the present 
form of contract would be more desirable, and it would provide a 
basis for reducing the power capacity with least violence to the system 
of the Tennessee Valley Authority. 

Representative Hinsuaw. I think that that question arises from the 
fact that it has seemed, to some, at least, that it was desirable to pur- 
chase the additional capacity for the Tennessee Valley Authority 

rather than to construct a plant for the production of the capacity, 
and the possibility, which I don’t know, how remote it is, but it might 
be remote, depending upon the needs of the United States, depe nding 
upon the possibility of treaty arrangements that would decrease the 
need for fissionable material, and so forth. It is all hypothetical at 
the present time, but that those conditions would arrive somewhat 
simultaneously. 

If they did arrive, I think that it would be a practical thing. That 
is a matter of personal opinion. 

Now I would like to know upon what basis charges are made for 
power both to the AEC system and to other large private contractors ¢ 

General VocreL. They are made in accordance, sir, with the costs 
of producing power. I do not know how far you want me to go into 
the details of this, but the Tennessee Valley Authority is earning 
approximately 4 percent each year on the basic investment, which 
for power runs to around $2 billion. 

Each year it has been possible to pay into a fund for depreciation 
the amount required to keep the investment whole, and operating 
costs and salaries have been paid. In addition, there has been paid 
to the States a sum, in lieu of taxes, amounting to 5 percent of the 
gross sales, exclusive of those to the Federal Government. 

No interest has been paid on the investment. But, in accordance 
with the law, which is that the Tennessee Valley Authority shall be 
self-sustaining and self-liquidating, there has been returned to the 
United States Government an amount each year toward the liquida- 
tion of the investment on an amortization rate of 40 years, or 214 
percent per annum. 

We are ahead at the present time by several years in those pay- 
ments. 

Now, this may be somewhat lengthy, but I ask your indulgence, and 
I feel I have to bring out that bac kground in order to answer the 
question. 
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Based on the costs which I have mentioned and upon the margin 
which has been earned each year, there has been determination made 
on the rate of power whereby it is sold to our distributors repre- 
senting municipalities, counties, cooperative agencies, and others, on 
the same basis that it is sold to the Atomic Energy Commission. 

There is a somewhat different rate and a somewhat greater rate 
charged to industry. Most of the reason for that is that the power 
sold to them is often on an interruptible basis. 

If, for instance, this contract we are speaking of here should not 
be consummated and we should encounter a shortage in our ability 
to meet demand by the end of 1957, we would have but two ways 
to make up the deficiency. One would be to buy power from private 
producers at a relatively high price and/or to interrupt the serv- 
ices to the industries which we are supplying. 

We are, of course, a wholesaler of power; we do not retail. To 
get to the exact figures of what we are charging in general to our 
cooperatives, other agencies, and the AEC, the figure is in the vicinity 
of around 3.61 mills. To the industry in the area, we are charging 
an average of about 4.25 mills. 

Now, the figure which has been brought out in previous testimony 
of course, represents a much higher figure than 3.61 mills to AKC th: at 
I have just given you. But that takes into account or averages in 
that power which we have had to go out and buy for AEC to meet 
their very sudden demands. That is in the nature of interim pow 
er. That averaged in with that which is under firm contract at 3.61 
mills per kilowatt-hour raises the average considerably. 

Now, to answer your question, in brief, we are charging on the same 
basis and at approximately the same rate the distributors of pow- 
er to cities and counties as we are charging to AEC for the same kind 
of power. 

Representative Hinsuaw. Should I mention that 214 percent de- 
preciation rate, that is the 40-year depreciation rate, into $2 billion 
to obtain the annual contribution to the depreciation account ? 

General Vocer. That is approximately correct. I can get you the 
exact figure on that, if you want it. 

What I have given you with that $2 billion is a figure of what is 
actually in construction also to bring us up to the peak powerload we 
spoke of before, so it won’t be that much at the present time. ‘T'wo 
and a half percent for the year 1955 is $21,692,868. 

Representative Hinsuaw. Well, that is less than $1 billion, then. 

General Voce.. That is based not on the amount of value of the 
plant, but on the amount of value which has been unpaid to the 
United States, which the United States has in the plant. 

Representative Horirreitp. How much was that figure? 

General Voge. $863,714,333. That is the Government’s investment 
not paid back by TVA. That is anticipated to grow through the fol- 
lowing years, to roughly one million and a quarter in 1955, and 
$1,450,000 in 1956. 

Representative HinsHaw. Just offhand, without having the figures 
before me, there seems to be a most strange way to calculate de- 
eae That is 21% percent of the remaining value, instead of 

» percent of the stre aight- line method. 

General Voeru. I think that I have given you the wrong impression 

on that, of the cost which the Government. has. 
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Representative Horirretp. I can hardly hear the witness. I do not 
know whether the device should be turned up over there or what 
it is. 

General Voce. This straight-line depreciation method is used. As 
each facility comes into oper ation, the cost of that facility is computed 
and paid off at the rate of 214 percent per annum for a {0-year 
period. 

Representative Hinsnaw. You just said to me a few moments ago 
that you had approximately a power investment of approximately $2 
billion. I believe that 21% percent of that is about $50 million, instead 
of $21 million. That is what I am interested in, as to how come the 
$21 million instead of the $50 million. 

Chairman Coir. Would it be agreeable to the committee if Mr. 
Wessenauer, who is supplying the general with figures, responds to 
the questions? If there is no objection, we will swear Mr. Wessenauer. 

Mr. Wessenauer, do you solemnly swear the testimony which you 
shall give in the proceeding shall be the truth, the whole truth, and 
nothing but the truth, so help you God ? 

Mr. WessenaAver. I do. 


TESTIMONY OF G. 0. WESSANAUER, MANAGER OF POWER, THE 
TENNESSEE VALLEY AUTHORITY 


Chairman Corr. For the benefit of the record and members of the 
committee and the public, would you advise us who you are? 

Mr. Wessenaver. I am G. O. Wessenauer, manager of power, of 
the Tennessee Valley Authority. 

Chairman Corr. And you have been for how long a time in that 
capacity ? 

Mr. WEssENAUER. I have been manager of power since 1941. 

Chairman Cote. Do you want to respond to Mr. Hinshaw’s question ? 

Mr. Wessenaver.. I will do my best, sir. 

I think it would be helpful if I go back a little bit, Mr. Hinshaw. 
I believe Mr. Vogel was referring to the investment that would be in 
the TVA system at the time of completion of all the projects which 
are now under construction and some of the figures that he was quot- 
ing subsequently with respect to annual payments was related to 
current-year figures and the amount of investment that had been made 
as of the end of last fiscal year. 

So if I may give you a few figures in hopes that I can make it clear 
to you: The total investment of power facilities in operation as of 
the end of the last fiscal year, that is last June 30, was $1,026,375,122. 
Now, of that amount, the investment had been provided through 
appropriations of the order of $863,714,733. 

Representative HinsHaw. That is additional appropriations ? 

Mr. Wessenaver. That is the part of the $1 billion that had been 
provided through appropriations and the balance had been provided 
either through appropriations or through the issuance of bonds. The 
balance between the $863 million an dthe $1,026,000,000 had been pro- 
vided from the earnings of the power system. 

Now, the TVA Act calls for payments into the Treasury over a 40- 
year period from the date the facilities are placed in service equal to 
the amount of money which had been advanced for those facilities 
through appropriations. So that, as of last June 30, there had been 
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this $863 million so advanced, and the law would require us, if we were 
paying uniformly over the 40-year period, although the law does not 
require uniform pay ments—the payments in the fiscal year 1955 would 
need to be $21,592,868. Actually, the budgeted payments for this 
fiscal year are in the order of $50 million. 

Representative Hinsnaw. That includes the 4 percent, I take it? 

Mr. Wessenaver. No; if I may take a moment to explain the 4 
vercent. 

The TVA powe r rates have been set on the basis of providing an 
earnings capacity after paying all operating expenses and deprecia- 
tion, straight-line depreciation, that we would earn on the average 
about 4 percent. 

Now, out of our earnings and out of the depreciation amounts from 
that we make the payments into the Treasury. That is not less than 
the amount stipulate by the act. 

Representative Hinsnaw. I am very much interested to find out 
that you are able to furnish power from, I presume, the identical, 
same plant that a private producer of power is able to furnish it, at a 
lower rate, and I would like to know why. Is it because of the extreme 
efficiency of the TV A or is it because of some other factor ? 

Mr. Wessenaver. Well, there are a number of factors, sir. 

Of course, I think that you recognize that the TVA system has 
been designed with large units and bulk supply, and I think our 
records wili show that we have been able, because of handling large 
volumes of electricity, to have a lower rate per kilowatt-hour on that 
account. 

Representative Hinsuaw. I am _— about this particular matter 


that we have before us, in which it is proposed to build a 650,000 
kilowatt plant. Can you operate th: at plant any cheaper than the 
Mississippi Valle y Gener: iting © can operate it. the identical plant 


that they are proposing to builk ae 

Mr. Wessenaver. For that identical plant, I assume the costs of 
cperation would be about the same, sir. We would have the same 
labor costs, and—— 

Representative Hrnsuaw. And the same tax costs? 

Mr. WEssENAUER. No, sir; we would not have the same tax costs. 

Representative Hinsuaw. How much less? 

Mr. Wessenaver. Well, if the plant were owned by the Tennessee 
Valley Authority, it would not be subject to taxation, except as the 
power would be sold to other than Federal Government uses. In 
other words, if we sold the power from that plant say to municipalities 
and cooperatives, then we would have to pay from the gross revenues 
derived from that power, 5 percent of it in lieu of taxpayments to 
State and local governments. 

I would estimate that in the order of $850,000 a year. 

That is, if all of the output went for such a: If the output 
were to go completely to the Federal Government, the TVA Act pro 
vides that no part of the revenues would be paid into local government. 

Representative Hinsnaw. Are any private power companies still 
located in the Tennessee Valley ¢ 

Mr. Wessenaver. There are some private power companies located 
in the Tennessee Valley area, and there are a couple of small distribu- 
tion companies operating in some communities where they buy power 
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wholesale from us and resell power under the same standard rates 
that the public distributing agencies sell. 

Representative Hinsnaw. What proportion of their gross do they 
pay in local taxes and State taxes ? 

Mr. WessenAver. That I don’t have, sir. 

Representative Hinsuaw. Is it substantially higher than 5 percent? 

Mr. Wessenaver. Well, let me be sure if I have clear for you, sir, 
the situation with respect to those particular two companies that I 
was referring to. They are purely distributing companies and they 
have no transmission or generating properties. I believe the taxes 
that they pay locally are comparable to the in lieu taxpayments which 
are made by other municipalities in the State which operate their own 
power systems. éf 

Representative Hinsuaw. You mean those are excluding generating 
capacity, and hence a large proportion of their investment is not sub- 
ject or a large proportion of their investment is not in being? 

Mr. Wessenaver. A large part of their investment is avoided by 
them in buying power wholesale from TVA. 

Representative Hinsuaw. And still they pay the same amount of 
taxes approximately on the gross that the TVA system pays? 

Mr. Wessenaver. They probably pay less of their gross as com- 
pared to other municipalities in the State, but which you have to use 
for comparative purposes, because the TVA does not have distribu 
tion properties. 

Representative Hinsnaw. It is my understanding that the average 
proportion of gross is paid out at around 22 percent, that is why I am 
asking the question. 

Mr. Wessenaver. Let me go back to that. The 22 percent, I believe, 
sir, if you will check, is not only State and local taxes, but also Fed- 
eral taxes; is that not right? 

Representative Hinsuaw. It might be. I would have to check that. 

Mr. Wessenaver. I think that you will find, sir, talking only about 
State and local taxes, that the distributors, or the power systems in 
the Tennessee Valley area, including not only the payments made by 
TVA but also the payments made by the cooperatives and the munici- 
palities which also pay taxes or pay in lieu taxes to local government— 
{ think that you will find their average payments in percentage of 
gross is between 6 and 7 percent. The local taxes paid by private 
companies operating in adjacent areas perhaps ranges from as little as 
5 percent to as much as 8 or 9 percent. 

Representative Hinsuaw. The statement has been made here that 
it would cost something like $214 million or $3 million more for this 
power to be furnished by private utility than by the TVA. And I was 
attempting to arrive at your answer as to the reason for that, and 
whether it lay wholly within the operating costs of the company, or 
in some other cost part of which or at least would be paid into a State, 
or local, or Federal Government. 

Mr. WessenAver. Well, sir, I believe last June when I appeared 
before this committee, we discussed the comparative calculations that 
had been made. One was between the cost of obtaining the power 
from the Dixon- Yates group as against the Government building its 
own plant, and I believe the figures ranged from about $3,600,000 to 

$5,500,000, there being a difference of opinion between the folks who 
worked on the estimate. 
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I think it was clearly shown in that that a sizable part of the dif 
ference was due to taxes and another part of the difference was due 
to the fact that the Government could obtain the money at a lower 
rate of interest than the companies could. That aecounted for an- 
other substantial part of the difference. 

There were other differences due to location of the facilities, with 
respect to the load, and the TV A system, which I think brought about 
differences in costs. 

Representative Hinsnaw. But substantially the same operating ex- 
penses would be incurred by the TVA as would be incurred by a 
private utility: is that correct 

Mr. WessENAUER. For the same kind of plant ? 

Representative Hinsuaw. For the same kind of plant. 

Mr. Wessenaver. I believe that we would design a plant with 
larger units and with, perhaps, a little higher efficiency 

Representative Hinsuaw. Larger units than 250,000 kilowatts? 

Mr. Wessenaver. No, sir. That is the largest one, but these are 
something less than that. 

Representative Hixsuaw. Was that much additional efficiency ob- 
tained from 220,000 kilowatts per machine ? 

Mr. Wessenaver. Well, it depends upon the design characteris 
that you put in the machine, sir. 

Representative Hinsuaw. We will not belabor the question any 
more. 

I will suspend, Mr. Chairman. 

Chairman Corr. Mr. Price? 

Representative Pricer. General Vogel, at the outset of your _ 
mony, you indicated that you might cover in your statement the are: 
of disagreement between you and the other members of the Board of 
Directors. I read your statement about five times and I listened to 
your statement, and I cannot find out anywhere in there where you 
cover that area of disagreement. 

General Vocet. I have tried, sir, to explain that the disagreement 
as such is really not to be described by that word. It is more a dif- 
ference of opinion as to what will be our difficulty in drawing up a 
modification of the present Paducah contract, which is in existence 
between ourselves and AEC. 

The other members of the Board feel that after a contract has been 
consummated between AEC and the MVGC generating company, it 
will be more difficult for AEC and TVA to get together. Until they 
have gotten together, it would be more difficult, or I would say after 
they have gotten together, than it would be for us to get together. 

Representative Price. That of course addresses itself to technical 
features. 

General Vocev. Largely, ves. 

As I have indicated, and this is a fact to which there can be no dif- 
ference of opinion, our staff members have been working rather closely 
off and on and intimately with the staff members of AEC. 

Representative Price. Is there any disagreement between the two 
agencies on the cancellation clause ? 

General Vocen. I don’t know whether that has been of major con- 
cern. Our principal region of difference is in the amount of line 
losses that might be expected, and how much of the difference of cost 
inherent in producing more power initially at Memphis than the 
450,000 kilowatts—how much of that would be absorbed by TVA and 
how much by AEC 
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As we have pointed out in the testimony which has gone before, the 
figures of our staff are based on a 450,000-kilowatt demand for 1957. 
If we have 600,000 kilowatts there at that time there is a difference of 
150,000 kilowatts that must be disposed of somewhere else. That 
means it must be taken from the lines at Memphis to some other lo- 
cality, with an attendant line loss. 

On the other hand, should these prognostications be somewhat in 
error and the Memphis demands by 1957 be in excess of 450,000, as 
I personally believe, then there will be a lesser loss. 

Representative Price. Under the terms of this contract, as the AEC 
demands diminish, does the TVA then have first call on the capacity 
of this Dixon- Yates plant? 

General Voce. TVA does have first call, and it will in fact receive 
all of the power of the Dixon- Yates plant. 

Representative Price. Is that covered in the contract ? 

General Voce. I can’t understand. 

Representative Pricer. Is that feature covered in the contract ? 

General Voceu. Isn’t that right? I think so. 

Representative Price. By what section ? 

Mr. Wessenaver. The contract provides, Mr. Price, that in the 
event the AEC terminates or reduces its arrangement with the com- 
pany that TVA has an option to elect to continue to have the power 
delivered for a minimum term of years to recognize the fact that if it 
has based its system planning and operations on the receipt of as much 
as 600,000 kilowatts in the Memphis area that it needs to have adequate 
notice if different arrangements are to be worked out between AEC 
and the company which would affect the TV A’s own operations. 

Representative Price. What specific section of the contract covers 
that? 

Mr. Wessenaver. I believe, Mr. Price, the right of AEC to have 
part of the power made available to the TVA for its own use is con- 
tained in section 7.02. 

Now, the actual arrangements between AEC and TVA under which 
TVA would have the right to that power would have to be taken care 
of in the modification of the arrangements between the two agencies. 

Representative Price. There isn’t anything in this contract right 
now that guarantees this power to go to TVA if AEC does not use it? 

Mr. Wessenaver. No, sir; the contract provides that the company 
will permit AEC to make the power available to TVA, but our right 
to get the power would have to be worked out in the arrangements 
between TVA and AEC. 

Representative Price. It is not covered in this contract? 

Mr. Wessenaver. No, because this is a contract between AEC 
and ; 

Representative Price. Let me read the statement of the Director of 
the Budget made before our committee. He said that it will be in 
the interest of TVA; that was the predominant reason for entering 
into this arrangement. 

Now, if that was the predominant reason, why isn’t it spelled out 
in this contract? What assurance do you have that if AEC demands 
would diminish and they would enter into any cancellation agreement 
with this company the TVA would get this source of power? 

Mr. Wessenaver. We would not have that except as we negotiate 
that in the arrangements between TVA and AEC. 
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Representative Price. You can do that even if it were a private 
company and the Government did not participate any other way. 
You are going to be shopping for power. 

General Vocet. That is not in the realm of disagreement between 
ourselves and AEC, sir. We are agreed on that point. 

Representative Price. It is not in the contract, and how can you be 
agreed? ‘There is no agreement. You don’t even have a contract 
with AEC. 

General VogeL. No; but we are in the process of working out an 
agreement with them, and that will be a modification of our present 
arrangement, 

Representative Price. Would that hold in case of cancellation ? 

General Voce. Yes, sir. 

Representative Price. What about the rates, would the rates be the 
same that are carried in this contract for AEC, or would you be 
subject to a State regulatory body on rates? 

General VoceL. No; our rates as relating to AEC will be formu- 
lated at the time of working up the modification of the Paducah 
contract. 

Representative Price. The modification. But is that covered in 
this contract at all? 

General Voce. No, sir; it is not. 

Representative Price. If you had to take a vote of your board, TV A 
Board, and if the approval of the TVA Board were required before 
this contract could be negotiated, would your Board approve this 
contract ¢ 

General Vocex. I would have no knowledge of that, sir. We have 
never discussed it, and we have never gone on the premise that.it was 
our business to control this contract. 

Our arrangements are with AEC. This is a contract betwen AEC 
and MVGC, 

Representative Price. I understood you were here to speak for the 
Board. But you cannot express the opinion of the majority of the 
Board on this contract, on the basic philosophy of this contract? 

General Vocet. No; I cannot. 

Representative Price. Do you have any idea what it might be? 

General Voce. No, I do not; because, as 1 say, this has never been 
a matter which the Board has given its consideration to per se. 

Representative Price. But you cannot point out any protection in 
this contract for the TVA, in the contract that we have here now, the 
proposed contract ? 

Mr. WessenAver. Mr. Price, in section 7.02, ens EAtOe originally 
it was drafted on the basis that the termination could be effective in 
as early as 3 years. TVA requested the AEC if possible to modify 
that provision, so that it would be possible to have the termination 
provision not effective shorter than 4 years. 

Now, we recognized that the contract provides that AEC is en- 
titled under section 7.02 to transfer or assign the power it does not 
need to any other agency of the United States Government, whether 
for use by such agency or for resale. 

Therefore, that meant that AEC had the right to transfer the power 
to TVA under those circumstances. And it further provided that if 
the transfer was to be made that the agency accepting the transfer 
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would have to agree to pay for the power at the same rates which AEC 
would pay. 

Now, all we were saying ourselves with respect to this contract was 
that AEC obtained the right from the company to transfer power to 
TVA. 

Now, I admit I am not a lawyer, but I don’t believe it grants to the 
TVA the right to get the power except as we work that arrangement 
out between ourselves and the AEC. 

Representative Price. One of the justifications for the urgency in 
this matter and the request for the waiver is the fact that you me 
trying to meet a target date for potential need for power for TVA i 
1957. 

Now, I cannot see in this contract, and you have not pointed out to me 
any guaranty that if AEC gets out of this picture that you are going 
to get the power. 

General Voce. I have felt, and I think that I am correct in so 
feeling, that our arrangements with AEC can properly take care of 
that. 

Representative Price, But you have not any arrangement with 
AEC? 

General Vocen. Oh, yes; we have. 

Representative Price. You have no contract with them ? 

General Vocen. Oh, yes; we have. 

Representative Price. When did you get that! 

General Voce... We have a contract, not relating to this one, but we 
have an existing contract with them to furnish them power at Paducah. 
That is in the amount of 1,200,000 kilowatts. 

Representative Price. That has absolutely nothing to do with this. 
Even if you did have a modification, there is no written guaranty in 
this contract, unless it is in the memorandum of agreement, that TVA 
will have the first call on this power, that this company will be com- 
pelled to sell power to the TVA, if AE C eancels out of the contract. 

Can you point it out to me? 

General Vocret. No; not in this contract. 

Representative Price. This is the contract that we are asked 
waive on. 

What other contract are we considering ? 

General Vocret. The one I am thinking about is the one between 
AEC and TVA. 

Representative Price. That has nothing to do with this; this an 
entirely separate contract. 

General Voge... It bears directly upon it, sir, because that is the one 
which will guarantee to TVA the things which are necessary to it, and 
it will follow consummation of this. 

Representative Price. If AEC cancels out of this contract, then 
they will have no control over the distribution from then on out. 

General VoceL. Our agreement with AEC would be such that if 
they canceled out they would tr: ansfer at our reqeust the power to us. 

Representative Price. Will it be a 25-year contract ? 

General Voce. Yes, sir. 

Representative Price. Without any cancellation provisions? 

General Vocet. I don’t know what our cancellation clauses on that 
are. 

Mr. Wessenaver. Well, sir 
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Representative Price. Your contract will have to parallel this, and 
yow cannot get any more than is in this contract; is that right? 

General Vocex. That is right. 

Representative Price. I do not see where there is any protection for 
TVA in this at all. 

Representative Horirretp. Do you contemplate a 25-year contract 
with the AEC in which you will not require the AEC to exercise its 

right of cancellation ? 

General Vocen. I will ask Mr. Wessenauer to answer that. 

Mr. Wessenaver. The part that has been discussed is the AEC 
wants to have arrangement with TVA which would extend for the 
term of this contract which would assure the AEC that TVA would 
make its system available to AEC for accepting the power on behalf 
of AEC at Memphis and delivering the power on behalf of AEC 
to its facilities at Paducah. I do not believe under this es we 
could get AEC not to exercise its termination provisions for 25 years. 

Representative Hortrrm.p. You are at the mercy of AKC cancel- 
lation provisions as contained in this contract 

Mr. Wessenaver. That is correct, 

Representative Horirrerp. They bate not given you any indication 
that they will give you a long-term contract and that they will not 
exercise their right of cancellation, have they ¢ 

General Vocei. That has been in negotiation. 

Representative Horirimerp. You have been in negotiation for 2 
months on this, and you have not brought us any kind of memorandum 
agreement which is available between you. 

General Vocer. In that connection our points of disagreement do not 
lie in that region but in the technical field of trying to formulate—— 

Representative Honirrmevp. If they do not le in this region, then 
you come to agreement that you will have a 25-year contract with 
AEC and they will not exercise their right of cancellation ? 

General Voce. No, sir: we are agreed it would not guarantee it 
for the 25-year period. 

Representative Houirrerp. That is right. So you are at the mercy 
of their decision, their administrative decision, to cancel from the 
fourth year to the ninth year, which would include total or partial 

cancellation for that span of years. 

General Voce. Yes, sir. 

Representative Hoxttrrerp. Then you have no contract at all. You 
are not going to get one. 

I yield back to Mr. Price. 

Chairman Corr. Is it not correct that you do have an understand- 
ing which has not yet been reduced to writing with the Atomic Energy 
Commission that if the Commission does exercise its right to cancel 
a part or all of the power commitments with Dixon-Yates that TVA 
will have a prior right to immediately step in and take that power 
for the account of TVA itself? 

General Vocren. That is where our period of 4 years comes in. For 
that 4-year period we have that right to step in. 

Representative Price. Point that out in the contract. 

Representative Horrrrecp. I had understood from the earlier dis- 
cussions for the general to say that TVA had been assured that in case 
the AEC for some reason in the future would decide it did not need 
all of the power which Dixon- Yates might provide and produce under 
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this contract that TVA then would have the right to absorb that 
surplus. 

Mr. Wessenaver. The provision relating to this grants to AEC the 
right to assign any amount. 

Chairman Core. To assign any amount of power to any other Fed- 
eral agency. 

Mr. Wessenaver. For the period of termination. It does not ex- 
tend for the balance of the term of the contract, only for the period 
of the termination notice. 

Representative Price. It does not guarantee protection to TV A. 

Representative Houiirrevp. That is for 3 years or 4? 

Mr. WesseNAvUER. Three years. 

Representative Houirretp. Total ? 

General Voce... Four years. That was one of the changes, that it 
be changed from 3 to 4 years. 

weeneentela re Houirieitp. That is a fine change, but you gain 1 
year. It does not go as far as 25 years, though. If my colleague will 
yield further, at the end of that time would you not be subject. to the 
rates which are set as a result of negotiation between you and Dixon- 
Yates and those rates, if I may add the second question to that, will 
be subject to the allowance of the Federal Power Commission and the 
power commission of the State of Arkansas? 

General Voce... If we were wholly dependent upon this power com- 
pany to meet our needs—that is the reason we asked for the change 
from 3 to 4 years, so we would have an opportunity to finance an 
alternative and have the required 314 years to build another power 
facility to replace this if it were not going to be available to us. 

Representative Hoviriecp. I respectfully suggest, sir, that you are 
in a position now, and have been for 2 or 3 years in the TVA, of build- 
ing that plant yourself. This is no solution, that if Dixon and Yates 
will not sell you the power that you be allowed to build your own 
plant, because then you have to come to Congress and get the money 
to build it? 

General Vocer. Not necessarily, if in the meantime there were de- 
vised some method whereby TVA could finance itself. 

Representative Hotirretp, Why do you not devise that now? Was 
there any suggestion made that the TVA should issue bonds for this 
particular deal at Memphis? 

General Voce.. A great deal of thought is being given to that. 

Representative Houirm.p. But nothing is being given by signing 
up a 25-year contract with the Dixon-Yates combine. You are not 
going to add one utility system on top of another as a matter of 
practical business ? 

General Voce.. If we had the 4-year guaranty so this could not be 
canceled out in less than that time, we feel there would be a margin 
whereby we could finance a new powerplant were it to be necessary 
and at the same time have 1 year for that and another 3 years to do 
the necessary construction. There has been and is being given a great 
deal of thought to this matter. I think it was mentioned here earlier 
in the hearings that that is the very reason that this contract is being 
considered as a stopgap measure whereby time can be obtained for 
determining other methods of going ahead. 

Represent: tive Horirtetp. Those methods are all known at the pres- 
ent time, General. You do not have to have 4 years or 25 years. All 
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those methods have been developed and used in the United States. 
It is a matter of making a decision as to which method you want to 
use. I can recite 3 or 4 of them to you now. 

General Voge. So can I, but to get agreement among a great many 
people as to which method would be acceptable cannot be done so 
easily. 

Representative Hotirtetp. The administration cannot make up its 
mind, 

General Vocet. I do not say that. I think other people, including 
the Congress, are interested in that question. 

Representative Price. I have no further questions. 

Chairman Cotr. Are there any questions from the Senate member ? 

Senator Gore. I would like to ask a question. 

Mr. Wessenauer, will you turn to page 6 of the contract since you 
are the Power Manager? Perhaps you can explain the meaning of 
the last sentence : 

Energy taken by systems of the sponsoring companies will be charged to such 
systems at not less than the incremental cost thereof. 

If you have any information—what I would like to know is, At 
what charge would the sponsoring companies receive electricity and in 
what possible amounts ¢ 

Mr. Wessenaver. Senator Gore, as I understand that sentence, that 
provides for the possibility that all of the energy which could be 
produced at this om int would not be utilized by the AEC or called for 
by the AEC. Therefore, any surplus energy available at the plant 
could be made available to the sponsor ing companies. The price pre- 
sumably is to be at some de termined price, but in any case not, less 
than the out-of-pocket costs of producing that energy. That would 
be presumably at the energy rate yr oy ited in the contract because the 
capacity charge is covered by the AEC in any case sep they us = 
the energy or not. So I would assume th at could be interpreted t 
mean that the base energy rate of 1.863 would be the minimum <a 
at which such energy would be made available to ee companies. 

Senator Gore. Would that mean according to this contract the s spon- 
soring companies could receive energy, electri bs energy, in substan- 
tial quantities at the price of 1.8 mills per kilow: att ? 

Mr. Wessenaver. | do not know how substantial it would be. I 
think we sdbdéoicnn tha the contract contemplates that the plant would 
be of 650,000-kilowatt capacity. The commitment to the AEC is 
600,000 kilowatts. So there would be 50,000 kilowatts available much 
of the time. As a minimum, however, I think it should be recognized 
that the companies are providing standby capacity in the event of an 
outage at this plant and perhaps that is the offset for making that 
amount of energy available at that favorable price to the sponsoring 
companies. 

Senator Gore. If, for any reason or for various reasons either the 
AEC or the TVA did not at some future time take more than 400- 
000 kilowatts, would that leave, under the terms of this contract which 
was just read, in excess of 200,000 kilowatts which could be charged 
under this contract or sold to the sponsoring companies at only 1.8 
mills per kilowatt ? 

Mr. Wessenaver. That would be true if the AEC did. not exer- 
cise any rights to reduce the contract amount but left it at the full 
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600,000; and to the extent that was not called for, it would be avail- 
able at those prices, as I understand the contract. 

Senator Gore. Then your answer is “Yes” ? 

Mr. Wessenaver. As I understand it, yes, sir. 

Senator Gore. Mr. Wessenauer, will you turn to page 3 of the con- 

tract under “Facilities”? I see only one sentence: 
The facilities, to be constructed, installed and owned by the company, will 
consist of a steam electric generating station of approximately 650,000 kilo- 
watts of net capability, together with all other lines, property, and equipment, 
including general equipment, near West Memphis, Ark., all as deseribed in 
greater detail in appendix A hereto. 

If you will turn to appendix A, you will find that the description 
is not a great deal more than the sentence I have just read. The rea- 
son I cite this, | want to ask you if from your experience you think 
the language of design detail, the language of blueprint, the language 
of specifications, would allow considerable leeway in the type of plant 
to be constructed, the type of supporting facilities like administration 
buildings. It does not say whether it shall be a brick building, a metal 
building. It does not say whether it shall be 50 feet square or 200 feet 
square. Warehouses—it does not say whether there shall be 2, 3, or 5, 
or what sizes. 

What I am trying to find out fron. you is, Would there be con- 
siderable leeway in the type of construction both as to production 
facilities and appurtenant structures, and also the efficiency and size 
thereof ? 

Mr. Wessenaver. I assume there would be some leeway. I assume 
it was intended. ‘The important consideration for the AEC would be 
the commitment to deliver 600,000 kilowatts of power at a price. It 
does leave the company with necessary leeway in its future design 
and construction of a plant to do what it could within the limits of its 
commitment in quantity and price. 

Senator Gore. If the TVA were contracting for construction of 
such a facility, would the TVA, in your opinion, retain the right of 
approval or disapproval of design ? 

Mr. Wessenaver. I believe the approval of design would be—— 

Senator Gorr. Mr. Chairman, I withdraw the question. Perhaps 
it is unfair of the witness for me to ask him to answer an “if” question. 

Chairman Core. Let us leave it up to him to decide whether it is 
unfair or not. If so, you need not answer. 

Mr. Wessenaver. I was going to say since I started that the im- 
portant part is that since part of the price is based upon the construc- 
tion cost of the plant, and while it does have a ceiling, I assume some 
importance would be attached to the kind of plant to be built to 
satisfy the AEC that it was not unnecessarily paying more than the 
base capacity charge. 

Senator Gore. I will not ask another “if” question. I would like 
to know, from your study of the contract, what penalties are con- 
tained therein in the event the power is not furnished ? 

Mr. Wessenaver. Senator, we at the TVA did not get in the finan- 
cial and business regulations between the AEC and the company. 
Our concern has been primarily that provisions which affected the 
operation of the TVA system would be adequately handled from our 
point of view or that our point of view would be adequately consid- 
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ered by the AEC in their negotiations with the company. So I cannot 
answer that question. 

Senator Gore. Perhaps I should not go into that. 

General Vogel, on the first paragraph of your statement you say 
that the Dixon- Yates contrect is based on the « ‘onsideration, first, “that 
AEC will release to TV A 600,000 kilowatts of power which TVA had 
previously contracted to supply AEC.” 

You list that first. Do you mean by saying “first,” that is a pre- 
requisite to the Dixon-Yates contract? 

General Vocet. I say it is the first contemplation of a contract that 
the purpose as we see it is the end result will mean AEC will release 
to us 600,000 of the 1,200,000 kilowatts of power which are now con- 
tracted to be supplied at the Paducah plant. That means that since 
we do not have that, since they will release that 600,000 to us and we 
will take into our system 600,000 from the vicinity of Memphis gen- 
erated by MVGC, they will have restored to them the total of 1,200,- 
000, but under a contract modification whereby they will pay us for 
only 600,000, the other 600,000 now being received in kind. 

Senator Gore. My question was the importance of the word “first.” 

General Voce. There is not intended any particular significance 
to that word, sir; either that or the word “second.” 

Senator Gore. As of now the TVA is obligated to supply 600,000 
kilowatts of electricity to the atomic energy plant at Paducah? 

General Vocet. One million two hundred thousand. 

Senator Gore. As of now there has been no modification of that 
contract? 

General Vocen. No, sir; that contract is effective. 

Senator Gorr. Then would it follow that if the Atomic Energy 
Commission contracts for 600,000 kilowatts of electricity before it 
concluded negotiations to release the said 600,000 kilowatts of elec- 
tricity now furnished by TVA, the Atomic Energy Commission would 
be contracting for 600,000 kilowatts of electricity in excess of its 
needs ? 

General Voce.. Yes; if that were to be true. That would assume 
bad faith on the part of the TVA which we could not acknowledge. 

Senator Gorr. What bad faith would that assume? 

General Vocrn. That we would not enter in subsequently to the 
agreement with the AEC whereby we would modify the Paducah 
contract downward by 600,000 kilowatts. 

Senator Gorr. My question did not relate to futurity ; my question 
was, If the Atomic E nergy Commission contracted for 600,000 kilo- 
watts of electricity to be delivered in the middle of the Mississippi 
River without entering into contract. relationships with TVA to build 
connecting facilities out to the middle of the Mississippi River and 
without having modified the contract at Paducah, would not that 
power be in excess of AEC’s needs or its ability to use? 

General Vocer. Under those conditions as stated, which I perhaps 
should not say, but I do not believe they can occur, certainly they 
would have 600,000 more than they have at the present time. 

Senator Gore. Let’s see if they can occur. Suppose that on next 
Thursday the Atomic Energy Commission signs a contract with 
Dixon- Yates, the contract under discussion, and that at such time as 
that contract is executed there is no contract between the Atomic 
Energy Commission and the TVA and there has been no modification 
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of the existing contract between the Atomic Energy Commission and 
TVA. Would not that condition prevail as of that moment ? 

General VoceL. No, sir; because it is going to take 3 years before 
the plant can be constructed to actually deliver any power and only 
by the end of 1957 will there be, in the first place, 600,000 kilowatts 
of power available from the plant. I certainly foresee no difficulty 
of concluding our arrangements with AEC within the next possible 
30 days. 

Senator Gore. You told us that before. I was not asking about 
what would be the situation 6 years from now, but as a legal and 
factual proposition if the Atomic Energy Commission enters into this 
contract next Thursday, it will be obligated, will it not, to accept 
600.000 kilowatts of electrici ity at the middle of the Mississippi Rin er? 

General Vocen. At the time the plant is completed, sir. 

Senator Gore. At the time it is completed. Now, if : the time 
the ple int is completed then there are still no contractual re 1 ationship S, 
new relationships, between AEC and TVA, what would be the 
situation ? 

General Voce... Of course, at that time AEC would have 600,000 
kilowatts which it did not want and which we did want and which 
we would want very badly, I can assure you. I would feel in view 


of that we would cert: re be able to get together. As a matter of 
fact, I do not foresee anv difficul Ity in getting together now, particu 


larly in view, as I have "ahithe the statement and it has been agreed, 
that we are approaching each other on the basis of agreeing on 
something which will result in TVA paying only for those benefits 
which it receives. I and the other members and the Board of Di 
rectors are satisfied. 

Senator Gore. I am not attempting to forecast that the TVA will 
not be able to agree with the Atomic Energy Commission, but the 
legal facts are very real. The law gives the Atomic Ene rey Com- 
mission the power to purchase power to re place power wl hich the TVA 
now furnishes t6 the Atomic Ene rgy Commission. A contract exe 
cuted for the delivery of this power before there is any arrangement 
for the TVA to take it or for it to repli ce power whic h TVA is now 
furnishing the Atomic Energy Commission raises a very serious ques- 
tion as to the validity of the contract. 

General Voce.. Of course, I don’t feel that I am qualified to make 
answer to such a legal question. I can only state that in good faith 
we certainly expect to take the power that would be given to us from 
that plant in exchange for the released power from the other plant. 

Senator Gore. But the significant point is that there has been no 
modification of the contract year. 

General Vogen. That is quite correct. 

Senator Gorr. There has been no new contract between AEC and 
TVA? 

General Vocer. That is quite correct. We are still operating on the 
basis of the existing contract. 

Senator Gore. Do you expect that such contractual relationships 
will be consummated before next Thursd: ay? 

General Voce... Before next when, sir? 

Senator Gore. Thursday. 

General Voce. No, sir: I do not. 

Senator Gore. Thank you. 
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Chairman Corr. Permit the Chair to announce that he has received 
word orally from Representative Norrell of the State of Arkansas 
expressing Mr. Norrell’s desire to join with the other Members of the 
House of Representatives from Arkansas who sent the telegram to the 
Joint Committee which has already been announced. 

Mr. Holifield. 

Representative HoiiFrep. General Vogel, as I understand it, in your 
testimony with Mr. Hinshaw you said in the last three lines of your 
statement that that was your personal statement and was not agreed to 
by the other two members. 

General Voce.. That is correct, sir. 

Representative Hontrrenp. Then their approval of your statement 
does not include the recommendation for this committee to waive the 
30-day period ¢ 

General Voce. I have no right to speak for them on that matter. 

Representative Hotirrenp. I will yield to Senator Hickenlooper. 

Senator Hicken.oorrr. I thank the gentleman from California. 1 
have only 2 or 3 questions, and I thought perhaps I could get them out 
of the way and not interrupt the continuity of the gentleman’s ques- 
tioning. 

General Vogel, there has been some discussion in — hearings on 
the question on whether or not the Dixon- Yates group, or representa- 
tives of that group, communicated originally or at some time in the 
past — to negotiations with the AEC with the TVA in an attempt, 
effort, or inquiry or an expioration as to making a direct deal between 
the Dixon-Yates group and TVA for the conclusion of such a plant 
and the delivery of power. Do you know anything about that ? 

General Vocex. I have no personal knowledge of it, sir, because if 
that happened it was before I came to TVA. I have ss seen any 
correspondence, although I understood there was a letter written which 
1 have not found. 

Senator HickenLoorer. Do you know anything about that, Mr. 
Wessenauer / 

Mr. WersseNAvER. Yes, sir. There were two communications; one 
from the Mississippi Power & Light Co., which is one of the operating 
companies of the Mid-South group, in October of 1953 offering to make 
power available to TV A in the amount of 450,000 kilowatts. 

Chairman Cote. Two hundred ? 

Mr. WessenaveEr. Four hundred fifty thousand. Mr. Yates of the 
Southern Co. wrote Mr. Clapp, I believe it was, in February offering 
to make—I do not remember the amount, whether it was 100,000 or 
200,000 kilowatts—available from the Southern system. 

Senator HickenLoorer. That would be a total of how much con- 
tained in those proposals ? 

Mr. Wessenaver. It would have been between 550,000 and 650,000, 
sir. 

General Voce. I can confirm the figure of 100,000 given in the last 
statement. 

Senator HickenLoorer. What was a position taken by the TVA on 
those propositions f What was the reply or the answer in brief? 

Mr. WessEnaver. The first one was addressed to me, and I re- 
sponded by indicating we were studying the problem. Before we ever 
got together with the company to discuss it further, the Bureau of the 
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Budget and the President had decided upon the request that AEC be 
asked to explore the possibility of obtaining power for its use. 

Senator HickenLoorrr. Did you reply to the first letter on the 
450,000 ? 

Mr. Wessenaver. That is the one I was referring to. 

Senator HickeNLoorer. Was there a reply given to the second 
letter ? 

Mr. WessenAver. Yes, sir; a letter from Mr. Clapp to Mr. Yates 
mentioning the fact that the President had suggested this arrange- 
ment and suggesting the possibility that he might want to discuss that 

uestion with the AEC. I believe those letters may have been in 
the release of correspondence by the Bureau of the | sudget. I am not 
certain of that. They are in some hearings. 

Senator Hicken.oorer. Let me ask either General Vogel or Mr. 
Wessenauer about this question of whether or not AEC has been 
charged a substantially higher amount for electricity on occasions by 
TVA than has been charged other consumers. 

General VoceL. On occasions, yes, sir. However, for the same type 
of contract which is in existence with other agencies or other distrib- 
utors, I should say they are being charged practically the same 
amount—in the realm, as I indicated before, of 3.61 mills. The higher 
price which has been charged them has been the result of interim 
arrangements made pending the development of new power sources 
whereby it could be sold to them at the cost price. The price charged 
on the regular basis, however, compares not only equally with the 
prices charged to distributors and cooperatives, but is lower than that 
charged to industry. 

Senator HickeNLoorEr. What I am trying to get at is this: There 
was some testimony that on certain demand for power on the part of 
AEC, TVA has purchased power from outside sources one way or 
another for, I believe, the top figure was 7-point something mills and 
varying amounts less than that and that that increased charge was 
passed on directly to AEC for that power. 

General Vocer. That is correct. 

Senator Hicken.Loorer. What is the justification for that, rather 
than to dilute that increased charge for temporary power through- 
out the entire TVA system ? 

General Voce. I can well appreciate your concern, sir, because I 
held the same thing when I first went down to that ar But I find 
the service of power to the distributors is on a 20-year et basis. 
Those contracts are enforced for that period of time. Of course, now 
that the valley project is approximating 20 years in age, many of them 
are coming up for an extension of the provisions. Every time they 
do, they are examined in the light of present costs and future antici- 
pated costs. The rates are established on that basis. I think it would 
be quite impracticable, sir, to daily change the rates that are being 
charged, allocating and proportioning among all of 150 distributors. 

It is even a very complicated thing as these contracts must be con- 
sidered for an extension of their provisions to materially change the 
rates at any time because of the effect on the neighboring consumers. 
But we have tried to give AEC the same break on priorities that is 
accorded to the other users of wholesale power in the valley, exclusive 
of industry. And they have a preferred position, definitely, over 
industry. 
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At the request of General Nichols, as he pointed out in testimony 
the other day, we are presently reconsidering this entire problem, giv- 
ing it our full attention, seeing where we may pick up and tighten any 
loopholes that may exist. On the face of the procedure it is as I have 
indicated. 

Senator Hicken.oorer. I do not know whether it is proper or im- 
proper at the moment—I am not saying that necessarily, except that 
it appears to me that you have got a system that produc es or agrees 
to furnish power to users, industrial users, cooperative users, all kinds 
of users, including the Atomic Energy Commission, which I under- 
stand from testimony has a prior claim on their needs; that the 
Atomic Energy Commission has a call on the system to furnish power, 
it has a call on TVA to furnish power. Other users have a correspond- 
ing right to call for power. Whether it is a prior right, it still 
a relative right. It is difficult for me to see why a call upon that 
system for power by AEC or a demand for extra power, which 
it has a right to demand, warrants the complete extra charge on AEC 
rather than on a formula throughout the system. 

Other companies in the system have a right to call for certain 
needed amounts of power periodically, without any doubt. I take 
it that municipality X needs more power for some purpose for a while 
and TVA is purchasing other power from the outside, and the in- 
creased price is not shifted to municipality X. It may have a de- 
mand charge according to the formula, but I wonder why a son may 
run a grocery store and on occasions charges his father more for a 
package of oats than he does the rest of the people who come in. | 
am trying to get it cleared up. 

General Vocer. The answer is, these considerably higher prices 
charged AEC are in the nature of interim charges on interim accounts 
whereby we have had to meet a need that has arisen very suddenly, 
where they have asked us for power and we simply have not had | 
because our power is completely under contract. We have had to 
go out and buy it. But that which we have under firm contract, and 
that runs in the vicinity of nearly 3 million kilowatts—of that firm 
contract power there is a fixed contract price of 3.61 mills. It is only 
the surplus we put the extra price on, as we have to go out and buy it. 

Senator HicKENLoopER. Let me ask you this: You have a fixed price 
for AEC for the power they need, a fixed base price. Suppose you 
did not have to go out and buy the power outside of the TVA system 
or outside of the current sources from which you obtain it. Would 
you increase the price to AEC if they had an extra demand and you 
can furnish it? 

General Vocret, Not if we did not have to go outside of the system ; 
and we will still not have to if, in providing our new facilities, we are 
able to produce the power at the same price, which undoubtedly we 
will. 

Senator Hicken oorrr. Again, I am just attempting to get at this 
idea as to why you should earmark these kilowatts which come from 
outside and say AEC has to pay that low rate rather than diluting it 
through the price structure of the entire system, because AEC has 
a right to energy out of the system, or to energy from TVA, regard- 
less of where it comes from. 

General Vocet. TVA would never argue that. As to earmarking 
the kilowatts, surely we could not try to do that. 
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Senator HickeNLoorrr. Except as to price. 

General VoceL, It must be recognized, of course, there are differ- 
ences, too. We charge industry a higher price than we charge either 
AEC or our distributors to the municipalities. 

The reason for that is in many instances they are getting a different 
kind of power, interruptible power, the kind we can cut off. Where we 
have a firm power demand and load, that takes a lower rate. 

Senator HickenLoorrr. Thank you very much, Mr. Holifield. 

Representative Hotrrreip. I would like to pursue that point before 
I go into my regular line of questioning, General. It has been testified 
here that the higher cost which TVA charges AEC at Paducah is the 
result of a specific demand by AEC for additional energy for the Pa 
ducah plant. Is that right? They request you to furnish power and 
you had to go out and buy because you were building the Shawnee 
plant which was not finished ? 

General Voce... That is quite right. 

Representative Honirietp. You were furnishing this power for de- 
fense plant needs; were you not ? 

General Voorn. Yes, sir. 

Representative Horirmenp. Do you have any precedent that you 
know of where the furnishing of materials or services for a defense 
plant with its extra costs is spread over the adjoining community ¢ 

General Voce... I know of none, sir. 

Representative Hourrrevp. In other words, any defense cost for the 
product or the building of it, or anything like that, comes out of the 
general fund of the United States? 

General Vocrei. You are talking about the general situation of a 
defense plant without relation to anything we are talking about other- 
wise ? 

Representative Houirrevp. That is right. 

General Vooen. Oh, no, sir. 

Representative Houirretp. This being a defense plant, it is entitled 
to have its expenses paid out of the general fund of the United States, 
and that is exactly what is being done; is it not! 

General Vocen. Yes, sir. 

Represent: ative Honirrevp. It would be discriminatory if the people 
of the Tennessee Valley area were forced to bear an exorbitant or in- 
discriminate charge for the uranium 235 produced at Paducah over 
the other citizens of the United States; would it not? 

General Vocer. Well, I think it would be—— 

Representative Horirrecp. It would be an unequal charge; would 
it not? 

General Vocer. I would say to that, sir, it would be impossible, as 
I see it, in view of our existing contractual relations. 

Representative Hortrierp, That is right. Even though the AEC 
has a priority, the AEC can exercise that priority and exercise it 
legally. Yet the history of the TVA-AEC relationship is that the 
AKC has either absorbed additional capacity of the TVA or furnished 
through the Government funds appropriations to create additional 
capacity; is that not so? 

General Vocet. Yes, I think I understand your question correctly, 
sir. 

Representative Horrrrerp. In other words, the AEC has never 
exercised the right of priority in the Tennessee Valley to deprive any 
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current user of power of that power, has it, in the TVA service 
system ¢ 

General Voce. We have always been able to work out these arrange- 
ments with AEC whereby it has not been necessary to interrupt any- 
a oe power. Now, I face this as a very serious situation, that 
by 1957, we may be in the position of having to interfere with some- 
body else’s power because we will not have enough available to go 
around. 

Representative Hotirretp. We can get to that point later. 

I would like to ask another question, and that 1s, in no instance has 
the AEC exercised the right of eminent domain in the procurement of 
power from private utility facilities in or near its defense plants? 

General Voce. I know of no such instances 

Representative Hortrrerp. In other words, there the »y have used 
the excess capacity of those private utility plants or they have entered 
into a contract backed by Government credit, such as OVEC and 
EET, whereby new facilities were built to supply that needed capacity ; 
is that not so? 

General Voce. Yes, sir. 

Representative Hottrrerp. So then if any change is made in the 
exercise of priorities by the AEC under the TVA Act or by the use 
of eminent domain with private utilities, it would be a complete de- 
parture from anything that has ever occurred before in the history 
of TVA-AEC relationships; would it not / 

General Voorn. Yes, sir. 

Representative Horirrevp. If that ~— l occur, we would have to 
recognize that we would be doing in peacetime that which we. did 

not do during our wartime emergency when it was very important 
we produce the atomic bomb and the we: apons subsequent thereto? 

General Voce. Yes, sir. I feel the question is somewhat hypo- 
thetical in view of the fact I cannot imagine a condition arising 
whereby the TVA would not, by making a supreme effort, arrange 
to supply to AEC all the power that it needed within its ability to 
do so. 

Representative Houtrrecp. Of course, it is hypothetical. I agree. 
It is a scare technique for some reason or another, and I am not saying 
this about the questions that have been asked by my committee mem- 
bers, but this is a scare technique to scare the people of Chattanooga, 
Nashville, Knoxville, and Memphis; that they are going to have 
something taken away from them. Of course, it is not only hypothe- 
tical but it is ridiculous. 

If there was any actual reduction of AEC activities to the plant that 
Mr. Hinshaw asked or any reduction up to 50 percent, where would 
the release of energy occur 

General Vocen. I Should imagine the first release of energy would 
occur out of our contractual relations with AEC where we would not 
supply it. It would depend. 

Representative Hoxrtrrmexp. Let’s get to the point on this. If the 
AEC curtailed its defense program, or would have to curtail it—and 
I am not speaking about the middle part of our country—either at 
Paducah, Portsmouth, or Oak Ridge, that is where your reduction 
would occur ? 

General Vocrer. One of those places, or maybe a little bit at each. 
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Representative Hortrietp. If that did occur, then you would have 
your problem of absorbing this additional capacity in those particular 
regions, would you not ¢ “Tf the physical release of energy were made 
at’ Paducah, at Portsmouth, or at Oak Ridge, your problem of ab- 
sorption of that released energy would be in those areas contiguous 
thereto? 

General Vocen. We would absorb it within the system continguous 
thereto. 

Representative Horrrmetp. And Memphis is not continguous from 
the standpoint of transmission, so this is a completely phony, farcical 
consideration when you talk about releasing some of the energy and 
solving it by this plant. This plant, Dixon-Yates plant, will be 
used— 

Representative Hinsnaw. I do not like any proposal being called 
phony, because it is not. I object to that very seriously. 

Representative Houtrrerp. I withdraw the word phony. I am not 
applying it to my colleague’s remarks. I am applying it to the prin 
ciple of releasing energy at Paducah, Portsmouth, or Oak Ridge, and 
using the accretion of this Dixon-Yates power as a palliative for that 
release, and, of course, when you look at it that way it is farcical. 

General Voce. It is true only to a certain extent. We have a need 
for power in the vicinity of Memphis. We have stated that on a num- 
ber of occasions. I think there may be some argument as to what 
the amount is that is needed and when. Surely we need 300,000 now 
because that is what Memphis has grown to. My personal guess, based 
on the developments which I have seen with my own eyes and from 
my knowledge of the Mississippi River and the development in that 
area, is that I think it will go faster than even our staff has anticipated 
which would place the amount needed at 450,000 in 1957, 

I personally do not believe that the 600,000 kilowatt figure is too 
high, but that is a personal figure. I think we can use that power. 

Representative Honirierp. You are entitled to that opinion and ] 
will not quarrel with you on it. Let’s get down to the contract. 

The computation of your staff is you will need 450,000 kilowatts in 
1957; is that right? 

General Voce... Yes, sir. ' 

Representative Hotirrecp. You are a new man on the Board, and 
I assume it will be some time before you obtain a complete mastery 
of the business of TVA. 

General Voce. I have no doubt of it, sir. 

Representative Horirretp. Let us assume they are right and in 
1957 you need 450,000 kilowatts, and you are obligated under the con- 
tract to pay for 600,000 kilowatts. Then there is a gap of 150,000; is 
ae not ¢ 

General Vocen. Yes, sir; but that would be absorbed over our lines 
whereby we would take it to some other part of our system. 

Representative Hotrrrerp. You can absorb it? 

General Vocet. Yes, sir. 

Representative Houirretp. Where would you transmit it to? 

General Vocru. I think that I would rather ask Mr. Wessenauer to 
answer that. 

Representative Ho.irretp. Do you have any other big users in that 
particular area, because you have already said your needs in that area 
are 450,000? Where are you going to get 150,000? 
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Mr. WEssENAUER. Congressman, the load at the Memphis area has a 
present peak of about 300,000 kilowatts. 

Representative Hoxiriretp. That is what you are furnishing now 

Mr. Wessenaver. That is right. 

Representative Honirretp. You anticipate 450,000 more? 

Mr. WessenAvErR. We estimate in 1957 it will be somewhere be- 
tween 400.000 and 450,000. 

Representative Hoxitrietp. Additional ? 

Mr. WessenaAver. Total. 

Representative Hotirterp. This makes it worse. In other words, 
you are anticipating a need of another 150,000 kilowatts by 1957 for 
the Memphis area ? 

Mr. WEsseNAvUER. That is right, sit 

Represent ative Hoxirietp. Then you are going to be faced with the 
necessity of taking 450,000 more than you need; are you not? 

Mr. Wessenaver. Let me explain the physical facilities in the 
Memphis area and perhaps that will make it clearer. I started to say, 
first, you ought to realize = at our Memphis load is not a uniform load 
such as the AEC load is, but is a variable load. So where in 1957 it 
might be 450,000 or 400,000 kilowatts on peak, off peak it will drop 
down to maybe a third of that amount. But we now supply the Mem- 
phis area in the main by transmission lines which extend from the 
Johnsonville plant and the Pickwick plant on the Tennessee River 
some 100 miles west. 

So we are now transmitting power into the Memphis area in the 
amount of approximately 300,000 on peak and 100,000 kilowatts off 
peak. 

The addition of capacity in the Memphis area will mean that the 

capacity would be absorbed up to the magnitude of the load in the 

area and then the lines now utilized to bring power into the Memphis 
area would be utilized to bring the power out of the Memphis area 
back toward Johnsonville and Pickwick. 

Representative Hoxtrreip. Do you have any big centers of popula- 
tion around Johnsonville that you need that power for? 

Mr. Wessenaver. The big centers of load are farther east in the 
neighborhood of Nashville, Columbia, and Muscle Shoals. 

Representative Hotirrerp. Now we are going to transmit this 
power, the 600,000, that amount that is above that is used at Memphis, 
and we assume that is 150,000. You have 450,000 additional there 
to transmit. You are going to transmit that eastward, is that right? 

Mr. WessenAvER. That is right. 

Representative Horirrevp. Is it true that there is between 5 and 10 
percent loss in transmission for every 100 miles? 

Mr. WEssENAUER. That, of course, depends on the kind of facility 
you have. 

Representative Horrrretp. I am just asking for a rule of thumb. 

Mr. Wessenaver. The losses on our system overall range in the 
neighborhood of 5 percent. 

Representative Horirretp. If you transmit a given number of kilo- 
watts for 100 miles, is the loss in transmission 5 percent, or more, or 
less? 

Mr. WEsSENAUER. I would say it is genererally less. 

Representative Hotrrerp. How about 200 miles? 

Mr. Wessenaver. I would say it was in the order of 5 percent. 
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Representative Hoitrretp. How far is Johnsonville from Memphis? 

Mr. WessenAvER. Johnsonville from Memphis is perhaps 120 miles. 

Representative Hotirietp. How far are its load customers east from 
Johnsonville? How far is its load customer absorption east from 
Johnsonville, the normal service you would supply from Johnsonville 
to produce power ¢ 

Mr. WessenAver. The power in the Johnsonville area is generally 
carried into Columbia and into Nashville. 

Representative Hotrrrerp. How far is that? 

Mr. WEssENAUER. They are perhaps another 100 miles. 

Representative Hortrrmetp. So we can say there will be a 10 percent 
loss if you transmit through the Johnsonville substation into Nash 
ville. There will be a 10-percent loss in transmission of the Dixon- 
Yates’ power you buy at West Memphis, Ark. ? 

Mr. WEssENAUER. May I state it a little differently ? 

Representative Hoxirreip. Certainly. 

Mr. Wessenaver. One of the problems we have in working out 
this arrangement between ourselves and AEC involves the problem 
of the additional losses which are encountered on the TVA system, 
particularly during offpeak hours and accepting that much power at 
Memphis and taking it back on to the system. On the other hand, 
during the peak hours, perhaps we save some losses. One of the tech- 
nical problems to be worked out is an equitable way of ascertaining 
the magnitude of those two kinds of losses and trying to equate what 
the costs are in relation to benefits. 

Representative Horirreip. I realize it is complicated and you have 
a problem. Iam trying to bring the problem out in the open. 

Mr. WessENAUER. You are correct that one of the problems is 
initially before the Memphis load grows large enough there is the 
problem of additional losses on the TVA system, particularly during 
the offpeak hours. 

Chairman Coir. Would the gentleman yield ? 

Representative Hoxirretp. Yes. 

Chairman Coir. You would be faced with the same problems, would 
you not, with respect to transmission loss if the plant were to be 
located at Fulton, as the TVA now proposes? 

Mr. WessenaAver. There is one difference, Congressman. That 
is, we propose to build at Fulton only 450,000, If you look at the 
amount of power that has to be tri ansmitted back, and, say, with a 
450,000 station, you have to transmit back 200, and you put, instead 
of that, a 600,000 station, where you have to transmit back 350,000, 
the losses go up as the square of the quantity. 

So the size of the plant is a significant factor. I agree it is there 
in part, but as the size of the plant which is proposed here is so much 
larger it does magnify the problem. 

Representative Horirreip. I will address this question to you, Gen- 
eral. Your statement indicates that agreement has not yet been 
reached between your staff andthe AEC. Is that right? 

General Vocr.. That is correct, sir. 

Representative Horrrrerp. You have advocated, as your personal 
recommendation, that we make this waiver. Do you not think the 
Members of Congress should know the solution that the TVA and 
the AEC comes to before we exercise that waiver ? 
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General Voce... I would think it would be sufficient for the needs 
of Congress to know what we know—that an agreement is sought and 
believed possible on the basis of an understanding that the Tennessee 
Valley Authority will bear those costs which bear a direct relation 
to and are commensurate with the benefits received. 

Representative Houirreip. That is your objective, and it is a proper 
objective, sir, but you haven’t achieved that objective, though you 
have been in negotiation several months. 

General Vogex. The only reason we are in negotiation, as such, is 
because, as Mr. Wessenauer has said, it is difficult to arrive at a hypo- 
thetical solution of some of these very complicated problems relating 
to line losses, the cost of coal movements, and in some instances there 
have to be formulations devised which are quite complicated. The 
mathematics themselves extend over a period of a week or two, or at 
least 10 days, after each meeting of the experts among themselves. 

We are trying to solve some of these problems by putting it on a 
model transmission system at Chattanooga. It is not a thing that 
can be accomplished quickly. But, on the basis of equity and with a 
principle known, it seems to me there should be no quarre!] as between 
Government agencies. 

Representative Hoxtirievp. Let us pursue that a minute. 

Are your objectives the same as an administrator or a director of 
TVA as the objectives of the Commissioners of AEC? 

General Voce. 1 don’t know what is the objective of the Commis 
sioners of AEC, but we have had the basis for this agreement defined 
in a letter from the Bureau of the Budget. 

Representative Hottrrevp. I have read the letter. But the AEC’s 
mission is not a mission comparable to the TVA. The TVA has a 
line of duties and a line of responsibilities to municipalities, to REA 
cooperatives, which the AEC does not have. 

This budget burden which is being forced upon the AEC has no 
relation at all to their primary objective. So their interest is different 
than yours. Your interest is or should be the preservation of the TVA 
system as a whole, and you have testified it is your interest to do that. 
But I point out to you the AEC is functioning as a power broker here. 

They have no concept of TV A’s obligations nor any interest in them, 
and I say this advisedly, not as a matter of antagonism, but they are 
2 different agencies with 2 different missions. 

Let me ask you this question: Have you found in your negotiations 
with AEC they have been willing to Jean over backwards to protect 
your budget demands? 

General Vocen. We have found in the members of both staffs an 
honest and, I think, commendable effort to protect their own interests. 

Representative Hottrretp. To preserve their own budgets and 
rightly so. 

General Vocext. But that does not mean they are not going to get 
together, sir. 

Represent: itive Houtrrecp. If they do get together—let us assume 
they get together in some type of agreement, and I will not character- 
ize the agreement as being anything except an agreement, although 
I might just add an adjective. If they do, will it not be an addition 
to the budget of AEC without any commensurate benefit tothe AEC ¢ 
Will it add to their budget without increasing their weapon supply ? 
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Let me put it that way. Any charges which they absorb? Will it 
add to their budget without increasing their weapon supply ! 

General Voce... There is certainly an additional cost which must 
be absorbed. 

Representative Honirretp. Then the answer is “Yes.” 

Will this not add, by the testimony of your own people before this 
committee, something in the neighborhood of 514 million additional 
to the budget of TV A annu: ally over the years if they have to absorb 
this additional cost which they estimated would be over and above 
which they could produce the same service for ? 

General VocreL. No, sir; not to TVA. There is no reason why there 
should be an extra cost attributed to TVA except as TVA is gaining 
certain benefits in the receipt of power in the vicinity of Memphis. 

Representative Horitrrerp. Will it be an additional cost to the 
(yovernment ¢ 

General VoceL. Yes; I think that has been stated before. 

Representative Horirrecp. Now, the Bureau of the Budget and 
General Nichols and Mr. Adams agree that it will amount to $90 mil- 
lion as the cost of the contract. I believe your experts said it will 
cost the Government $140 million. So there is that additional amount 
that it will cost the Government. 

It is also going to cost TVA something in its budget. You are going 
to build a $9 million transmission plant from your lines down to the 
middle of the Mississippi River opposite West Memphis? 

General Vocrx. Yes, sir. 

Representative Hoxtrrerp. And it will cost you something like 
$280,000 a year for 25 years to maintain that line, will it not? 

General Vocen. There will be a cost but that is one of the matters 
which will have to be worked out in the adjustment in the Paducah 
contract to again achieve the goal. 

Representative Houirteip. Let’s not bring the Paducah contract in 
because that will not affect the cost of transmitting from West Mem- 
phis, Ark., up to your Memphis g grid. That cannot affect it. It costs 
so much and there has been testimony before this committee that it is 
$280,000 a year, if I remember correctly. 

General Vocet. Mr. Wessenauer points out the cost of that trans- 
mission line was included in those extra costs which were presented. 

Representative Hotirreip. That is right. That is why I said this 
cost. will be added to your budget because that was the allocation 
to you, was it not? 

General Voce. I think so. 

Representative Horirienp. I am not adding it to the $90 million. 
I am pointing out one cost that has already been allocated to you which 
will have to be considered in your budget. 

General Vocrt. This letter from Mr. Hughes states quite clearly 
that we do bear that cost of transmission but we e xpect also to get 
reimbursed for it on our adjustment of the contract with AEC on the 
Paducah deal. That is laid down in Mr. Hughes’ letter. 

Representative Hotirtenp. If you get that adjustment, do you mean 
the AEC, in effect, is going to bear it so it will be added to the budget 
of the AEC, this additional ? 

General Voce. Yes, sir. 

Representative Horirtetp. We were talking about the different ob- 
jectives of these two agencies. Does the AEC have the 1 responsibility 
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of protecting the municipalities and cooperatives which distribute 
TVA power against higher power cost producers, such as TVA has? 

General VoceL. Not that I ever heard. 

Representative Honir1eLp. So they are not concerned with it. Any 
termination of the contract for this 600,000 kilowatts by AEC would 
put those people whom the TVA might be furnis shing—the municipali- 
ties and cooperatives—at the mercy of a raise in rates, would it not ¢ 

General Voorn. I think it would be such a minor matter you would 
not feel that directly in any rate structure. The rate which we are 
talking about as applying to AEC or as applying in connection with 
the Dixon- Yates plant is so near to that which is being charged other- 
wise if it is absorbed into the entire system in the ratio of a €00,000 
kilowatt output in a 10 million kilowatt system, I do not believe that 
there would be any appreciable effect of it. 

Representative Hoiirieip. You are furnishing all of this energy, are 
you not, to either municipalities or to cooperatives or to private in- 
dustr y users that happen to be outside of municipalities ? 

General Vocret. They are outside; yes, sir. 

Representative Honirterp. So that any increase in the rates would 
be reflected to those people ? 

General VoceL. Well, I don’t believe that it would immediately, sir, 
because the amount of difference in the basic rate on the 600,000 kilo- 
watts when diluted down to a 10 million kilowatt system, I can’t be- 
lieve would be appreciable. As I pointed out before, we have 20-year 
contracts with these people to whom you refer except in the case of 
industry, where the contract is on a 10-year basis. 

Represent: itive Honrrretp. Outside of your long-term contracts, 
then, your increase in price would be slanted toward those industries 
that have short-term contracts ¢ 

General Voce. ‘To answer your first question, sir, a difference would 
be picked up and would be in that, plus or minus 4 percent, which we 

sarn each year on our capital. 

Representative Hoirienp. But in any event, the consumers would 
have to absorb that additional cost ? 

General Voge. No, sir. I don’t think it would be transmitted to 
the consumer. 

Representative Horirrecp. Did you have something else to add? 

General Voce. Just to clarify the record here, although we have 
talked about our users, including industry and distributors which are 
municipalities and co-ops, there is also another large class of cus- 
tomer in addition to AEC, which is the United States Government 
itself. In the Tullahoma plant and also the Chemical Warfare, 
which is in the vicinity of Muscle Shoals, that is; also our own 
fertilizer consumers. 

Representative Hotirrecp. How about the loss of preference rights 
by municipalities and cooperatives in case the AEC decides to 
terminate this contract ? 

General Vocex. I don’t see any danger. I see no way the prefer- 
ence price would be changed under the existing law and in view of 
existing contractual relations. 

Representative Howirretp. Why don’t you, when you no longer will 
be able to control what happens to that power after the AEC gives 
its notice of termination or after the Dixon- Yates Co. absorbs at the 

rate of a hundred thousand kilowatts a year? You will no longer 
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have any right to it and they will have the right, which they should 
have, to sell it under the laws of the State of Arkansas. 

General Voce. We would have the right through that 4-year 
period. 

Representative Hoiirretp. Yes, I am willing to concede that. 

General Vocret. After that I would say we are in no different posi- 
tion than we are at the present time where we are faced with a need 
for a new steam plant of a similar ¢ capacity to meet the need, pro- 
viding, of course, that those needs of AEC have tapered off there 
and there isn’t available some more power to us than we need any- 
way which might be in excess. 

Representative Ho.irreip. You said in your statement that we can 
be reassured as to the effects of the contract on existing rates. I do 
not see how you can make that except for the term of the contract. 
After the termination notice has been given after the 4-year period 
that does not obtain, does it? 

General VocreL. We are — concerned with the 4-year period. 

Representative Horirrerp. I did not understand that. 

General VoeeL. We are concerned only with the 4-year periou. 
Once AEC would terminate the contract, we could take it on for an 
additional 4 years. 

Representative Horirrerp. I realize that. Do you mean to a that 
in view of the fact that the Government is putting its credit behind 
this construction for a 25-year period that you are only concerned 
for that 4-year period ? 

General Voce... I am speaking from the standpoint of the Tennes- 
see Valley Authority, sir. 

Representative Hoxirretp. I understand that you are here speaking 
on their behalf. Why are you not concerned with taking that same 
attractive rate which you get of the termination for the balance of 
the Government’s time of obligation on the construction base ? 

General VocreL. Because 1 of 2 things would happen at that 
time. If, as I indicated before, AEC is on the downgrade and con- 
suming less power at the time this came up we might have also re- 
leased to us power from another source which would make it in a few 
years—say the 4 years we are talking about—unnecessary for us to 
have this particular power. 

Representative Horirretp. As General Nichols says that seems to 
be very nebulous, this other source of power. 

General Voce. It is, perhaps, a nebulous possibility. That is why 
we wanted the 4-year agreement instead of 3, that we would have time 
within our own resources to provide a suitable substitute. 

Representative Horirretp. Assuming you do not get that substitute 
which you are depending upon and if you are going to depend upon 
that we might as well build it now, assuming you do not get it, what 
protection will TVA have against these costs which AEC is going to 
absorb from you, if you want to use the power ? 

General Vocet. I presume, sir, that nothing is certain in life. 

Representative Honirrme.p. If you do not have it in the contract, this 
point will not be certain. 

General Vocet. What I wanted to say was this: You asked why we 
could not build the plant right now. I can tell you why we cannot 
build it now. It is because we don’t have the money or the ways and 
means to do it. 
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Representative Howtrretp. Because it was not put in the budget 
in the last 2 years? 

General Voce... If you gave us 4 years and we had an opportunity 
to work it out, I am sure we could. 

Representative Hoiirierp. Let us take an assumption. In case 
the AEC assigns this contract to the TVA during the 4-year period 
before termination takes effect—or 3 years as it is written now— 
would the AEC or the TVA be responsible for carrying on these tax 
charges which the AEC has been allocated to pay? If they assign it 
to you, would you have to assume those tax charges in order to get the 
energy ¢ 

Mr. Wessenaver. Of course, Congressman Holifield, that would 
depend upon the arrangements agreed upon between the agencies at 
the time of assignment. 

Representative Houtrrmenip. Re Dixon- Yates of the right to collect 
them ¢ 

Mr. Wessenavurr. Yes, sir. 

Representative Horirietp. And to say you either pay them or you 
do not get the energy ¢ 

Mr. WesseNnaAveER. That is correct, sir 

Representative Honirietp. By that time you will have committed a 
great deal of this energy in the area around Memphis, you would be 
carrying it on our transmission lines and you would not be in a 
position to say no very easily, would you? 

Mr. Wessenaver. That is correct. 

Representative Horrrimrp. In other words, t hey would have you over 
the barrel, in the common expression of the day, would they not? They 
could apply the lash to you? 

Mr. WesseNAvER. We would not be in the best bargaining position ; 
you are correct, sir. 

Representative Horirrerp. The TVA would be in a position where 
it would have to renegotiate their power contract with the Mississippi 
Valley Generating Co., would they not ? 

General Voce.. Providing we wanted to continue the arrangement. 

Representative Hotirrerp. I anticipate you would because I, as a 
Congressman, will vote against building a plant in that particular 
area as long as there is another plant = ‘re to supply the needs of the 
community. There would be no use in obligating the Government 
to a high-priced duplicating plant. 

General Voce.. Of course, many things could happen by that time. 
I don’t know what arrangements might be worked out. 

Representative Hotirieitp. As a matter of fact, in view of the fact 
that you would have a $53 munis cancellation cost staring you in 
the face you would have to take whatever they offered to you or build 
another plant, or pay the $53 million, would you not? 

General Vocer. Unless the requirements by AEC all along the line 
had fallen off to a point that we needed not so much power within the 
area as a result of that. 

Representative Horirretp. They do not need it now in the area. 
They have their power supply completely for all their plants. They 
have not asked Congress for any additional ap secuniatloda for addi- 
tional capacity in their plant areas. They have all they want. 

General Vocei. That is why I say, sir, if the demand by AEC should 
fall off at the rate which would make it desirable for them to cancel 
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out with Dixon- Yates, I don’t think the situation would be critical 
anywhere within the area. 

Representative Houtrrme.p. That is your opinion. Do you think that 
if the AEC served notice of termination that they would pay the 
taxes ? 

General Vocet. No; I don’t think so. 

Representative How FIELD. I would not think so. Remember, that 
amounts to about $2 million a year that the TVA is going to have to 
assume after termination. That is another $2 million you are going 
to have to put in your budget, which means that the TVA will have 
to pay the State and local taxes of the Mississippi Valley Generating 
Co. over in Arkansas as a part of the cost of your power supply. 

General Voce. Of course, sir, that all presumes that we would then 
want the power. 

Representative Hourrietp. What did you say ? 

General Vocrn. That presumes that TVA would want the noent 
I am not prepared to say that would be the case because if AEC 
gradually at this point we are talking about, going out of Scien 
I think we are talking about something that is so theoretical that it is 
not likely to happen for many, many years anyway—but if it did and 
they had relinquished their other demands upon us for power as em- 
bodied in the contracts—we would in effect for a moment have power 
running out of our ears. I doubt if we would want this power from 
the Memphis plant under those particular conditions. 

Representative Houirrerp. Let us not worry about the AEC going 
out of business. They will be making uranium-—235 and plutonium 
for quite awhile, I am afraid. 

General Voce. I am not. 

Representative Ho.irreip. If they go out of business, they will not 
go out of business in the Paducah and Portsmouth and Oak Ridge 
area but they may go out of business in the Memphis area because this 
is foreign to their mission. 

As I understand this contract, it gives the Mississippi Valley Gen- 
erating Co. the right as well as the obligation to absorb 600,000 kilo- 
watts as rapidly as the load will permit but not less than 100,000 kilo- 
watts per year until it is all absorbed, is that not true? That is not only 
a right but it is an obligation in the contract. Is that not true? 

General Voce. I think so. 

Mr. Wessenaver. I believe, sir, that is an obligation after the four- 
year period, is it not? 

Representative Hortrrerp, Yes, sir. That is an obligation. That 
is not, as I understand it, a privilege of the Mississippi Valley Gen- 
erating Co. It isan obligation on their part written into the contract, 
is that not true? 

Mr. Wessenaver. That is correct. In other words, for the 4-year 
term the AEC can reserve all of the power for its use or for any other 
governmental agency’s use. But, after the 4-year period, hemmmenay 
has an obligation to absorb at the rate of less 100,000 kilowatts a yee 
and as much faster as it can. 

Representative Horirretp. Does that not indicate that what we 
are doing here is putting a 25-year Government contract up on the 
block to guarantee a capital investment which will not be amortized 
for 25 to 30 years, but the Government will only have a right—notice, 
I use the word “right? ’"—for 6 years of access to that power? 
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Mr. WessenaAveEr. No, it seems it has the right of access to the 
power so long as the AEC wants it. As far as anybody else in the 
Government having it is concerned, it is limited to the 4-year 
termination. 

Representative Hotirrep. But the AEC can hold it for 25 years? 

Mr. Wessenavurer. Or 30; yes, sir. 

Representative Hoxtrreip. But not the TVA ? 

Mr. Wessenaver. No, sir. The TVA would have a right only 
to the extent it can be assigned to TVA and the limitation on the as- 
signment is to the 4 years or 3 years, whatever notice period the AEC 
might give the company. 

Representative Ho.irretp. When the AEC first gets this power 
does it not at that time assign the power to the TVA? 

Mr. WEssENAUER. NO, sir. 

Representative Hontrteip. Does it not deliver it to TVA? 

Mr. WessENAUER. It may deliver to TVA for redelivery but it does 
not become TVA power. 

Representative Hoxirretp. Then, there is some protection to the 
Government even though that protection rests in the administrative 
judgment of the AEC Commissioners that they can deliver for 25 
years, but 17 they once assign to get rid of the burden then it only 
runs for the limited time? 

Mr. Wessenaver. I think there is one other limitation, sir. I am 
not sure about this, but I believe that AEC has a right for 25 years 
or longer only insofar as it is used at its projects. It cannot assign 
the power to other governmental use. 

Representative Hoxitrre_p. But this is not being used in its projects; 
is it? 

Mr. Wessenaver. In theory it is. In other words, it is AEC’s 
power, bought by AEC, paid for by AEC, and accepted by AEC in 
effect at the middle of the Mississippi River at which place AEC turns 
it over to TVA for handling on its system for redelivery to it at its 
project at Paducah. 

Representative Horirmtp. If or ry of replacement—and there 
has been some doubt cast on it from a legal st: indpoint—is upset, then 
the right of the AEC to this power for 25 years is upset ; is 1t not? 

Wessenaver. I am not enough of a law vyer to speak on that distine- 
tion. 

Representative Hortrrevp. I will not insist on your answering, then. 

Mr. Wessenaver. I should not say I am not enough of a lawyer; 
I am not a lawyer—period. 

Representative Horirrenp. Is it an advantage to you to have the 
power supplied from West Memphis to Arkansas and brought across 
the Mississippi River and up to the Memphis grid or would it be more 
advantageous if the plant was built on the high bluffs at the Fulton 
site 

General Vocen. I have stated before, sir, that it would be more 
advantageous from the standpoint of TVA to receive the power from a 
point north of Memphis because it would mean a shorter tie-in to our 
power system which is there. However, that is not a terribly large 
consideration and we have presumed that there are other considerations 
which have counterbalanced it. 

Chairman Coz. Does that mean that the Fulton site would be 
preferable from the standpoint of TVA? 
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General Voce.. From the standpoint of TVA a site near Fulton or 
nearer to Fulton would be more preferable; yes, sir. 

Representative Horirrerp. It would be quite a bit closer; would it 
not ¢ 

Mr. Wessenaver. Physically, it would be not so much. It would 
be advantageous from two points of view: One, it would avoid the 
expensive crossings over the Mississippi River; and, two, it would be 
further north on the Mississippi River and therefore closer to the 
coalfields and the fuel on it would be less costly. 

Representative Hoiirreip. And, three 

Mr. Wessenaver. And, three, it would be further in the TVA sys- 
tem and less expensive to connect it to our system. 

Representative Hoxirretp. And, four, it would not be responsible 
to another State-regulatory system; would it? 

Mr. Wessenaver. If it were a private plant in Tennessee it would 
have Tennessee regulations. I don’t know the relative merits of those 
two, 

Representative Houirrerp. That is right. You do not know the dif- 
ference between the private plant rates in Tennessee and the private 
plant rates in Arkansas ¢ 

Mr. Wessenaver. No, sir; I was not saying that. It would be a 
commission in each State, and I am not familiar with the different 
regulations of the two States to speak to the question. 

Representative Hotirtetp. Are you familiar enough with the rates 
to tell me what the private plant rates are in Tennessee as against the 
private plant rate in Arkansas ? 

Mr. Wessenavurer. We have very few private plants in Tennessee. 
They are in east Tennessee. I do not have a comparison here. 

Representative Hotirreip. You do not have a comparison? 

Mr. Wessenaver. I can get it but I do not have it here. 

General Voce. I might point out, sir, that the difference in coal 
that has been mentioned as delivered to the vicinity of Fulton or per- 
haps south thereof and actually to Memphis would be not too great a 
consideration. There would be some, perhaps, at Fulton, a distance 
of 50 miles. 

Representative Hourrrerp. About 50 river miles difference in the 
transportation costs ? 

General Voge. Yes, sir. 

Representative Horirrerp. As an engineer, General Vogel, are you 
satisfied with the report of the Army engineers on this site as to the 
two sites, or has there been a report / 

General Voer.. Yes, sir; there has been a report. I further took it 
upon myself yesterday morning to phone and talk with the principal 
engineer of the Mississippi River Commission, Mr. Norman Moore, 
to obtain his views on this. There seem to be no problems. He in- 
formed me that the district engineer is thoroughly satisfied with the 
selection of the site. There is involved the issuance of permit from 
the standpoint of navigation, as he put it. I notice another letter 
which indicated also flood control. But I believe the permit would 
be limited—— 

Representative Ho1irietp. From the standpoint of putting the 
foundations down to bedrock and so forth, I understand that here- 
tofore the Army engineers have made a lot of surve y and they finally 
decided that the Fulton site was the best site that could possibly be 
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obtained from the standpoint of being on the higher bank of the Mis- 
sissippi, away from floods, more solid bedrock, and closer to the surface 
and so forth. 

General Voce. As between the two sites, I think there is probably 
little doubt but that the Fulton site would be preferable. 

Representative Hoxirrevp. Has this site been tested with core bor- 
ings, such as the Fulton site? 

General Voce. I could not answer that. I do not know whether 
it has or not. 

Representative Houirretp. You are going to look into that before 
you go ahead; are you not ? 

General Vocen. That would not be our realm of responsibility. 

Representative Houirretp. That would be the AEC’s responsibility ? 

General Voce. I would presume it would be more likely the re- 
sponsibility of the contractors, that is, to say the Dixon-Yates group. 
I have reason to believe that they have made some preliminary investi- 
gations and certainly the opinion has been evidenced that with high- 
water conditions appearing in the near future with water against the 
riverside levee, it would be extremely difficult to engage in foundation 
work, driving a pile or even filling in the area, until the high water 
had subsided. 

Representative Hotirietp. There is no question of inundation at the 
Fulton site, is there? 

General Vogrn. No, sir. I might say that in a letter from General 
Hardin, the president of the Mississippi River Commission, it is 
stipulated that this plant would be built on a fill at a level above the 
maximum high water, so that would be taken care of. 

Chairman Cotz. On the question of inundation, would you not have 
the same problem at Fulton with respect to the piers that receive the 
coal ¢ 

General Vocrn. As far as the piers are concerned, of course, the 
water would be undoubtedly of the same flood level as in the vicinity 
of Memphis. They would have to be placed at the same level. 

Chairman Cote. You would have a problem of inundation to some 
degree at least at the Fulton site ? 

General Vocer. Of those facilities; yes, sir, surely. 

Representative Horirmip. As I understand it—we looked into that 
matter Saturday with General Nichols—the present elevation is 212. 
General Hardin’s recommendation was that it be made 220. 

General VoceL. Two hundred and twenty-two. 

Representative Horirrecp. Although it is not in the contract, it is 
planned to put the generators 45 feet in the air. Are you aware of 
that? 

General Vocet. I have that letter here; yes, sir. No, sir; I don’t 
know where they are putting the generators. 

Senator Gore. May I break in there? 

Representative Horirrep. Yes. 

Senator Gore. If you will look on page 2 of appendix A under 
arrangements and structures, you will find that the turbine generators 
will be placed on an open deck at approximately elevation 245, which 
is some, I believe, 35 feet above the ground level there. 

Representative Hoxirrecp. I accept the correction. Thank you, 
Senator. 
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Senator Gore. You will find on appendix A that information. Just 
what it would cost to build a structure 35 feet above the ground in 
order to have the generators above high water, I do not know. 

Representative Honirretp. Were you looking for an answer? 

General Vocren. No, sir. I merely stated I didn’t know where the 
generators would be built. 

Representative Horirretp. Do you interpret. the Dixon-Yates deal 
the first step of carrying out a policy under which TVA would be 
denied the opportunity to build additional steam plants to carry its 
expanding load to distributors? 

General Voce. No, sir; I do not. 

Representative Hotirie.p. You would not interpret this as a prece- 
dent ? 
General Vocen. No, sir; I do not think that it is a threat against the 
TVA. 

Representative Horirrerp. Do you interpret section 164 of the 
Atomic Energy Act of 1954 in the way that it would enable the AEC 
to undertake additional contracts with private companies to displace 
power it has contracted to purchase from TVA # 

General Vocret. I am not sufficiently familiar with that, sir, to 
comment on it. 

Representative Honrrrmeip. The general interpretation has been that 
if the theory of replacement is upheld legally that the whole 2,900,000 


ae 


kilowatts now furnished to the TVA can be replaced in this same 
identical manner. 

Do you have any comment on that? 

General VoceL. The only comment I have is that we understand 
that we have all the requirements from AEC that they are going to 
need prior to about the end of 1958, and so far as I know the present 
arrangements are satisfactory and I see no reason for presuming that 
there would be any change in them. 

I would like to add to this now that in addition to my concern about 
meeting our requirements and possibly falling short in the vicinity of 
800 kilowatts of meeting our peak demands at the end of 1957, our 

plans for the future are also precedented upon this particular plant 
Seine built. 

I foresee an even greater difficulty in the ensuing period of time of 
meeting our needs. I think the one thing that the Tennessee Valley 
Authority needs most at the present time is time engendered by the 
creation of this in ‘order that it can plan its future in a logical and 
farseeing and practical way, whereby its future requirements may 
be met. 

Representative Hortrrerp. There are many points in this contract 
which have to do with primary delivery points, secondary delivery 
points and this heat rate which I think that you and Mr. Wessenauer 
should testify to. I wonder why they figured this rate on 99 hundred 
and they show a little over 9 thousand, I believe it is, in the contract. 

Do you have any idea why the rate is figured on 9913 formula of 
B. t. u. per kilowatt-hour? 

General Vocer. I believe Mr. Wessenauer would be more familiar 
with that. 

Representative Horrrrecp. Mr. Wessenauer, do you oe whether 
this rate that is in the appendix (c) is figured on a B. t. u. per kilo- 
watt-hour of 99 hundred-plus or 9017 ? 
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Mr. Wessenaver. Mr. Holifield, the net heat rate was ealculated 
at about 98 hundred B. t. u. for the overall station. Part of the pay- 
ment for the coal is contained in the item (c) (3), no-load fuel. The 
oo of the coal is calculated in item 2 (a) at the rate of 9.017 
B. t. In other words, they put part of the B. t. u. in the capacity 
charge ‘and part of it in the energy charge. 

I believe the overall calculation was based on a heat rate at the 
point of delivery at about 98 hundred. 

Representative Hoxtrrecp. Is this customary to put approximately 
10 percent of the B. t. u. calculation into a no-load item ? 

Mr. WessenaAver. This was an effort to approximate in the rate 
schedule a recognition of the fact that part of the coal would be re- 
quired if your loading on the station was zero; in other words, if you 
kept the boilers warm but not producing any kilowatt hours. The 
current is not a straight line as assumed here, but in order to get some 
reasonable approximation and simplification of the rate I assume they 
did it this way. It is not unusual to put part of it in the capacity. 

Representative Hoiiietp. But such a large part in the no-load fuel 
charge? 

Mr. WessenAver. It depends on the characteristics of the turbo- 
generator. 

Representative Hoitririp. What about the efficiency rate of around 
98 or 99 hundred; is that not a very high B. t. u. in comparison with 
TVA’s experience ? 

Mr. Wessenavrer. We are hoping to design our plants at a lower 
heat rate; yes, sir. 

Representative Horirrerp. What is your present background of 
efficiency in terms of B. t. u.? 

Mr. Wessenaver. We have some plants under construction which 
we expect to get down between 95 hundred and 93 hundred. 

Representative Hottrrerp. What is happening at your Paducah 
plant? What is your efficiency there in your first 500,000? 

Mr. Wrssenaver. I don’t have the figure in mind. I think it is 
above ninety-six hundred, probably nearer ninety-eight hundred. 

Represent: itive Hoxirretp. By setting the rate at around ninety- 

eight hundred or ninety-nine hundred, if a very efficient plant is put 
in, what advantage will this give to the Dixon- Yates people? 

Mr. Wessenaver. If they can build a more efficient plant with the 
dollars 

Representative Hortrrerp. It will give them an additional profit, 
will it not ? 

Mr. Wessenavuer. Yes; it would be an additional profit, although 
I believe there are some conditions in the contract which provide for 
the Government sharing in that profit. 

Representative Hoxirrenp. Yes. 

Do you have any conception of what an efficiency rating of 600 
B. t. u. difference would make in terms of profit? I know that is quite 
a mathematical computation. 

Mr. Wessenaver. The coal bill, sir, if they buy about 5 billion kilo- 
watt-hours a year, roughly is $9 million or $9.5 a year. The difference 
in heat. rate of 600 and 9600 is roughly 6 percent. So that gives you 
some idea of it. 

Representative Hottrietp. What would that be in terms of money, 
$540,000 ? 
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Mr. Wessenaver. Something like that. 

Representative Houirtevp. In other words, a half a million dollars 
a year more could go into the profits as a result of them putting up 
a modern plant, a plant which they have every reason to expect should 
operate at an efficiency of around 9350, 

Mr. Wessenaver. You understand, Congressman, that the only 
way you get a more efficient plant is to put more money in the capital 
originally in order to achieve that. You only achieve the higher 
efficiency by building a plant with higher temperatures and higher 
pressures in order to accomplish that, and that costs more money. 
So I assume that the proposal may have been appropriately balanced 
between capital costs and operating efficiency. 

Representative Hoxtrretp. If you were building a - w plant you 
would figure the plant at a cost of approximately $154 a kilow: att of 

capacity and you would plan to obtain an efficiency of around 9,300 to 
9,400 B. t. u.’s; would you not? 

Mr. Wessenaver. That is correct. But again the capital cost of 
$150 would depend in part upon the peculiarities of the site. As far 
as the boilers and the turbogenerators and the equipment in the plant 
is concerned, you can figure that fairly well. But foundation condi- 
tions and plant site as to handling of the condensing water and the 
fuel can cause variations which may mean that part of the money 
may have to be used for that purpose, depending on the site. 

So I cannot very well tell you as to this specific site whether that is 
the right figure with that efficiency. 

Representative Hoxtrtenp. I realize that. But the point is that if 
an efficient modern plant is built commensurate with the ability to 
build plants at this time with these new higher energy or high-heat 
boilers which are now being constructed, there is a possibility of an- 
other $500,000-a-year profit for the equity for the $5,500,000 invest- 
ment ¢ 

Mr. Wessenaver. Provided they don’t have to incur some addi- 
tional costs to get that initially. 

Representative Ho.irietp. If that efficiency is arrived at, the Goy- 
ernment will share half of that, I believe, and the company will share 
half; is that right? 

Mr. Wessenaver. Of course, if they make more profit they are 
subject to more income tax and I suppose the Government will get 
part of it that way and the remainder is to be shared by the Gov- 
ernment, 

Representative Hotirrerp. The Government is giving them in their 
ieome tax——— 

Mr. Wessenaver. I didn’t understand it to be true with respect to 
additional profits above the guaranteed amount. 

Representative Horirretp. The 9 percent. 

Mr. Wessenaver. Yes, the 9 percent. I may be wrong. I didn’t 
look into that provision. 

General Voce. I think he is right on that, Congressman. 

Representative Horirreip. That is the point I would like to be 
enlightened on. I am not so sure but what the Federal income tax 
which is included in the rate structure applies to the complete opera- 
tion of the plant. If that be true, then there would be this additional 
profit without income tax. If I am not right on that, there would be 
an additional profit with income tax. 
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Mr. Wessenaver. As I say, that is one of the provisions which we 
were not directly concerned with and there »fore I have not studied it 
enough to advise you what the Government? s rights are with respect 
to that. I think the AEC people ought to be able to tell you. 

Representative Horirreip. Is it your understanding that this will 
be a 650,000 kilowatt net ern plant ? 

Mr. WeEssENAvuER. Yes, § 

Representative Hovtrre.p. oo order to have that net capability they 
will have to build at least a 700,000-kilowatt plant, will they not? 

Mr. WeEssSENAUER. They would have to come pretty close to that, 
bee ase the consumption within the plant itself will vary around 
5 to 7 percent. So in order to have a net output of this you would 
have to put in that much in gross. 

Representative Horirreip. In any event there will be 50,000 above 
the 600,000 obligation on the part of the AEC of net capability avail- 
able for private sale by the plant, will there not? 

Mr. WeEsseNAUER. The 50,000 would be available when all units 
are in service for disposition by the company as it sees fit; that is 
right, siz 

Representative Hontrrerp. That is right. And they would dispose 
of that in the State of Arkansas, would they not? The “y would have 
the right to dispose of it, let us say, under the rates that are charged 
by the State of Arkansas? 

Mr. Wessenaver. As I explained earlier this afternoon, the sponsor 
companies, that is the Southern Co. and the Mid-South Co. have agreed 
to stand by without added cost for this company whenever one unit 
is out of service. In other words, when the plant has one unit out of 
service it cannot p yroduce 600.000 and therefore to the extent that it 
cannot, the spons oring compan les must supply power to this ¢ ompany 
in order that they can deliver the full amount ome TVA. 

Represent: ative Honirietp. In return for that backup power — 
is 100,000 kilowatts, I believe, they have access to this 50,000 firm net 
c apability at small cost; is that not true? 

Mr. Wessenaver. There are several amendments I would make 
to your statement ‘ 

In the first place the backup is up to 200,000. The 50,000 is not 
firm because in the sense that when 1 unit is out of service there is not 
50,000 available. So the companies cannot rely upon it as being avail 
able 100 percent of the time if you think of that in your definition 
of firm. 

Representative Hotrrrevp. If it is a 700,000 plant and 650,000 net 
capability, do you not think that is fairly firm for 50,000? 

Mr. Wessenaver. The 50,000 is only available so long as 3 units 
are in operation. If you think of the fact that for a regular mainte- 
nance outage that a unit will be out on the average of 5 percent and 
you have 3 units, that means 15 percent of the year there will be only 
2 units in operation. 

During that 15 percent of the time the sponsoring companies will 
have to be supplyi ing power to the Mississippi Valley Generating Co. 
The remaining 85 percent of the time the 50,000 would be available to 
the sponsoring companies. There is the question then as to whether or 
not that is a fair exchange. 

Representative Hotirretp. What size generators are they ? 
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Mr. Wessenaver. I understand the plan contemplates putting in 
3 units, so that would mean they would be approximately 235,000 
apiece gross, or roughly 217,000 net. 

Representative Hotirmenp. Mr. Chairman, I am tired of question- 
ing. I know the gentlemen are tired of answering. 

Chairman Core. Are there other questions of members of the com- 
mittee? If not, thank you, gentlemen. You will be excused. 

Let the Chair announce that the committee will reconvene tomor- 
row morning at 10 o’clock to hear witnesses from the American Power 
Association and possibly Senators who have indicated a desire to be 
heard and to whom an invitation has been extended. 

We hope to work it out for the convenience of as many persons 
involved as possible. 

‘Tomorrow at & o'clock the committee will reconvene to hear the 
scheduled appearance of the Governor of Tennessee, Mr. Clement, 
to be followed by 1 or 2 more mayors, perhaps, of the Tennessee area, 

Senator Gore. Is the chairman fully aware of the fact that Senator 
Knowland announced today that there would be no committee sessions 
during this session of the Senate ? 

Chairman Corn. The Chair was not aware of that, but he antici- 
pated that would pose a problem. However, since this is a Joint Com- 
mittee we must consider to some extent at least that there are House 
Members involved who have come a considerable distance for the pur- 
pose of hearing this testimony. 

So if there is a quorum on hand at 10 o’clock we will resume the 
hearing. 

(Whereupon, at 5:50 p. m., Monday, November 8, 1954, the hearing 
was recessed to reconvene at 10 a. m., Tuesday, November 9, 1954.) 


EXERCISE OF STATUTORY REQUIREMENTS OF 
SECTION 164, ATOMIC ENERGY ACT OF 1954 
UTILITY CONTRACT BETWEEN ATOMIC ENERGY COMMIS- 
SION AND MISSISSIPPI VALLEY GENERATING CO. 





TUESDAY, NOVEMBER 9, 1954 


ConGRESSs OF THE UNITED SraTes, 
JOINT COMMITTEE ON ATOMIC ENERGY, 
Washington, D. ¢ 

The Joint Committee met at 10:10 a. m.. pursuant to recess, in the 
old Supreme Court Chamber of the Capitol, Hon. W. Sterling Cole 
(chairman of the Joint Committee) presiding. 

Present: Representative Cole (presiding), Senators Millikin, 
Bricker, Anderson, Pastore, Gore; Representatives Hinshaw, Patter- 
son, Jenkins, Holifield, and Price. 

Present also: Corbin C. Allardice, executive director of the Joint 
Committee on Atomic Energy. 

Chairman Cote. The meeting will come to order. 

It was announced yesterday the meeting would be held this morning 
for the purpose of hearing the general manager of the American 
Public Power Association, Mr. Radin, who has appeared before the 
committee before on 1 or 2 occasions. We welcome you back, Mr. 
Radin. 

Mr. Rapin. Thank you, Mr. Cole. 

Chairman Coie. You may proceed. 


TESTIMONY OF ALEX RADIN, GENERAL MANAGER, AMERICAN 
PUBLIC POWER ASSOCIATION, WASHINGTON, D. C. 


Mr. Rapin. My name is Alex Radin. I am general manager of the 
American Public Power Association, a national trade organization 
incorporated in the District of Columbia and having its headquarters 
at 1757 K Street, NW, Washington, D. C. 

The American Public Power Association represents over 700 local 

yublicly owned electric utilities in 39 States and Puerto Rico. Mem- 
to rship of this association consists of muncipally owned electric sys- 
tems, public-utility districts, State-owned electric systems, and other 
types of local publicly owned electric utilities. A small number of 
rural electric cooper: atives are also members of the association. No 
Federal agency is a member of the American Public Power Asso- 
ciation, 
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The local publicly owned electric utilities which comprise the mem- 
bership of our association have developed alongside of the privately 
owned power companies, having a history dating back to 1882, the 
first year of central station electric service. 

Although the local publicly owned electric utilities are more nu- 
merous than the privately owned power companies, they represent by 
far the smaller segment of the electric industry. In number of cus- 
tomers, the municipal and other local publicly owned utilities repre- 
sent some 14.3 percent of the industry, and their installed generating 

capacity represents approximately 10 percent of the total installed 
central station generating capacity of the Nation. Including the 
generating capac city of the Federal power systems, all publicly owned 
electric utilities represent some 21.7 percent of the Nation’s total 
installed central station generating capacity. 

Our association appreciates very much the opportunity of present- 
ing testimony before your committee with regard to the Dixon- Yates 
contract, and we are further appreciative of the decision of your 
chairman and the entire committee to hold open hearings on this vital 
question and permit interested parties outside of the Government to 
present their views. 

The interest of our association in the Dixon-Yates contract is two- 
fold: 

First, there is the direct interest of our member systems in the Ten- 
nessee Valley. A number of the municipal distribution systems in 
that area, including all the ms vjor cities, are members of the American 
Public Power Association. Duri ing the 1953 fiscal year, the purchases 
of power by the APPA member systems i in the Tennessee Valley aggre- 
gated some 7,000,409,000 kilowatt-hours, or 78.96 percent of the total 
sales of TV A at wholesale to municipal electric utilities. 

In total, the municipal utilities of the TVA area have invested 
some $400 million in distribution facilities to market TVA power at 
wholesale in 97 cities, and they can truly be considered partners of 
the TVA in the electric business of that area. These municipal utili- 
ties have contracts with the Tennessee Valley Authority, under which 
the Authority supplies all of the power needs of the distribution 
systems. Because they are dependent upon TVA as their source of 
power, the municipalities naturally have a most direct interest in 
actions which might affect the price or other conditions under which 
they must purchase power from the TVA. It is because of the men- 
ace of the Dixon- Yates contract to the future of the TV A, their power 
supplier, that the municipal distribution systems in the TVA area 
are so deeply concerned about this contract. 

But the interest of our association in the Dixon-Yates contract. is 
broader than that of the municipal power distributors in the TVA 
area. The members of our association are rightfully proud of the 
record of the Nation’s public power systems in efficient management 
and in bringing the benefits of lower rates, not only to the communi- 
ties they serve but, by the stimulus of competition, bringing about 
lower rates in areas served by adjacent private power companies. 
Because of the public nature of the enterprises represented by the 
members of our association, our member systems feel that anything 
which impairs the efficient operation of any one publicly owned electric 
system is not only deplorable within itself, but reflects adversely upon 
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all publicly owned electric utilities. For this reason, our members 
nationaly feel that they have a direct interest in the Dixon-Yates 
contract because of its adverse effect, not only upon TVA but upon 
the power distributors of the area. 

In line with the request made by Chairman Cole that witnesses 
before this committee limit themselves to a discussion of (a) the 
Dixon- Yates contract and (6) reasons for or against a waiver of the 
30-day review period required by the Atomic Energy Act of 1954, 
I have organized my statement in this manner. 

A. Objections to features of the Dixon-Yates contract: 1. Pro- 
priety of the Atomic Energy Commission acting as a power sau, 
It is clear from testimony of officials of the Bureau of the Budget and 
AEC that the real purpose of the Dixon-Yates contract is to provide 
additional power capacity for the TVA system, for the current power 
needs of the Atomic Energy Commission at Paducah are already being 
met adequately. The propriety of the Atomic Energy Commission 
acting as a power broker, as one member of the Commission has de- 
scribed it, is of major significance. Purchasing power for TVA is a 
function totally unrelated to the objectives of the Atomic Energy 
Commission, and the harmful diversion of AEC from its primary re- 
sponsibilities, as a result of its engaging in the role of a power broker, 
is already a matter of public record. 

Placing this responsibility on the Atomic Energy Commission is 
similar, on a local level, to directing a school board to purchase whole- 
sale power for a municipal distribution system. The delegation of 
such an unrelated function on the national level is just as unwise and 
out of place as it is on the municipal level. 

2. The contract is costly to the Government: One of the principal 
arguments made by proponents of the contract is that it would avoid 
the expenditure of $100 million in Government funds which would be 
required if comparable generating facilities were to be built by the 
Tennessee Valley Authority. 

This argument might have some merit if the cost of TVA generat- 
ing facilities were not repaid in full to the Federal Government. 
However, under the TVA Act, the TVA is required to repay invest- 
ments in power facilities within a 40-year period, and this, in prac- 
tice, is being done. 

Rather than providing for prudent Government spending, the 
Dixon- Yates contract represents Government spending of the most 
improvident kind. Under the Dixon- Yates contract the Government 
will not merely pay more for power than it wens cost if a similar 
quantity of power were purchased from TVA, but through its power 
bill the Government will be paying for the Dixon- Yates plant not 
once, but twice. Yet, at the end of the amortization period, the Gov- 
ernment will not own the plant. 

The payment of the cost of the plant twice comes about in the fol- 
lowing manner: First, the Government, through its capacity charge, 
covers the amortization of the plant in 31 years. Then, because of 
the excess in the Government’s power bill over the cost of power from 
a comparable TVA plant, the Government will pay, by conservative 
estimates, an additional $114,235,000, and that comes about by taking 
the added cost of $3,685,000 a year for 31 years. 

On the other hand, if the Government were to build the facility 
itself, it would not only be repaid in full for the investment, but 








360 UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO. 


would own the plant at the end of the amortization period, and addi- 
tionally the plant would bring a return on the Government’s invest- 
ment during the period of its operation. 

It has been said that one of the principal reasons for the increase 
in cost of the Dixon- Yates plant over a comparable TVA plant is the 
fact that TVA does not pay Federal income taxes, while the Dixon- 
Yates plant would pay such income taxes. 

In the first place, the contention that the Dixon-Yates combine 
would pay Federal income taxes is a myth. Under the contract as 
presently drawn, it is clearly shown that the Federal Government, 
through its power bill, would actually pay the Federal income taxes. 
The Federal Government would merely be taking money from one 
pocket and putting it into another. 

But additionally, it should be kept in mind that the TV A, though 
it does not make payments to the Government which are directly 
labeled as Federal mcome taxes, does return earnings to the Govern- 
ment which, if labeled as Federal income taxes, would compare favor- 
ably with the proportion of Federal income taxes paid by privately 
ow ned power companies, 

For example, during the fiscal years 1951 to 1953, inclusive, TVA 
received $270,200,000 from the sale of power. After paying all ex- 
penses of operations, depreciation, payme nts in lieu of taxes to the 
State and local governments, and if 2 percent were allowed for Federal] 
interest cost, the remaining income, all of which belongs to the Gov 
ernment, amounted to $36,600,000, This was about 13.5 percent of all 
power revenues and compares favorably with the 13 to 14 percent paid 
by private utilities. Since the inception of TVA its net revenue from 
power operations has averaged about 13 percent of its total operating 
revenues from sales of power. 

3. Poor location of West Memphis, Ark., site: As recently as Octo- 
ber 29, 1954, Gordon Clapp, former Chairman of the Board of the 
Tennessee Valley Authority, testified before the Subcommittee on 
Monopoly and Antitrust of the Senate Committee on the Judiciary 
(see p. 1271 of transcript) that there was— 
no assurance that it— 
the West Memphis site— 
can be kept out from under water in time of flood unless there is great expendi- 
ture by the United States Government in building dikes and levies around it * * *. 

Furthermore, the utilization of this site will require the construction 
of a transmission line, estimated to cost $10 million, to cross the 
Mississippi River. This line would be unnecessary if the plant were 
constructed at the Fulton site. 

Moreover, additional costs will be incurred for barging coal to the 
West Memphis site, which is 55 miles south of Fulton. 

4. No penalty for failure to provide power on schedule: Mr. Row- 
land Hughes, Director of the Bureau of the Budget, urgently requested 
this committee to waive the 30-day review period provided in the 
Atomic Energy Act of 1954, on the grounds— 
each day of delay in the signing of the contract increases the risk of encounter- 


ing weather conditions which would make it more difficult to meet the area’s 
power needs. 
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Yet, despite this solicitude for the Tennessee Valley’s power needs, 
there is nothing in the proposed contract which places a penalty upon 
the Mississippi Valley Generating Co. if it fails to bring the plant on 
the line according to schedule. The company, according to section 
2.01 of the contract, merely promises to “exert its best efforts to have 
the generating units included in the facilities ready for commercial 
operation” under a schedule calling for the last unit to be on the line 
within 36 months after the effective date of the contract. 

5. Low-cost power made available to Dixon- Yates: Although the 
contract calls for the construction of a 650,000-kilowatt plant, the 
maximum contract demand is only 600,000 kilowatts. The company 
therefore will have 50,000 kilowatts of low-cost capacity for its own 
use, and additionally, under section 2.02, has the opportunity of using 
in the system of the Dixon-Yates operating companies energy pro 
duced at the Dixon- Yates plant and not needed for deliveries to ARC 
Thus the Dixon-Yates combine will have the benefit of a low-cost 
source of power to be sold at the prevailing higher rates charged by its 
operating subsidiaries. 

Chairman Cote. May | interrupt, Mr. Radin¢ Ine . to swear 
you as a witness, which has been the prac tice with respec to all of 
our witnesses. So if you will please be sworn. 

Mr. Rapin. Yes, sir. 

Chairman Coir. And I will have to revise the oath sufficiently, I 
think, to cover the situation. 

Do you solemnly swear that the testimony you have given and shall 
give in the proceeding before this committee will be the truth, the 
whole truth, and nothing but the truth, so help you God ? 

Mr. Rapiy. Yes, sir, I do. 

AEC has ho control over design of company facilities: Alt hough 
the cost of power to the AEC under the contract is directly related 
to the cost of the facilities, the AEC, under section 2.06, has the power 
only to “review and discuss with the company its engineering design, 
purchasing, subcontracting, construction and operating plans, esti- 
mates, practices and procedures” and the company will adopt “such 
recommendations of the AEC as may be mutually agreed upon.” 
AEC is given no veto power over the company’s practices in these 
vital matters, and this provision of the contract is not subject to 
arbitration. 

In view of the company’s announced intention to engage Ebasco 
Services, Inc., whose performance on a previous plant built to supply 
AEC power was so poor that Ebasco was fired, it would seem to be all 
the more important for AEC to have, at the very least, veto power 
over engineering design and various phases of construction activity. 

Reimbursement for payment of Federal income taxes: Section 
4.01 of the contract states specifically that the base capacity charge 
includes “costs with respect to Federal income taxes.” Other sec- 
tions in the contract. also show specifically the inclusion by the com 
pany of Federal income taxes in the company’s estimates of power 
cost to the Government. Senator Gore has already testified that he 
deems these provisions of the contract in violation of section 165b 
of the Atomic Energy Act of 1954. 

8. Possibility of return to Dixon- Yates in excess of 9 percent: Sec 
tion 4.02 of the contract provides that if the Dixon-Yates combine 
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constructs the plant for less than the estimated $107,250,000 then the 
Government shall share in the savings to the extent of 50 percent of 
such savings. Dixon-Yates is already guaranteed a 9-percent re- 
turn on its equity capital if the plant is built for $107,250,000, but 
any savings would of course increase the rate of return beyond 9 
percent. 

For example, if the company should save $10 million in the con- 
struction of the plant, then, according to paragraph V of appendix 
C, the 50 percent of the benefit which would accrue to the company 
would total $280,250. 

Senator Anperson. Is that per year? 

Mr. Rapry. Yes, sir. 

This, plus the $495,000 return already ——— the company, 
would increase the earnings to $775,250 per year, or a return of 14.1 
arty © on the equity capits ‘al investment of $5,500, 000. 

Additional windfall through replacement costs: Section 4.11 
of is contract provides that the AEC will make payments to the 
Dixon-Yates combine “as part of the cost structure of this contract 
and for the purpose of providing for the cost replacements to the 
facilities * * *” The net effect of this section is to provide the 
company with a plant fully in order at the conclusion of the 31-year 
period when the plant will have been paid for. Thus, in addition to 
practically guaranteeing the company 9 percent return, the company 
also will acquire a plant completely in order. 

According to the Federal Power Commission study S—102, “Electric 
Utility Depreciation Practices—1951,” the normal depreciation period 
of a steam plant is 40 years. Thus, if the Dixon-Yates plant were 
paid for in 31 years, it would still have a useful life of almost 10 years, 
and by the straight-line method of depreciation, would have a value 
of almost $27 million. Over the 31-year period of amortization, there- 
fore, the Government will not merely have guaranteed Dixon- Yates 
$495,000 a year return on its equity capital, but also will have con- 
tributed, through its power rates, approximately $870,000 a year to 
the ownership by Dixon-Yates of the steam plant. This means that 
Dixon- Yates will not merely earn $495,000 a year on its equity capital 
investment, but at the conclusion of the period will completely own a 
plant which will still have a value of about five times the amount of 
equity capital originally invested by Dixon-Yates. In short, Dixon- 
Yates start with an investment of $5,500,000, earn $495,000 a year on 
it, and at the end of 31 years wind up with a plant worth almost 
$27 million. 

10. Government guaranty of payment of power bill: Section 8.05 
guarantees payment by the Government of its power bill to Dixon- 
Yates even though the company fails to deliver power for a wide 
variety of reasons— 
beyond the control of the company, including but not limited to an act of God, 
fire, flood, explosion, strike, sabotage, an act of the public enemy, civil or military 
authority, insurrection of riot, an act of the elements, failure of equipment, or 
inability to obtain or ship materials or equipment because of the effect of similar 
causes on suppliers or carriers * * * 

Although it is understandable that the Government would relieve 
the company of its obligations to supply power under circumstances 
such as those described above, it is difficult to comprehend why the 
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Government not only must relieve the company of its power supply 
obligations, but must also pay the full amount, including profits, for 
capacity which it should have received under the contract, but in 
reality does not receive. 

11. Selection of third arbitrator: Section 8.23 provides that one of 
the arbitrators shall represent the company, one the AEC, and that 
these shall select the third arbitrator, “who shall be a person engaged 
in engineering work or business relating to the production or trans- 
mission of electric power and energy. 

The limitation of selection of the third arbitrator to a person of the 
qualifications described above appears to place the weight of the arbi- 
trators in favor of the company, inasmuch as any arbitrator with the 
qualifications prescribed most likely would be an employee of a private 
power company and his views might well be directed more to those of 
the company rather than to those of the AEC. 

12. Detrimental effects of contract on TVA and power distributors: 
From the standpoint of our organization, I believe this is one of the 
most important matters involved in this contract. It is likewise im- 
portant for all the power consumers of America, and if your committee 
will indulge me, I would like to say just a few words about the impor- 
tance of TVA to the electric industry and to the economy of the 
Nation, for only within the framework of this information can we 
comprehend the full significance of any move which would impair 
the effectiveness of TVA. 

At the opening of my statement, I alluded to the fact that the 
Nation’s public-power systems have resulted in a lowering of rates 
not only in the areas which they serve, but likewise in adjacent areas. 
This is true in the most striking degree in the case of TVA. For the 
information of the committee, I have appended to my statement two 
charts which show graphically the effect which TVA has had in re- 
ducing power rates. As is abvious from these charts, power rates, 
like ripples in a pool, become progressively higher as the distance from 
the TVA area increases. 

This is because, with few exceptions, electric companies enjoy 
monopolies in the areas they serve. Such a condition is desirable, for 
by and large the duplication of electric facilities in an area is not 
economically practical. 

Because of the monopolistic position of electric companies in the 
areas they serve, the stimulant of competition arises only through 
that provided by publicly owned electric systems. 

If one grants the beneficial effects of such competition, then I 
think one also must recognize the importance of not impairing this 
competition. However, in the Dixon-Yates contract, we find that 
the efficiency and effectiveness of TVA as a power supplier is en- 
dangered in the following ways: 

(a) Independence of TVA jeopardized : The TVA Act sets up the 
TVA as an independent agency of the Federal Government. Among 
other things, it has, with the approval of Congress, assumed the re- 
sponsibility as sole supplier of electric energy in the Tennessee Valley. 
Yet. the independence of the agency has, according to the sworn 
testimony of its former Chairman, been ignored in the case of the 
Dixon- Yates contract. I quote as follows the testimony of Mr. Clapp 
on October 29 before the Subcommittee on Monopoly and Anti-Trust 
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of the Senate Committee on the Judiciary (see p. 1183 of transcript). 
] quote as follows by Mr. Clapp: 

I don’t believe it—Dixon-Yates contract—was negotiated at arm’s length. Ac- 
tually, as I read the record, and as I reflect upon my own observations and 
participation in the discussions that took place last winter, and up to the time 
I left the TVA, at the expiration of my term as Chairman, here we see the 
United States Bureau of the Budget and the Atomic Energy Commission acting 
as promoters and sponsors of a new kind of arrangement for power supply to 
the Government, and in that negotiation seeing these promoters and sponsors, 
namely the Bureau of the Budget and the Atomic Energy Commission, calling 
into counsel the worst enemies of the TVA to plan the future of the TVA. 

During the course of those conferences, the TVA was kept in the dark as to 
what was brewing, and what was being cooked up. We were brought into it 
later, and when I say “we,” I refer to the TVA at the time when I was with it 

That is ~ end of Mr. Clapp’s statement. 

If Mr. Clapp’s statement is correct—and I have no reason to 
challenge its accuracy—it is indicative of exceedingly grave practices 
and a serious attempt to undermine the independence of TVA. 

(b) Burdening of additional costs upon TVA: Gen. K. D. Nichols, 
General Manager of the AEC, testified before your committee last 
week that negotiations between TVA and AEC as to the sharing of 
the additional cost of the Dixon- Yates power had not been completed, 
and that at the present time the two agencies are still about $14% 
million apart. This additional cost of power—which would be 
totally unnecessary if TVA were to continue to assume responsibility 
for its own power needs—is not only a serious matter within itself, 
but assumes far greater significance in the light of the fact that the 
Dixon- Yates contract might well set a precedent for other similar 
contracts in the future, as I shall discuss shortly. 

(c) Precedent for future contracts: The so-called Ferguson amend 
ment to section 164 of the Atomic Energy Act of 1954 leaves the 
way open for the AEC ultimately to negotiate similar contracts pro- 
viding for the furnishing of as much as 2,900,000 kilowatts of capacity 
to TVA, under arrangements similar to the Dixon-Yates contract. 
The higher costs and other detrimental effects of the Dixon-Yates 
contract therefore may well be compounded if the initial contract is 
consummated and permitted to become the forerunner of other similar 
agreements. 

(d) Transfer of higher charges to TVA: Sections 7.02, 7.03, and 
7.07 make it clear that if the AEC ultimately cancels its contract with 
Dixon- Yates, the contract can be transferred to TVA, in which event 
the full burden of the added costs of this power, as compared with 
the power generated by TVA, would be borne by TVA. Thus, even 
if TVA initially might ese: ape some of the burden of the higher cost 
Dixon-Yates power, there is a likelihood that ultimately “the full 
burden will be loaded upon TVA. Moreover, there is, of course, no 
guaranty that the contract will not be renegotiated at some later date 
so that the added costs are transferred to TVA. Advocates of such a 
renegotiation might well argue that, in the final analysis, the Dixon- 
Yates power is being supplied to TVA, and that therefore the costs 
should be borne by that agency. 

The likelihood of such an occurrence was referred to by Mr. Clapp 
in his testimony of October 30 before the aforementioned Senate sub- 
committee. On page 1343 of the transcript of these hearings Mr. 
Clapp is quoted as follows: 
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In the light of the insistence over the months on the part of AEC that they 
should not pick up the excess costs and in the light of the position taken by the 
Bureau of the Budget that TVA should pick them up, I dont think you can risk 
a plugged nickel on the assumption that the Bureau of the Budget and the AEC 
won’t change their minds again and have this contract rewritten at some later 
date so that TVA will in the end have to pick up the extra costs. 

Mr. Clapp was asked at the hearing what the result would be if 
the contract were later renegotiated and the costs assigned to TVA, 
and I believe his words, in view of his many years’ experience with 
TVA, bear repetition at this time. He said: 

It means that the first step in the strangulation of its (TVA’s) electric 
utility demonstration will have been taken, that the consumers of the Tennessee 
Valley will be marked for further victimization by the holding companies that 
surround the TVA to whose strength will have been added the strength of the 
United States Government against one of its own agencies, the TVA (transcript, 
p. 1343). 

In these words, I believe Mr. Clapp has aptly summed up the 
dangers which the power distributors of the TVA area feel are 
inherent in the Dixon-Yates contract. However, it is my under- 
standing that your committee at a later time will hear testimony 
directly from some of the power distributors of the area, and they 
will provide more details as to the objections they find in the Dixon- 
Yates contract. 

In my statement, I have not alluded specifically to the 53 rural 
electric cooperatives which market TVA power, since representatives 
of these organizations, I understand, plan to present testimony before 
your committee in their own right. However, I wish to make it clear 
that references I have made to the power distributors of TVA, in my 
estimation, apply with equal force to the rural electric cooperatives. 

I have discussed above what I believe to be some of the major items 
of concern which we find in the Dixon-Yates contract. Other wit- 
nesses and questioning from members of your committee have revealed 
other glaring dangers of this arrangement, but to avoid repetition 
I will not discuss these additional points. 

B. Reasons against waiver of 30-day review: 1. Doubt as to the 
merit of the contract: If, as we firmly believe, the objections listed 
above, constitute reasons for disapproving the proposed Dixon- Yates 
contract, then certainly the committee should not consider waiving the 
statutory review period in an effort to accelerate consummation of 
the contract. The objections, along with those of other witnesses and 
the questions raised by members of the committee, constitute ample 
evidence that the best interests of the Government may be served only 
by a full, comprehensive study of the terms of this contract by the 
Joint Committee and consideration by the Congress itself. 

2. Operation and effects of proposed Dixon- Yates arrangement are 
only partially disclosed in present documents: The real significance 
of the Dixon- Yates arrangement, both as a matter of national policy 
and as it relates to the welfare of the local publicly owned electric 
systems whom I represent, is in the effect of this plan on the power 
program of the Tennessee Valley Authority. The document, the 
contract draft, before this committee does not deal with this matter, 
nor does it disclose how TVA and its distributors are to be affected 
by the broad power plan in which this Dixon- Yates contract is only 
one step. The next step, the arrangement between the Atomic Energy 
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Commission and TVA, will determine how Dixon-Yates is to affect 
TVA and its distributors. Until this step is taken, until the plan 
for bringing Dixon- Yates power to consumers in the Tennessee Valley 
is spelled out in sufficient detail that such vital matters as to who is to 
bear what costs of the new arrangement are on the record, it will not 
be possible to fully understand or evaluate the Dixon- Yates contract. 
In this situation, we do not believe that the committee should consider 
waiving the 30-day review of the contract without having had an 
opportunity to study the contemplated arrangement between AEC 
and TVA which is the heart of the Dixon- Yates plan. 

There is no firm deadline for completion of proposed West Mem- 
phis plant: As pointed out above, the contract draft before the com- 
mittee does not provide any firm deadline for completion of the pro- 
posed Dixon- Yates plant. In the absence of such provision, we 
respectfully submit that the benefits of waiving the statutory review 
appear to be highly spec ulative. 

t. Serious legal questions have been raised relating to the proposal 
to waive the review period: Without repeating various points made 
in testimony by previous witnesses and questions propounded by sev 
eral members of the committee, we nonetheless wish to suggest that 
serious legal questions exist concerning the proposal to waive the 30 
day review period at this time. These questions relate both to the 
definition of the term “contract” in section 164 of the Atomic Energy 

Act of 1954 and to the legality of the proposed waiver at this time 
under the terms of that section. These legal questions cast doubt upon 
bay wisdom of waiving the review period. 

. Would waiving the 30-day review period speed construction of 
new power capacity? As Ihave pointed out, the failure of the present 
contract draft to do little more than urge diligence in the construction 
of the proposed steam plant makes any benefit from the pro} rosed 
waiver questionable. Apart from the question of whether such ap 
proval should not have been obtained prior to consideration of the 
contract by this committee, the Mississippi Valley Generating Co. 
must secure the approval of the Securities — Exchange Commission 
for its planned operations. Although this is a necessary step, Mis- 
sissippi Valley Gener: ating Co. has not yet even filed an application 
with SEC for this approval. Other testimony before this committee 
has indicated that the engineering plans for the new steam plant are 
not at such a stage that construction can move ahead in the immediate 
future. And, finally, the existence of legal problems related to waiv 
ing the review period presents the possibility for litigation which 
could delay construction far beyond the statutory period for com- 
mittee consideration of the contract. All of these factors indicate 
that there is little likelihood that waiving the review period would 
achieve any earlier start—or completion—of the proposed plant. 

Even if waiver of the 30-day period did speed construction, how- 
ever, it should be noted that this would be contrary to the w ishes of 
the municipal and cooperative distribution systems in the valley whose 
responsibility it is to supply practically all of the electric consumers 
of the area. In a letter to President Eisenhower dated July 6, 1954, 
Mr. R. V. Taylor, president of the Tennessee Valley Public Power 
Association, which consists of the municipal and cooperative dis- 
tributors of TVA power, stated as follows: 
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Nevertheless, even though in 1957 this entire region must stop its forward 
economic march for a period corresponding to any further delays in action now, 
we would rather bear that burden than to start down a road (and he is referring 
to the Dixon-Yates contract) which, in our judgment, can only lead to mounting 
economic waste and multiplying obstacles to sound regional development. 

Conclusion: As I have indicated in the foregoing, the provisions of 
the Dixon- Yates contract are one-sided in favor of Dixon- Yates, and 
hence contrary to the interests of the Government. In my estimation, 
this contract represents bad principles of Government administration, 
is costly to the Government, and is detrimental to the interests of the 
power distributors of the TVA area and to the TVA itself. 

It has been stated before your committee, in testimony presented 
on November 4, by Mr. Rowland Hughes, Director of the Bureau of 
the Budget, that the reason for the Dixon-Yates contract is that— 
we were determined to meet the immediate needs of the TVA area—but we were 
equally determined to meet those needs in a way that would not, in the absence of 
thorough consideration by all of our people, commit us to a policy of establishing 
a nationwide Federal power monopoly. 

As of today, TV A’s installed capacity represents only about 8 per- 
cent of the total installed capacity of the Nation, and all public 
power—Federal and local—accounts for only 21.7 percent of the 
Nation’s capacity. It is beyond comprehension how the further 
orderly expansion of the TVA power generating capac ity, to meet the 
growing needs of that area, commits anyone to “a policy of establish- 
ing a nationwide Federal power monopoly.” If it did, we would be 
opposed to such a program ourselves, for our organization does not 
favor a nationwide Federal power monopoly. Such a monopoly 
would present as much of a threat to the local publicly owned electri 
utilities as it would to the pr ivate power companies. 

But, while we oppose a nationwide Federal power monopoly, we 
would also oppose a private power monopoly, and it would appear 
that, if anything, the Dixon- Yates contract would be a trend in that 
direction, for it ties together two holding companies whose asset 
aggregate well over a billion dollars. Moreover, Dixon-Yates weak- 
ens an agency which provides one of the most effective competitive 
forces in the electric industry and it is the interplay of competitive 
forces which has brought such benefits to our Nation. 

Although the residents of the Tennessee Valle y are more directly 
concerned, the Dixon-Yates contract affects all the people of the 
Nation. For Dixon- Yates is but the opening wedge in the crippling 
of TVA, and with the destruction of that agency the people of the 
Nation will have lost one of their effective allies in bringing lower 
electric rates and greater eo of electricity to all the homes, 
farms, and industries of the Nation. 

Chairman Coitz. Thank you, Mr. Radin. You have given us a very 
clear, concise statement of your position. 

Mr. Rapin. Thank you, sir. 

Chairman Cote. I compliment you on it, although I must of course 
say I do not necessarily concur with the conclusions. But you do 
have a well-organized, a well-presented statement. 

Are there questions of the committee of Mr. Radin? 

Senator ee. Let me ask you this, Mr. Radin. 

Mr. Rapin. Yes, si 
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Senator Anperson. Do you believe it is possible to reform this 
contract, rewrite it, in any way so that some of the objections you 
have here could be removed? After all, this negotiation has been 
going on for a good many months, and it would be desirable, it would 
seem, to try to salvage anything out of that that might be salvaged. 

[ will just mention some of these items you mentioned as you 
went along—‘Low-cost power made available to Dixon-Yates.” I 
think there is a strong point there. I think if they take advantage 
of the Government’s purchasing power on coal, they will, of course, 
be able to supply certain others with low-cost power. 

And “AEC has no control over design of company facilities.” Well, 
I think it would be desirable if AEC did have that. 

Would your position change any if that might be revised ? 

Mr. Rapry. Well, sir, I would certainly recognize the tremendous 
investment of time which the Government has already put into this 
contract, but it. seems to me it is based on an underlying fallacy to 
begin with, and I do not see how—— 

Senator Anperson. What is the underlying fallacy? That is what 
I am anxious to get. 

Mr. Rapry. This is a way of providing power for the TVA that 
is not the most economical or efficient way to provide power for further 
expansion of the TVA to meet its normal-load program. The most 
practical and economical way to provide that power would be to build 
a plant within the TVA system and not at some unnatural site such 
as the West. Memphis site. 

Senator Anperson. Were you here when Commissioner Murray 
commented on the recapture clause in the contract? 

Mr. Raprn. No, sir. 

Senator Anperson. I had asked that he be examined on the ques- 
tion of a recapture clause for these facilities in the contract so that 
some action might be taken some day to get some additional power. 
It does not do any good to just absolutely have a complete impasse 
on this question of power down there. If there were a recapture 
clause in the contract, so that in case this company began trying 
to move in on TVA territory in a serious fashion it might be recap- 
tured and the plant tied into maybe the TVA operation—I am not 
suggesting that, I am just suggesting the possibility of it—would 
that change your viewpoint on what you say is a fundamental 
fallacy ? 

Mr. Rapin. No. I think the arrangement is fundamentally bad, 
and although it might be improved so it would be less harmful to 
the interests of the Government, the basic assumption is wrong, and 
I see no way in which it could be notified in such a way that it could 
be equally as good to the people of the area and to the Government 
as other alternatives. 

Senator Anperson. I realize that your theory is that there is nothing 
as good as the public-power situation, but if determination was reached 
that perhaps it would be desirable to make use of private enterprise 
in construction of this plant, as private enterprise was used in OVEC 
and EEI situations, if you were to come to that decision, is there 
anything that you think could be done to this contract that. would 
make it workable and a little more proper than it is? Or must we 
just abandon everything that has been done? 
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Mr. Rapin. I would think in the long run that would be better 
just abandon the idea altoge se, as I say, the eee 
premise upon which the contract had been negotiated, I think, | 
fallacious, and I personally do not see any way of salvaging it, because 
no matter what arrangements you might make you will still necessitate 
the construction of this $10 million transmission line across the Mis 
sissippi River, which is totally unnecessary if the plant were built 
in a more feasible location. You are also going to barge coal 55 
miles further south than you would in a better location for the plant. 

Senator ANnperson. Then you think fundamentally the place to 
start is with a better location. Now if you took that better location, 
say Fulton or wherever it is, would you still be opposed to the utiliza- 
tion of private enterprise to build this, with the understanding that 
it might be recaptured and integrated into the unit? 

Mr. Raprn. I think that you might look at the problem this way, and 
that is that the people of the Tennessee Valley area some years ago by 
a vote decided that they should be served by municipal distribution 
systems and by rural electric cooperatives, and they entered into con- 
tracts with TVA to furnish that power; and this would force the pri- 
vate power companies back upon the TVA without the will of the peo- 
ple of that area. I think before any such alternative as that is con- 
sidered the people of the area should certainly have an opportunity 
to express themselves as to other alternatives, if there be any, that 
are preferable to the present proposal. 

Senator Anperson. Do you see what I have been worried about, Mr. 
Radin ? 

Mr. Raptn. Yes, I see. If you would like—— 

Senator AnpERsoN. Suppose you go ahead. Let us make some sup- 
positions for a minute. Suppose the committee should refuse to grant 
a waiver. Suppose the subsequent Congress might come along and 
try to knock out the whole program. We are a year farther from a 
program that gives some current than we would have been if we had 
gotten started on something a year ago. At that time it was not pos- 
sible to get the Fulton steam plant under TVA. 

Mr. Rapin. That is right. 

Senator ANperson. Therefore, it may not be possible to get it under 
the present situation, and we would be standing there waiting. But 
suppose the plant was to be built at such a spot that it could be usable 
by the TVA at a latex date if they wanted to and you had a recapture 
provision, so that if anything went wrong with private enterprise’s 
running it, you might pick it up and put it back in whatever you or 
someone else may deem to be a better spot under the circumstances. 
Would you still say we should not make some headway toward power ¢ 
Is the only alternative you have in your mind, in other words, to go 
back and say it must be the Fulton steam plant? 

Mr. Raprn. I would say that any alternative ought to be as good or 
better than the Fulton steam plant, and the Dixon- Yates plant is cer- 
tainly not better. I perceive so many weaknesses and fallacies in the 
contract that I personally do not see how it could be corrected so it 
would be in any way comparable to an established method of provid- 
ing power that by experience has been shown to be the best way of 
power supply in that area 
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Senator Anperson. Under your section 6 here on page 6, it points 
out that AEC has no control over design of company facilities, and I 
marked that because I thought that was a good point. If you gave 
them some control over design of facilities, “that would remove your 
objection, would it not, to that ? Isthat right? 

Mr. Rapin. It would remove my objection to that part, but then 
you still have the objection that the AEC would still have responsi- 
bility for supplying power to the TVA, and I think the TVA Act 
delegates that responsibility to the TVA and not to the AEC. It just 
points up again the fact there are so many crosscurrents of inade- 
quacies and deficiencies in this contract that in my estimation it is 
practically impossible to salvage it. 

Senator Anpgerson. I look at your point 8, where I asked you if you 
meant $280,000 per year, and I want those words in there because 
that is what you do mean. That says there is a possibility of return 
in excess of 9 percent. If you had a recapture clause in your contract, 
you would not have to worry about that, would you ? 

Mr. Rapin. If the Government were to exercise the recapture clause. 

Senator Anperson. You have to assume the Government would 
try to. 

Mr. Rapin. Yes. 

Senator Anperson. And the same thing on item 10—Government 
guaranty of payment of power bill.” I think there again that you 
might be able to reform the contract. 

Did you notice that the EEI contract and the OVEC contract. have 
different provisions on this subject? 

Mr. Rapry. I understand they do, sir, but I have not examined those 
contracts currently. 

Senator Anperson. They do, and the EEI contract. does not. have 
the very best provision in it which OVEC has in it. As I understood 
it, the Commissioners explained that you had to pay for these things, 
and if you did not give them that protection you would pay in high 
rates. Actually, the EEI rate is lower than the OVEC rate, which 
makes the argument ridiculous. But, obviously, the EEI contract 
went through without this rather drastic provision in it. 

I am just trying to say, if you substituted the EEI provision, would 
that not improve the contract ? 

Mr. Rapin. Yes, sir. There are undoubtedly many ways in which 
the contract can be improved. It is very much sysceptible to improve- 
ment, 

Senator Anperson. But you would start. fresh ? 

Mr. Rapin. Yes; I would start fresh. I think it is beyond salvage. 

Senator ANDERSON. It is easier to start fresh sometimes and just lose 
a little time, but we might just not get started, and somebody else 
would come in with a different theory and then we would go back 
to the old provisions and just never get a plant built. We are some- 
time going to have to have some power there. 

Mr. Rapin. I think the overriding consideration should be this, 
Senator: That in the final analysis the purpose of this plant is to 
supply power for the TVA area. Yet the power distributors of that 
area Who have the primary responsibility for supplying power to the 
residential, commercial, and industrial consumers of that area have 
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shortage, if that is necessary, rather than to see a contract of this type 
consummated. 

Senator Anprerson. Who is it that is willing to risk that? 

Mr. Rapin. That is the power distributors, and they have the respon- 
sibility for supplying power to the people. 

Senator ANperson. How about the power user? Would he not be 
as much interested in the power shortage? It would be a little tragic 
to him, would it not? 

Mr. Rapin. Well, there might be some temporary arrangements 
that might be able to be made to avert the stringency of such a shortage 
if further timelag were required. But I think the thing that is most 
greatly feared by any power system is a power shortage because the 
basic responsibility of any electric- power system is to supply power 
whenever it is needed. That is the underlying re sponsibility. If these 
power systems in there are willing to risk that so that the contract 
is not. consummated, I think it is a most important point to be kept in 
mind, 

Senator Anprerson. It is only because I know a good deal about - 1e 
background I was just hoping there might be some way of making it 
work. Thank you, Mr. Radin. 

Chairman Corr. Mr. Radin, in response to Senator Anderson’s 
questions you indicated that it would be your recommendation to start 
fresh. 

Mr. Rapin. Yes, sir. 

Chairman Coir. Are we to understand that you suggest that the 
Commission again sit down with Dixon- Yates to see if they can work 
out a more advantageous contract? Is that what you mean when you 
say “start fresh”? 

Mr. Raprn. I have in mind by starting fresh that the Congress take 
a new look at this entire matter, and that is whether this is the proper 
means of supplying additional power to TVA, whether this basic 
concept is proper or not. 

Chairman Coir. You do not consider the consideration which the 
Congress gave the matter last summer when it enacted section 164 in 
the fashion that it did, that that consideration was adequate? 

Mr. Rapin. It was certainly exte ee and thorough. 

Chairman Corr. Extended, at leas 

Mr. Rapin. But I think there ies been additional facts developed 
since that time about the nature of this contract and about the nature 
of this arrangement which might warrant further consideration by the 
Congress as a whole, and that is why we ask that this committee not 
waive the 30-day review. 

Chairman Core. I do not question your sincerity at all, Mr. Radin, 
but is it not a fact that you would not approve of this contract with 
Dixon-Yates or any other private company no matter how it is 
changed ? 

Mr. Rapry. I think that is correct; yes, sir. 

Chairman Corr. Of course. If you took any other position you 
would no longer be general manager of the American Public Power 
Association. 

Mr. Rapin. That is my personal conviction as well as representa- 
tion of the views of the organization. 
Senator Anperson. Will you yield? 





































372 UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO. 


Chairman Core. Surely. 

Senator ANprerson. I only wanted to come back and say that the 
question of Chairman Cole’s points up the difficulty. The Congress 
did take the position. Now I do not have to tell you that position was 
completely contrary to what I thought the Congress should take, 
but we have a system in this country where the majority rules, and 
the majority did rule, and it took the position to go ahead. That is 
how after we got into conference on the bill I never raised any question 
on Dixon- Yates again because the vote had been substantial and over 
whelming. 

Now that is the problem. While you would start again completely 
fresh, without anything to do with Dixon-Yates, on the other hand, 
if the majority of the Congress thinks that is not the best thing to do, 
then you are in a complete bind if you never do anything about it. 
Some day we have got to resolve this if we are going to have adequate 
power down there. That isthe only reason I was hopeful there might 
be some basis upon which it might subsequently be worked out. 

Mr. Rapin. Thank you. 

Chairman Core. Are there questions from members on my left 

Representative Honirrerp. Yes. 

Chairman Corr. Mr. Holifield. 

Representative Horirietp. On page 2, Mr. Radin, you note that 
municipal utilities of the TVA area have invested some $400 million. 

Mr. Raptn. Yes, sir; that is correct; distribution facilities. 

Representative Hoxtrrerp. Is that bonded indebtedness of the mu- 
nicipalities that are in that area that are receiving wholesale electricity 
from the TVA? 

Mr. Rapin. Yes, sir; that money comes about through the issuance of 
revenue bonds. 

Representative Horrrreitp. Revenue bonds? 

Mr. Rapin. Yes. 

Representative Honirrertp. On the localities? 

Mr. Rapin. That is right. It is not a general obligation bond. 

Representative Hoxrriecp. ‘That includes cooperatives as well as 
municipalities ¢ 

Mr. Rapin. The cooperatives raise their money in slightly different 
fashion. They borrow money from the Rural Electrification Admin- 
istration and repay it with interest over a period of years. 

Representative Horirrerp. Now I believe the testimony yesterday 
by Mr. Vogel or Mr. Wessnauer was that there was a total of $863,- 
714,733 capital plant investment remaining in the TVA. 

Mr. Rapin. Yes. 

Representative Hoxrrrecp. That is all on an amortization basis, is 
it not? 

Mr. Rapin. Yes, sir. All of TVA power facilities are required by 
law to be repaid within 40 years. 

Representative Horirreip. And that in 40 years each separate ap- 
propriation is discharged ¢ 

Mr. Rapin. That is correct. 

Representative Horirreip. And there are various appropriations in 
this, so concurrently over the next 40 years you might say that gradu- 
ally the Government will obtain ownership of this whole fac ility? 

Mr. Rapry. That is correct. 
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Representative Hotirierp. At that time it will not be necessary for 
the Government to pay amortizi ition costs or retirement costs of any 
kind and that whole Tennessee Valley project will be owned by the 
people and will theoretically be in a position to furnish lower rates in 
that area, will it not? 

Mr. Rapin. That is correct. 

Representative Horirirevp. I was just checking up on the OV EC con- 
tract, which was $407 million, EEI which was $193 million, and this 
proposed contract is $107 million or $117 million, whichever happens 
to be necessary to construct it. And all of this is backed by Govern- 
ment credit, Government obligations, with cancellation clauses up to 
as high as $400 million if the Government has to cancel out. 

So it is interesting to note that when Dixon- Yates is added it will be 
behind $807 million, just like it is behind $863 million. So there is a 
comparison there which is very interesting. And it is a fact that the 
Sp srnment in the rates charged by these private utilities is paying 

» percent and above in interest on that credit. Is that not true? 
ae Rapin. The Government, you mean, through the TVA or 
through the OVEC-EEI? 

Representative Horirretp. Let me rephrase my question. The Gov- 
ernment has contracts with OVEC, with EEI, and will supposedly 
have a contract with Dixon-Yates. They are paying rates which in- 
clude the interest rate which those companies are paying on their 
bonds. Is that not true? 

Mr. Rapin. That is correct. 

. en ative Hourriecp. And that interest rate is at a minimum : 
14 percent and upward—34 percent on the preferred bonds and : 
igh as 9 percent on the equity investment? 

Mr. Rapin. That is correct. 

Re »presentative Houtrretp. So the Government is paying in its rates 
for this power more than 3144 percent interest on the present $600 
million. I want to make a correction there. That is $707 million 
investment in private utilities. But the point remains that the Gov- 
ernment is paying above 314 percent interest on those bonds included 
in the rate structure ? 

Mr. Rapty. That is correct. 

Representative Hotirretp. And it is paying 214 percent interest, or 
roughly 214 percent interest on the cost of money. I believe that is a 
little high. 

Mr. Raptr. I think so. 

Representative Hotirrecp. For the money that goes into TVA. 

Mr. Raptn. They do not actually pay interest as such for TVA, but 
the return more than covers the interest payments. 

tepresentative Hoxtrietp. Yes. Well, the charge has been made 
that these are interest-free bonds, and I am assuming that the Govern- 
ment sells the bonds and pays 214 percent interest rate to put it into 
the TVA construction, although it does get it back, as you say, in the 
rate and the profit that is made, 

Mr. Rapin. That is correct. 

Representative Hotirrerp. But when you start comparing you find 
out that the TVA is not receiving such an advantage as is claimed by 
its opponents, and that at the end of the 40-year period the Govern 
ment will own the facilities in the one instance and private companies 
will own it in another. Is that not true? 
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Mr. Rapin. That is true. 

Representative Horirietp. Now we had some testimony yesterday 
from General Vogel, and I will read it to you. It is on page 821 of 
yesterday’s transcript, in which I asked him the following question: 

You said in your statement that we can be reassured as to the effects of the 
contract on existing rates. I do not see how you can make that except for the 
term of the contract. After the termination notice has been given after the 
4-year period, that does not obtain, does it? 

General VoGEL. We are only concerned with the 4-year period. 

Representative Horirrevp. I did not understand that. 

General VocreL. We are concerned only with the 4-year period. Once AEC 
would terminate the contract we could take it on for an additional 4 years. 

Representative Ho.irie_p. I realize that. Do you mean to say that in view of 
the fact that the Government is putting its credit behind this construction for 
a 25 year period you are only concerned with a 4-year period? 

General Voce... I am speaking from the standpoint of the Tennessee Valley 
Authority, sir. 

General Vogel as the Chairman of the Board of the TVA is only 
interested in protecting the users of the power in the Tennessee Valley 
the users of the Dixon-Yates power for 4 ye ars, notwithstanding the 
fact. that the Gover ee ient eredit woes behir 1d it 25 anda possible addi- 

tional 5 years. Is that your interpretation of his testimony ? 

Mr. Ravin. Yes, from what you have read, and I think it is clear 
from the contract it could n renegotiated at some future time. And 
that was the brunt of Mr. Clapp’s testimony. Ps that all of these 
additional costs could be transferred to the TVA at a later time. So 
that the power users over the long run have no assurance that they 
will not be forced to bear the additional costs of Dixon- Yates power. 

Representative Hoitrrerp. And is that why the members of your 
association that have an investment of $400 million are concerned with 
this Dixon- Yates contract ? 

Mr. Rapry. Very much so. 

Representative Hortrreip. Because they know that at the end of a 
possible 4-year termination period they will be faced with an in 
creased rate ? 

Mr. Rapin. That possibility certainly is most likely, yes. 

Representative Horirre.p. If the Dixon-Yates energy is generated 
in Arkansas, will it not have the benefits of the Arkansas Power Com- 
mission’s decisions on how much its rate shall be? 

Mr. Rapin. That would not be in intrastate commerce, so I do not 
think it would be under the jurisdiction of the Arkansas Power 
Commission. 

Representative Horirretp. It would be under their jurisdiction up 
to the middle of the Mississippi River. 

Mr. Rapin. Yes; that is correct. 

Representative Horirretp. Then the Federal Power Commission, 
if it was transmitted across the river into the TVA system, would 
come in at that time and make a decision, would it not, as to the rates? 

Mr. Ranprn. Yes, sir. 

Representative Hotirrep. The fact that the Dixon-Yates people 
have requested that those rates be set on that basis indicates that they 
expect that the Federal Power Commission will take into considera- 
tion, and it must be under the regulations, the decision of the State 
regulatory body which has that jurisdiction ? 

Mr. Ravrx. Yes. 
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Representtaive Horirreip. Does it not? 

Mr. Rapin. Yes. 

Representativ e Ho.wirrevp. So by that plan there will be in- 
evitably a rise in rates, because the Power Commission of Arkansas 
has already granted higher rates to the Middle South Utilities Group 
which serves the area than are now being paid in the Tennessee Valley 
area. Is that not true? 

Mr. Rapin. | think they just in the past few weeks rescinded the 
rate increase. They did grant a rate increase to Arkansas Power & 
Light, and then I believe within very recent days they have rescinded 
that rate increase. It is being contested now by Arkansas Power & 
Light Co. 

Representative Hotire ip. That is right, because the attorney gen 
eral of the State of Arkansas fought it. 

Mr. Rapry. That is correct. 

Representative Hoitriecp. But even the rescinded rate, the old rate, 
is still higher than the Tennessee Valley Authority rate, is it not ! 

Mr. Rapin. That is true. 

Chairman Coir. Would the gentleman yield on that point- 

Representative Ho.irrevp. 1 would be glad to. 

Chairman Coie (continuing). Which Mr. Radin brought up with 
respect to the possibility that this Dixon-Yates contract might be 
renegotiated in such fashion as to impose added lability on TVA. | 
do not understand the logic of your position that it would be possible 
for the Dixon- Yates contract to be renegotiated in any fashion which 
would impose greater hability on TVA unless the Board of TVA 
were willing to assume them. How do you reason that two parties 
to a contract can impose a liability on a stranger to a contract ¢ 

Mr. Rapin. Well, I am thinking of the provision of the contract 
which says that it can be assigned to another agency of the Govern- 
ment after it is terminated; and the Tennessee Valley Authority can 
be ordered to accept the Dixon- Yates contract initially, 1 see no reason 
why they would not at the subsequent time be forced to accept a 
renegotiated contract. 

Chairman Cote. But only by acquiescence and approval of the 
Board to any alleged “order.” 

Mr. Ravtn. I question how much that acquiescence would be worth 
in view of a Presidential directive or request by the President that it 
enter into such a contract, such as was the case of the Bureau of the 
Budget ordering the TVA to enter negotiations with the AEC in con- 
nection with the consummation of the Dixon- Yates contract. 

Chairman Core. At any rate, it would require the acquiescence or 
approval of the Board of TVA to assume any liability which might 
attach to TVA because of assignment to it from AEC, would it not‘ 

Mr. Rapin. Oh, yes, it would require TV A approval. 

Chairman Cote. Thank you. 

Representative Hotirietp. Now on that point. Of course, it is 
true that while theoretically we have a 5-man independent Commission, 
the AEC, and 3 men objected to this procedure, with the President’s 
directive behind it, the Chairman of the Board and 1 member, Mr. 
Campbell, who, I see, recently has been advanced to Comptroller Gen- 
eral—and by the way, if he is going to sit in judgment upon the Dixon- 
Yates contract which he has helped to foment, I say it will be a travesty 
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on justice and he should disqualify himself when questions obtaining 
to this contract come up to the General Accounting Office, because he 
has been the sponsor of it and a complete advocate of it. 

But on that point, getting back to my main point, I want to say 
that 2 of the members of the Commission of 5 have forced this contract 
before this committee. Is that not true according to the record that 
we have before our committee ? 

Mr. Raptn. Yes, that is correct. At one time 3 members of the 
Atomic Energy Commission were opposed to the contract. 

Representative Horitrretp. And as far as we know, there are only 
2 now that do advocate it 4 

Mr. Rapin. According to the last published record of a vote that 
was correct, yes. 

Representative Honirtetp. Now getting to the TVA Board, General 
Vogel came up here yesterday and he made a 1-sheet statement, which, 
I understand, is a military requisite now—that everything be com- 
pounded in 1 sheet. Although we have had numerous witnesses before 
our committee on this contract and they have taken 15 and 20 sheets 
to present their arguments, here is the Chairman of the TVA can only 
put 1 sheet before this committee, and he ends it with a 3-line testi- 
mony which says that “I believe that this committee should waive the 
contract.” And when I questioned him on the point, he admitted 
that the other two members of the Board did not share that opinion. 

So here is another indication of an independent Board that is being 
pushed into something by the orders of the President of the United 
States transmitted through the Budget Bureau. Is that not the case ? 

Mr. Rapin. Yes, that. appears to be » the case. 

In the testimony given by Mr. Clapp before the subcommittee of 
the Senate Judiciary Committee, he indicated very plainly that the 
earlier negotiations of -~ contract proceeded completely without the 
knowledge of the TVA, or with only cursory information being given 
the TVA. 

Representative Hoxiirrmenrp. And on the basis then of this record of 
application of independence of commissions and complete subjection 
of the majority of both Boards to the wishes of a minority, you base 
your fear of the future when it comes to AEC-TVA negotiations and 
the protection of this $400 million in utility inv estment of the people 
that you represent ? 

Mr. Rapin. Yes. I would fully subscribe to what Mr. Clapp testi- 
fied, and that is that the gist of it given here is that if the TVA Board 
were ordered by the administration in power to consummate such an 
arrangement, he said he would not give a plugged nickel for any com- 
mitment at this time that the TVA would not be required to assume 
the burden of these costs at a later date. 

As I stated in my testimony, some argument could certainly be 
made in support of that, because the Dixon-Yates power is for the 
primary purpose of serving TVA anyhow. So there is a very real 
danger, and that is one of the primary matters of concern to the mem- 
bers of our association in that area. 

Representative Horirretp. Now in view of the fact that additional 
charges are being placed upon the AEC for its services as a power 
broker in this plan, would it not be to the advantage of the AEC to 
relieve themselves of this budgetary burden, which has no relation to 
their primary mission, as soon as possible ? 
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Mr. Rapin. I would think so, because they are now getting power 
at a lower rate and they are having no difficulty in obtaining their 
power, due to the site. And so the whole concept, as I stated earlier, 
seems to rest on fallacious grounds. There is no need for AEC to 
seek another source of power when they are now being supplied so ade- 
quately by TVA and at rates lower than would be obtained under the 
Dixon- Yates contract. 

Representative Houirtevp. Is it not true that several million dollars 
a year will be added to the AEC budget to pay the Federal and local 
and State taxes of the Dixon- Yates Co. on its facilities in the State 
of Arkansas? 

Mr. Rapin. That is correct. 

Representative Hotirietp. And does that have any advantage to 
the Atomic Energy Commission in the making of weapons? 

Mr. Raptr. I see no relationship. 

Representative Hottrretp. No relationship ? 

Mr. Rapin. No, sir. 

Representative Horirretp. And if it does give notice of termination 
and General Vogel's primary interest is to protect the users for 4 years, 
after that 4-year period has transpired will it be not necessary to rene- 
gotiate at additional rates and the consumers of that area be charged 
that additional rate ? 

Mr. Rapin. That is correct. 

Representative Hottrretp. Which is now being paid to a certain 
extent by the Government through direct appropriations to the AEC 
for the benefit of the taxpaying entities which surround the space 
where the Dixon- Yates plant will be occupied ? 

Mr. Rapin. That is correct. 

Representative Hortrretp. Now what is the significance of the sec- 
ondary delivery point in this contract? There is a primary delivery 
point and a secondary delivery point. The secondary delivery point, 
as I understand it, is the sponsoring companies that are in this hold- 
ing company, this Dixon- Yates holding company. What is the sig 
nificance of it ? 

I have here in my hand a map which appears in this week’s Life 
magazine. It shows that the Middle South Utilities come down 
through the State of Arkansas on the east, the State of Louisiana, 
part of the State of Mississippi, on the east and south, and there is a 
complete blanket by the Southern Co. across the south, the States of 
Mississippi, Alabama, and Georgia, which covers the complete south 
of the Tennessee Valley regional grid. I know that the EEI extends 
to the northwest and the OVEC and other private utilities to the 
north of that. 

Now in view of the fact that this contract contains not only primary 
delivery points but secondary delivery points which extend in a half- 
circle or a crescent east and south of the Tennessee Valley, does that 
indicate to you that this power which will be produced just southeast 
of Memphis can be diverted into this area ? 

Mr. Rapry. Yes, that is permissible under the contract; that power 
not needed for delivery to AEC can be utilized in the operating sys- 
tems of the Dixon-Yates holding companies. 

Representative HoirFieip. T hen if at the time of re negotiation, the 
Tennessee Valley Authority showed any hesitation to take the terms 
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power in our sponsor ing companies’ systems” ¢ 

Mr. Rapin. That is conceivable, yes. 

Representative Hoxirtretp. In other words, they have got a gun at 
the head of TVA when it comes to the point of renegoti: ition ; is that 
not true? They have a pressure, and they have them in a disadvan- 
tageous position, and they can put the pressure on them and say, “If 
you do not take it, we will divert it to the secondary delivery points” ; 
is that not right ? 

Mr. Rapin. That would be true, yes. 

Representative Houtrretp. So that under those circumstances, do 
you think the TVA would be in a position to bargain at arm’s length ? 

Mr. Rapin. If they are completely dependent upon that source of 
power at the time, they certainly would not have much of a bargaining 
point. 

Representative Hotirmetp. They will be completely dependent upon 
at least 600,000 kilowatts, will they not, in the Memphis area ¢ 

Mr. Raprn. That is correct. 

Representative Hortrrerp, You are aware of the letter of Mr. Me- 
Afee to Mr. Williams, of the AEC, the General Manager, in which he 
outlined a plan to ne the TVA, are you not? 

Mr. Ravin. Yes, sir; those are the three alternatives that he referred 
to. 

Representative Hourrievp. First, that TVA no longer assume full 
responsibility for supplying all of the needs of municipalities, thus 
as present contracts expire those municipalities which need a greater 
supply than is available from the wane would be obliged to 
arrange for purchase from others, or for the construction of a plant 
with municipal funds. 

Second : 


arrangements with neighboring companies of TVA to sell power to the Authority. 
I am confident that arrangements could be made for the construction of a new 
plant if that is necessary. 

And this is the new plant, apparently ‘ 

Mr. Rapin. Yes. 

Representative Ho.trrevp. Third, “the plan you discussed with 
ime”—which, of course, I do not know what it was, but appare ntly there 
is a third dagger in the closet pointed at the heart of TVA. Do you 
think then that this is part of a plan of a beginning to destroy TVA? 

Mr. Rapti. I think that there is no question about that. 

Representative Hovirie.p. That is all, Mr. Chairman. 

Chairman Core. Are there any questions from the members to the 
right of the Chair? 

Senator Gore. Mr. Radin, in your statement you express the opinion 
that the contract would provide for reimbursement for taxes; 1s that 
correct / 

Mr. Rapin. Yes; that is correct. 

Senator Gore. Would you think that that applies to taxes on the 
base charge, and also to supplemental payments that may be made? 

Mr. Raptn. Yes; it apyser to, from the appendix. 

Senator Gore. What about the repine ement reserve / 

Mr. Rapin. What is that again ? 

Senator Gorr. The replacement reserve which, under the contract, 
the Atomic Energy Commission is required to provide for the com- 
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pany? Maybe that has escaped your attention. If you will turn to 
page 20 of the contract, that is 20 and 21, you will find that the AEC 
is required under this contract to pay $262,000 a year for the first 5 
years to establish a so-called reserve for replacement. 

Mr. Raprn. Yes; that is correct. 

Senator Gore. And then thereafter on a percentage basis, which 
amounts to the same thing if the cost estimates are met, more if they 
are exceeded,.and yet I find the contract provides that— 
the company will apply promptly for a ruling of the Internal Revenue Service 
that payments under this section are not subject to Federal income taxes. 

I do not know why that should be a stipulation in a contract. Never- 
theless, it is stated, and I do not know why it would be stated unless it 
be for the purpose of relating it to the provision that you will find on 
top of page 21; and in the case the company is not successful in secur- 
ing this favorable ruling from the Internal Revenue Service, that it is 
not subject to taxes, then the Atomic Energy Commission has to pay 
twice that amount. 

Mr. Rapin. Yes; I think that is correct in that section. 

Senator Gore. So it would seem that immunity from taxation even 
goes to the possibility, and is covered by the contract, with the possi- 
bility that Federal income taxes will be levied against the reserve for 
replacement ¢ 

Mr. Raprn. Yes; that is correct. I think the payment of Federal 
income taxes is spelled out pretty clearly in many sections of the con- 
tract. 

Senator Gore. Well, I find this particular provision interesting, 
because corporate income taxes will be reduced unless another law: is 
passed automatically to below the 50-percent rate, so then if this com- 
yany should not be successful in securing the proposed favorable 
Treasury Department ruling then the Atomic Energy Commission 
would be penalized and have to pay more. 

Mr. Rapin. That would seem to be the case. 

Senator Gore. Or double the amount, so that it not only provides 
tax immunity virtually on this replacement, but provides a windfall, 
or a possibility of a windfall profit thereon, if the corporate tax rate 
should be reduced below 50 percent; is that correct ? 

Mr. Rapin. That is my understanding; yes. 

Senator Gore. Is that not also an advance payment ? 

Mr. Raprn. Yes; it is. 

Senator Gore. Now, what happens in the event that this replace- 
ment reserve is greater than is needed for actual replacement ? 

Mr. Rapin. As I recall, that is then placed in some special fund for 
further disposition at a later time. 

Chairman Cotz. To be divided equally between the two parties; is 
that not correct ? 

Mr. Rapin. Yes. 

Chairman Core. But the division is to occur whenever that fund 
reaches $500,000 ? 

Mr. Rapin. Yes, that is correct. 

Senator Gore. I would like to point out, however, that the decision 
as to how much replacement is necessary to restore the plant to the 
desired condition is left entirely to the company. 

Mr. Rapin. Yes; that is true. 
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Senator Gore. The company can decide under this contract how 
much of the replacement reserve is left to divide? 

Mr. Rapin. That is true. 

Senator Gore. You would not like to exercise your imagination 
about how much would be left ? 

Mr. Rapin. Well, it affords the company an opportunity to be 
rather generous in the amount. 

Senator Gore. It affords the company, at the termination of the 
contract, an opportunity to replace worn parts, to replace whatever 
can be replaced by the replacement reserve to the extent of placing the 
facilities in top-notch condition before there is anything to divide? 

Mr. Rapin. Yes, that is correct. And I think there is added sig- 
nificance to that in view of that arrangement at the time the contract 
is terminated, the company has a plant which is still of considerable 
useful life. So assuming that the contract would run for 31 years, at 
the end of that period the company has a plant which, by conservative 
estimates, has at least 9 years of useful life ahead of it. 

As I have poten out in my statement, they start off with an in- 
vestment of $5.5 million in equity capital, and because they have a 
plant that has been maintained in a way in which you have described, 
they end up with a plant or owning a plant, th: at has a value of at 
least $27 million. 

Senator Gore. Well, your assumption that it would have 9 useful 
years was based upon the straight-line method of depreciation ? 

Mr. Raprn. Yes, that is correct. 

Senator Gore. If you project upon that the replacement benefits that 
would accrue from payment of $262,000 per year for 25 years, then 
the usefulness of the plant or useful life of the plant might be extended 
considerably beyond 9 years? 

Mr. Raprn. Yes, I think the 40 years is a very conservative estimate. 

Senator Gorr. Mr. Chairman, I have a number of questions about 
this contract, since becoming a member, but I would like to reserve 
most of my questions for the expert on this contract, Mr. Hughes. I 
will ask further questions later. 

Chairman Corz. Are there any further questions from my left? 

Senator Pastore. 

Senator Pastore. I have a rather practical question to ask, and I 
do not know whether or not you would be the right witness to ask it of, 
Mr. Radin. However, let us assume that this joint committee does not 
pass a resolution to waive the 30-day waiting period. Let us assume 
that on Thursday the contract is signed. Then let us assume that no 
effective action can be taken within 30 days by the next Congress. 
That would mean that this contract would become effective as of 
February 5. 

Now let us assume after that that funds are withheld by action of 
the Congress from this project or the building of these facilities. 
Without a recapture clause, where would this whole business stand ? 

Mr. Rapry. I think that involves many legal points which I am 
not sure I am in a position to pass upon. 

Senator Pasrorr. The thing that is bothering me is if this is such 
a controversial subject, without getting the proper consent. before any 
construction is undertaken do you not think that we are actually 
steering our way into a big, colossal lawsuit as to damages? 
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Mr. Rapin. I think that possibility certainly exists; yes, sir. 

Senator Pastorr. Because it is pretty well agreed here that the only 
effective action that could be taken would have to meet with the con- 
sent of the President, unless you were going to override his veto. 
Therefore, the only action of the Congress would be to withhold ap- 
propriations toward this project. 

Now, the thing that is bothering me if that ever occurs, is all we 
have ever done here is, actually, gotten ourselves into a situation where 
the Government, without having a right to recapture whatever facili- 
ties have been already constructed, would have to respond in damages 
to any work that was undertaken under this contract. Am I right 
on that ? 

Mr. Raptn. I would think so, assuming all of the premises you have 
made. 

Senator Pasrore. That is all I care to ask. 

Chairman Cote. Thank you, Mr. Radin. 

That concludes the witnesses scheduled for this morning’s hearing, 
and the committee will reconvene as previously announced, at 2 o’clock 
in this chamber this afternoon to hear the Governor of Tennessee, 
Governor Clement; and also the mayor of Knoxville, Mr. Dempster; 
and the Chair hopes to also reach Mayor Tobey, of Memphis; Major 
Allen, representing the Knoxville Power Board, and Mr. Finley, of 
Chattanooga Power Commission, and Mr. Stewart, of the Sand Moun- 
tain Rural Electric Cooperative; and also hopes, in accordance with 
previous understanding or request, that it might be consummated to 
the effect that the last four of these people whom the chairman named 
will be able to combine their statement as one, or their appearance 
before the committee to be heard at the same time. 

The meeting will stand adjourned until 2 o’clock this afternoon. 

(Whereupon, at 11:40 a. m., the hearing was recessed to reconvene 
at 2 p. m. the same day.) 


AFTERNOON SESSION 


(The hearing reconvened at 2: 10 p. m.) 

Chairman Coir. The committee will come to order. 

The first witness this afternoon is his excellency, the Governor of 
the great State of Tennessee. The Chair makes the suggestion that 
the senior Senator from Tennessee present the Governor. 


STATEMENT OF HON. ESTES KEFAUVER, A UNITED STATES 
SENATOR FROM THE STATE OF TENNESSEE 


Senator Kerauver. Thank you, Mr. Chairman and gentlemen of 
the committee. Ido have great honor in presenting the distinguished 
and able Governor of the State of Tennessee, Frank Clement, who is 
well versed in this controversy, and I am certain his testimony will be 
of great benefit and I am sure of great weight in the consideration by 
this committee. 

Chairman Corre. You are most welcome, Governor Clement. When 
you start with your statement you may sit down and present it in any 
fashion you wish. 

Before you start Ishould tell you, if it has not already been told 
to you that all previous witnesses have taken the oath. ' 








Governor CLEMENT. I will be delighted to do so, sir. 

Chairman Corr. Do you solemnly swear the testimony you shall 
give in this proceeding before the committee will be the truth, the 
whole truth, and nothing but the truth, so help you God ? 

Governor Ciement. I do, sir. 


TESTIMONY OF HON. FRANK G. CLEMENT, GOVERNOR OF THE 
STATE OF TENNESSEE 


Chairman Cotg. First, with your permission may I express my per- 
sonal regret in the inability or my inability to respond more specifically 
to your numerous communications expressing a desire to appear at the 
hearings on this subject. At the time of those communications, both 
the time of the hearing and the extent of the hearings was in some 
doubt. However, there never was any doubt in my mind but what 
the committee would afford an opportunity to the chief executive of 
the State of Tennessee to present the case of the people of Tennessee 
in this matter. 

Now you may proceed, sir. 

Governor Crement. Thank you; and to all of you I want to express 
my appreciation for the opportunity of being heard. Particularly do 
I express my appreciation for the fact that you will hear me today 
inasmuch as I have a very important assignment with the Southern 
Governors Conference which I must attend starting tomorrow, and 
the conference convenes on Thursday. 

I am delighted to be with you and I am sorry that I cannot come 
here in an attitude of more optimism about the subject under discus- 
sion. 

So far as the substance of it is concerned—but I am assuming at 
the beginning that the distinguished members of this committee want 
us ina gentlemanly way to present the facts and the views of the people 
of the State most vits ally affected by TVA, as we understand them, 
and I come here presuming to represent what I consider to be the 
majority view of the great and vast majority of the people of the State 
of ‘Tennessee and the Tennessee Valley, and we think of people across 
America 

Chairman Coir. Governor Clement, would you suspend until we can 
complete the photography ? 

Governor CLEMENT. I certainly will. 

I came up here today from south of the Dixon-Yates line, and I 
am glad to have the opportunity of appearing before a group like this 
to discuss the future of TVA, and particularly as it relates to Dixon- 
Yates. Not only do I want to thank you on my own behalf and on 
behalf of my colleagues here today, but also on behalf of the people 
of my State and the Tennessee Valley generally, for the opportunity 
you afford us to be heard on that subject of such deep concern to ail 
of us: The Dixon-Yates contract. 

I might say to you that I do not presume merely to speak as to what 
we think the people of other States affected by this contract think, 
but I have been into a good many of those States and have talked to 
the leaders and have spoken before public gatherings, so I think we 
do have some idea of their feelings on this particular vital subject. 

I would like to make reference at the beginning to a statement which 
I am familiar with which was made by Senator Albert Gore the other 
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day before this committee. I am delighted to see that he is a mem- 
ber of your group now and I want you to know that he spoke the senti- 
ments of the people of Tennessee and the Tennessee Valley when he 
spoke before you. 

Gentlemen, I find it quite difficult to explain the Dixon- Yates con- 
tract to an uninitiated public. Of course, I do not refer to the terms 
of the contract itself—I have never been apprised of them except by 
hearsay. I speak of the reasoning behind it and the purpose to be 
served. I want you to know that I do not speak today as a member 
of one particular party, nor am I speaking in an atmosphere which I 
think is presumed to make one party victorious over another. The 
election is behind us for this year, and I speak as an American and 
as a Tennessean and as one who is here and who is very much opposed 
to this so-called Dixon- Yates contract. 

Moreover, Mr. Chairman, I find that it is not merely the uniniti- 
ated public to whom it is hard to explain this contract. 1 consider 
myself, as a native of the Tennessee Valley and Governor of the most 
affected State, who has devoted a major portion of his time to the 
concerns of TVA during his term of office, a fairly well informed 
layman. But I must confess that no one has fully explained the 
contract to me so far. 

Take, for example, the Director of the Budget, Mr. Roland Hughis, 
who appeared before you last week. During the course of his testi- 
mony, Director Hughes quoted from President Eisenhower’s budget 
message of last January. I quote: 

In order to provide, with appropriate operating reserves, for reasonable growth 
in industrial, municipal, and cooperative power loads in the area through the 
calendar year 1957, arrangements are being made to reduce by the fall of 1957 
existing commitments of the Tennessee Valley Authority to the Atomic Energy 
Commission by 500,000 to 600,000 kilowatts. This would release the equivalent 
amount of Tennessee Valley Authority generating capacity to meet increased 
load requirements of other consumers in the power system and, at the same 
time, eliminate the need for appropriating funds from the Treasury to finance 
additional generating units. 

In the event, however, that negotiations for furnishing these load require- 
ments for the Atomic Energy Commission from other sources are not consum- 
mated as contemplated or new defense loads develop, the question of starting 
additional generating units by the Tennessee Valley Authority will be recon- 
sidered. 

Then Mr. Hughes went on to say—I quote: 

As a result of more detailed study, the private utilities supplying power under 
the existing AEC contract at Paducah found that, because of the existing power 
concentration, it would be uneconomical to construct the new powerplant there. 
Accordingly, they brought the matter to the attention of other private utilities, 
including Middle South Utilities, Inc., whose president is Edgar H. Dixon. 
Middle South in turn enlisted the aid of the Southern Co., whose board chairman 
was E. A. Yates. 

After preliminary discussions between representatives of these two com- 
panies and the AEC and Budget Bureau, the companies on February 25, 1954, 
submitted a proposal to construct a plant in the Memphis area, where it would 
afford greater benefit to TVA than would the plant at Paducah, where additional 
power was not needed. 

Now, Mr. Hughes does not reveal to us for whom it would have 
been uneconomical to build another privately owned generating plant 
in the Paducah vicinity. To be sure, it would not have been uneco- 
nomical for AEC, who was the customer we set out with under the 
terms of the President’s budget message. At all events, I would say 
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that it could not have been more uneconomical for AEC than the 
present proposal would be. 

And in view of the fact that AEC would be the only customer and 
a guaranteed one for 25 years, I can’t quite see where the question of 
the economy of location would enter the picture for the private utility 
supplier, either. 

Then the Budget Director advises us of the Dixon- Yates proposal, 
acceptable to the Bureau of the Budget and, he says, to AEC, to locate 
the required plant in the Memphis area where it w ould afford greater 
benefit to TV A than would a plant at Paducah. Now that is a quaint 
substitution of the principles to the President’s proposal, and wholly 
unexplained. 

We set out to procure substitute power for the country’s biggest 
power consumer and we wind up forcing it upon the country’s |: argest 
power producer, in obvious contravention of the President’s proposal. 

And while I am on the subject, TVA is not only the biggest genera- 
tor of electricity, but perhaps the most efficient in the country. Cer- 
tainly its proven efficiency is far greater than that of Ebasco, an organ- 
ization which was the original contractor of an enterprise called 
Electric Energy, Inc., in Kentucky, and is the proposed contractor in 
the Dixon-Yates deal. Moreover, TVA is in the most favored posi- 
tion to provide other governmental agencies electric power at the 
lowest possible figure. 

To be sure that is only one of the peculiar circumstances of the 
Dixon- Yates contract. You can’t make sense and make the AEC a 
tax-absorbing power broker to a private monopoly holding company 
combine. 

We in the valley are fearfully aware of the nonsensicality of this 
circumstance and we are entirely convinced that it is one that would 
not long continue if those directing the Government of this country 
should prove so rash as to attempt to > enforce the Dixon- Yates contract. 

Furthermore, we in the valley, the ultimate consumers, and our dis- 
tributors, the 150 contractors of TVA, are acutely aware of who would 
eventually have to absorb the high construction costs, the high financ- 
ing costs, the holding company superstructure costs and “the com- 
pounded taxes. We, the ultimate consumers, are the anointed sacri- 
ficial goats of this Greek hecatomb to the gods of monopolistic 
exploitation. 

No, gentlemen of the joint committee, the Dixon- Yates contract is 
not merely an ill-conceived, awkward, and irresponsible effort to serve 
special interests, or even to promote private monopolists under the 
guise of promoting private enterprise; gentlemen of the Joint Com- 
mittee, I assert that the Dixon- Yates contract is a move in a national 
conspiracy on the part of private-power companies to destroy the 
TVA. 

This point we consider to be of the utmost importance, and in the 
course of my testimony I will submit evidence to support that charge. 

It is only in this light that the eccentric involvements and the irra- 
tional terms of this deal become logical after the peculiar and unwhole- 
some logic that it follows; and I further charge that these private- 
power monopolists have conspired to destroy TVA, not because of any 
threat of a governmental power monopoly in this country, nor any 
creeping socialism nor any likelihood of it. They well know that less 
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than a fourth of the power supply—indeed, only about a fifth of it— 

is publicly owned, and that a large part of this publicly owned share is 
weal by muncipalities, and power districts. When Budget Director 
Hughes alludes to the present administration’s determination not to 
“commit us to a policy of establishing a Nationwide Federal power 
monopoly,” he is either ignorant of the facts or he is deliberately 
trying to create a false impression in this regard. 

‘Private-power monopoly has conspired against TVA, because TV A 
has been the only effective competitive stimulus that the power indus- 
try has ever known, and of course, I mean the electric industry because 
gas and gasoline provide no real competitive factor. 

Whether the private power companies agree that it is equitable or 
not, the fact remains that TVA has proven to be a yardstick that 
brought down the price of power to all consumers 60 percent in the 
last 20 years, and in so doing has stimulated the vast increase in the 
national consumption of power. And, gentlemen of the committee, 
what is true and very much to the point also, TVA increased the 
volume of business and the profits of these private monopolists who 
are now conspiring against the Federal power yardstick. 

Perhaps you would like to ask me why then, if what I say is true, 
would the private power companies want to strangle TVA? 

I believe we have had the explanation of that from the private 
power industry, itself. I cite you the action of Middle South Utili- 
ties, and the ees Co. and the explanation that has been given 
of these actions by disaffected former executives and a trustee. I 
refer to the testimony of J. D. Steitenroth, the former secretary- 
treasurer of Mississippi Power & Light Co., who would swear that 
the Middle South Utilities violated the Hol ling Company Act. in 
spirit to say the least. 

Then we hear from a pensioned official of one of its subsidiary com- 
panies, the Arkansas Power & Light Co., W. A. Howze, if he is cor- 
rectly reported in the newspapers, to the effect that the Arkansas Util- 
ity could save its customers a half million dollars a year by instituting 

“even minor operating economies.” Howze charges that the com- 
pany’s customer service department established a few years ago was 
allowed to operate completely independent of local management. | 
quote : 

Largely the job of members of this department has been to act as personal 
and political heelers for Mr. Moses. 

Mr. Moses, I suppose we all know now, is chairman of the board 
of Arkansas Power & Light Co. 

Arthur E. MeLean, the Little Rock banker and trustee for Arkansas 
Power & Light Co. preferred stock, who has so vigorously opposed 
the proposed | $3,900,000 Arkansas rate increase predicted “the pr ivate 
power industry may not remain in private hands unless these hands 
are guided by more moderate thinking.” To which he added: 

I am of the capitalistic class and I want the system to survive. Moderation, 
and not greed, must be in the minds of monopolies of this type if they are to 
survive. 

And he was again referring to Arkansas Power & Light Co. 

Let me inject this thought, gentlemen: As Governor of Tennessee, 
as one of the officials of that State, I have not been over the Nation 
trying to get other people to have TVA’s in their area. We have 
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not attempted to expand the geographical boundaries of TVA. That 
is a situation that must be decided by not only the people of a region, 
but those of you in Washington. 

But we are a partner in a partnership instigated by the Federal 
Government. We have carried out our end of the bargain. We are 
ready to continue to do so and we are not trying to establish other 
TV A’s or similar agencies other places. 

We only know what has been done to preserve and promote the 
God-given natural resources of our region through this partnership, 
where instead of bei ing shiftless and derided as the Nation’s economic 
problem No. 1, we are today giving an increased amount of our Fed- 
eral taxes and taking care of the needs of the people of an entire area. 

Mr. Bayard L. E ngland, head of the Edison Electric Institute, the 
propaganda and statistical arm of the $20 billion private power in- 
dustry, said in the Electrical World on December 15 of 1952, and I 
quote : 

You can’t expect to turn back the clock on TVA, Bonneville, and Grand Coulee, 
right away. 

But Mr. England and other leaders in the private power trust have 
made spectacular strides since that day. Turning back the clock on 
Federal public power has been an absorbing enterprise for them. 

The private utilities through their organizations have been flooding 
this whole country with a vast sea of costly propaganda, aimed at not 
merely discrediting but destroying TVA, which I said was a major 
point I would make. To support that claim I will present here 
certain exhibits and I will refer to others. 

One of the most revealing documents to indicate the manner in 
which the private power company organizations have been operating 
against TV A is this little booklet I here present and which I will be 
glad to make as an exhibit to my testimony, and which a lot of people 
would still like to know how I got my hands on it because it was not 
for public distribution or consumption, but a guidebook for those 
within the power trust. It is entitled “The Public and You,” and 
on the inside cover there is this: “Electric companies advertising pro- 
gram, January 1950.” I will read the foreword on the opposite page, 
too. I quote: 


In January 1949, just 2 months after the victory of President Truman at the 
polls, the researchers of Opinion Research Corp. went into the field to make the 
biennial survey of public opinion as it affects the business-managed electric light 
and power industry. 

Then the foreword goes on to explain how the survey was made 
and concludes, I quote again : 

To provide handy reference, and to stimulate frequent use of the survey and the 
wealth of pertinent information it contains, this digest has been prepared. 

The booklet presents on one page the pollsters’ report on public 
attitudes toward each of a list of questions submitted for the survey, 
and on the next page of the booklet is a comment on the pollsters’ 
report. After reporting public opinion on some 14 other questions, 
several of which were devoted to TV A, the booklet gets to the question 
that is of peculiar interest to us here; it might be called the key to 
the conspiracy of which I spoke. 
(The booklet referred to follows :) 
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Tue PusLic AND You 
FOREWORD 


In January 1949, just 2 months after the victory of President Truman at the 
polls, researchers of Opinion Research Corp. went into the field to make the 
biennial survey of public opinion as it affects the business-managed electric light 
and power industry. 

This survey was based on a scientifically determined representative national 
cross section of the population. This required slightly in excess of 3,000 indi- 
vidual interviews. Experience has shown that this number will give as accurate 
a result (when the interviewees are properly selected by locality, sex, age, income, 
ete.) as would many times that number. 

The complete survey, including analysis by Opinion Research Corp., is in the 
hands of all ECAP companies. 

To provide handy reference, and to stimulate frequent use of the survey and 
the wealth of pertinent information it contains, this digest has been prepared. 
It is not offered as a substitute for the complete report. To use it as such would 
defeat its purpose. 


GOVERNMENT OWNERSHIP ISSUE 


9% 48% aay aay, 


; 8% 9% 
i i wa 


Favor PRIVATE = Favor GOVERNMENT No 
Ownership Ownership Opinion 





Our industry’s basic problem is Government ownership. 

The American people are divided on the question of whether or not Government 
ownership of electric light and power companies would be a good thing. 

It is discouraging that 48 percent of our people look tolerantly upon public 
ownership of our industry. It is encouraging, on the other hand, that there was 
no increase in sentiment for Government ownership between January 1947 and 
January 1949. We held our own in the face of a strong tide, reflected in the 
apparent endorsement of President Truman’s policies in November of 1948. 


d TELEPHONE COMPANY 


63% 69 
29% 30% 
gy, 10% 


= PRIVATE — Favor GOVERNMENT No 
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In comparison, the telephone company slipped a bit in the 2-year period between 
surveys. However, opposition to nationalization of the phone system is greater 
than to Government ownership of the electric companies. 


Which would give lowest rates 7 | 


PRIVATE [XZ SAN 27% 
COMPANY [EXON 279, 


Which would give best service ? 


RV TE 4 8°, 
COMPANY i 487, 


Are rates too high 2 


ves | 28” 
A 23 


There has been no change in thinking on rates and service. 

Less than one-third of the people think a private company would give lower 
rates than a publicly owned company. That is not entirely bad, because even 
our friends realize that Government power can be sold at cost or below cost, 
i. e., at lower rates. But slightly less than half the people credit the private 
company with giving better service. That is not so good. 

It is not surprising that 28 percent think rates are too high. Approximately 
that number of people would consider any cost, for anything, too high. 





Should we have more or less govern- 
ment regulation of business 7 
59% 


44’, 
26% 29% 
: ° Te ae 
ou ase Bet 


LESS MORE R. a NO OPINION 


Here is an important trend in public thinking. 

Fifteen percent fewer people want to see less Government regulation of all 
business than did in 1947. 

True, half of that 15 percent only want to hold at the current level of regula- 
tion, and another quarter are undecided. But the fact that only 44 percent of 
the people want less regulation is a danger signal to all business, and indicates 
a slackening public confidence in business management. 

This is not the electric light and power industry’s problem alone, but we take 
the first blow. 
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Company make too much profit ? 


YES 1947 PAR 
CE 20%. 


Noticed special effort to give good service 7 


yes MINN 30° 
ES 


Noticed anything unsatisfactory about service 7 


YES aaa? 


More people think rates are too high than think that the private company 
makes too much profit. The fact that 20 percent of the people do not understand 
the matter of profits is anything but surprising today. In this, our industry 
probably fares no worse than any other 

It is unfortunate that less than a third of our customers have noted any special 
effort to give good service. That is a job to be txckled at the comprnuy level. If 
more people Were conscious of good service, fewer would be willing to nationalize 
the industry. 


Does average family get less or more elec- 
tricity for its _ than 15-20 years ago 7 


53% 


17%, 19% 


| 13% ® 


us MORE SAME a ie 


ECAP used to advertise :“If yours is the average American family you're 
getting twice as much electric service for your dollar today as you were 15 
years ago.” 

When it became necessary for some companies to ask for rate increases, this 
theme was discontinued. 

A lot of people still realize they are getting more for their money than they 
used to, but the number could stand expansion. 

There are ways for a company to bring this point home to its customers * * * 
in its own newspaper advertising, on its own radio program, on outdoor posters, 
through envelope stuffers, by imprints on bills, by publicity. Every company’s 
own employees should be well versed in this story, and encouraged to tell it, 
Effort along these lines is worth while. 


ae 13% 
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THE TVA 


EY 






25%, 27% 


8% 10% 
add eee BES 


APPROVE DISAPPROVE NO OPINION 


Percentages based on those 
whe heve heord of TVA 





To us, the TVA is a symbol of socialism, Government competition, bureaucracy, 
and waste. To the majority of the people, who have received much propaganda 
and little information on TVA, it is a symbol of progress. 

Some fewer people in 1949 approved of TVA than did in 1947 * * * but still, 
only 10 percent say they disapprove. 


If production costs were lowered, would 
your company be willing to lower rates 7 


Se ore 


32% 35% 
& 13% 14% 
iad 


WILLING to LOWER = NOT WILLING NO OPINION 


At least half the people credit private companies with good motives. They 
would expect lowered rates if production costs were lowered. However, the 
number of people so believing is growing smaller, another indication that propa- 





Approve Disapprove 
TVA___TVA 


Upper income people 65% 164 
Republicans 55% = 7% 
Editors and Educators 83% © 7% 
"Free enterprisers” 53% 23% 
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ganda designed to discourage confidence in the integrity of business is making 
serious headway. 

The people need more information about rates and costs and profits. This 
problem is tied to the one cited on the preceding page. The story can be made 
a positive one * * * electricity still is the biggest bargain in the average budget, 
despite the increased costs of doing business. 

This is a shocker. 

Sixty-three percent of the people approve TVA (see preceding chart Are 
they Socialists? “Liberals”? Fuzzy-thinkers? Low-income folks? 

Apparently not. 

In the upper-inecome groups, only 16 percent are against TVA. Republicans, 
17 percent. Among editors and educators, 7 percent disapprove. And among 
those whose answers to other questions definitely place them in the “free enter- 
prise” class, only 23 percent dislike TVA. 

These are people who read and get around and think, and supposedly recog- 
nize a fact when they see it. This chart gives very strong evidence that private 
industry’s side of the TVA story has been buried in the rubble of bureaucratic 
propaganda. 


TVA'S IN OTHER PARTS OF THE COUNTRY 7 


09% 63% 
13% 15% 18% 922% 


mee 6 


6000 IDEA BAD IDEA NO OPINION 


TVA FOR THIS PART OF COUNTRY 2 
43% 39% 





18% 


ed 
APPROVE DISAPPROVE NO OPINION 


Percentages besed on Those 





who heve heard of TVA 


Here’s further evidence that people don’t know much about TVA. Most of them 
seem to think it is a noble experiment to raise the standard of living of some less 
fortunate groups “way off there” somewhere. Because while 63 percent approve 
and only 15 percent disapprove TVA itself * * * far fewer would want to see 
such projects in their own parts of the country. 


Does TVA pay same faxes 


as business concerns do ? 
53%, 


32% 
15% 
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There is more realization that TVA doesn’t pay taxes on the same basis as a 
business-managed company, but even so, only about half the people know it. A 
third have no idea. 


Think TVA sells electricity : 


297, 33% | 
15% 


4 ne E 


BELOW ATA BREAKS NO 
COST PROFIT EVEN OPINION 


The economics of TVA are pretty hazy in the minds of the people. Only 15 
percent realize that TVA electricity is sold at below cost. 


AMONG PEOPLE Approve Favor 
WHO KNOW: _ of TVA More IVA's 


“TVA sells below cost 58% 56% 


- TVA does not pay 
same taxes as 
business concerns 66% 65% 


The facts that TVA sells power at below cost, and does not pay the same taxes 
as business concerns, seemingly does not bother the majority of taxpayers. 

Most of those who know TVA operates at a loss and pays no taxes still approve 
of TVA and would approve more of the same. 





Would Socialism be good thing or 
bad thing for the United States ? 
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From the preceding charts, it is apparent that to link our fight to the TVA 
question would run us into a lot of opposition, most of it based on lack of knowl- 
edge. But to link our fight to socialism is something else again. The people 
do not want socialism. 

We're on favorable ground there. ECAP advertising in magazines and on the 
radio will stress the fight against the socialistic state more in the future. It 
should be stressed, too, on the local level * * * in speeches, radio talks, inter- 
views, and other public expressions of management opinion. 


Would more TVA’s be socialistic or not ? 


41% 39% 
Sm 
SOCIALISTIC NOT NO OPINION 


Would government production and sale of all 


electricity be a move toward socialism 2 
58% 


22% 20”. 


YES NO OPINION 


Opinion is pretty evenly divided as to whether more TVA’s Would be socialistic 
or not, and yet a majority think that Government control of all electricity would 
be a move toward socialism. 

The majority don’t want socialism. 

The majority believe complete Government operation of power would be a 
move toward socialism. 

Almost half think more TVA’s would be socialistic. 

The majority approve the TVA itself. 

This chart emphasizes the fact that there just isn’t any clear pattern of think- 
ing when we try to link TVA with socialism. 


Would Government production and sale of all 
electricity be a good idea or a bad idea 7 
46% 


25% 19% 
10% 


BAD 6000 WOULDN'T NO 
IDEA IDEA MATTER MUCH OPINION 


Do the people who don’t want socialism recognize it when they see it? 

Not in all its forms, certainly. Only 10 percent say socialism would be a good 
thing, but 44 percent wouldn't be cone erned about the Government producing and 
selling all electricity. Obviously, they don’t get the connection, yet. 
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Among people who say : 
* Government production of all 
electricity would be socialistic -- 


67% DISAPPROVE 


* More TVA’s would be socialistic -- 


29% DISAPPROVE 


Of the people who fully realize that Government production of all electricity 
would be socialistic, 67 percent would oppose it. 

But of those who realize that more TVA’s would be socialistic, only 29 percent 
would disapprove more * * * socialistic or not. 


Has employee talked with 
you about company ? 


YES NO 
1947 at 89% 


1949 ity 90% 


Nine-tenths of our customers never have had a power company employee talk 
to them about the company (and not all employees who did talk about it had 
anything good to say). 

Here is a situation wherein a lot of people don’t fear Government ownership 
of power companies, only a relatively few fear the TVA idea, less than half 
believe private companies would give better service than Government-owned 


What kind of company serves you ? 


Private company customers say : 
GOVT.,OR 


BUSINESS CONCERN = DON'T KNOW 
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utilities, few have any clear understanding of rates and profits, and yet our own 
people are doing nothing to help straighten out our customers’ thinking. 
There’s a big employee education job to be done throughout the industry. 
About a fifth of your customers don’t even know you. Of those people buying 
electric service from private companies, 19 percent didn’t know it. 
That’s important, because if a company gives good service and lets its cus- 
tomers know it (remember that only 31 percent remembered any special effort 
toward good service) they are less inclined to favor Government ownership. 


EMPLOYEE OPINION OF TVA 


45% 


40% 
wed 


APPROVE DISAPPROVE = NO OPINION 


Maybe it’s just as well our employees haven’t talked much. 

Because 45 percent of them approve the TVA. 

Question: How can we inform the people at large if we can’t even inform our 
own employees? 

Another question: When are the private companies going to do something 
about this vacuum in their public relations? 

Some are doing good jobs now, others are getting started. An exchange of 
ideas on employee education would be healthy. 


If all your customers understood 
you are business managed 
Favor PRIVATE Favor GOVT. No 
Ownership Ownership Opinion 


PRESENT 
VOTE 


POSSIBLE r 
VOTE =) 


Here’s what the picture might be if more of your customers knew you. 
Because a lot of people vote for what they think they already have, Government 
ownership is picking up the support of some of your satisfied customers who 
don’t know you are a private company. 

So that’s how the public looks at our industry, and at you. It can be en- 
couraging or discouraging, depending upon the point of view. 

To one who is doing nothing about it, the picture can be pretty bleak. 

On the other hand, there is a bright and challenging side. We know where 
we're weak, in public opinion. We know the other fellow’s strength, and his 
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weaknesses. We have truth on our side. We can do the things necessary to 
swing the American people to our side, because our side is their side, too, only 
they don’t all realize it. 


Here’s a suggestion: Take the questions asked in this survey. Analyze the 
answers. Ask the question, “What can my company do to change the minds of 
the people in our communities?” Make a check list of every point. Plan to 


attack each one. 

National advertising provides a persuasive background for each company’s 
own efforts, but it cannot do the individual’s job. 

Are you using the ECAP mat service? Is your local advertising geared to 
the national program? Are your employees doing their share? 

This is everybody's fight. 

The question is, 1 quote it: “Would socialism be a good thing or a 
bad thing for the United States?” The pollsters’ report: 10 percent 
of our population think it a good thing and 69 percent think it a bad 
thing. 

On the opposite page there is presented a revealing statement : 


From the preceding chapters, it is apparent that to link our fight to the TVA 
question would run us into a lot of opposition, most of it based on lack of knowl- 
edge. But to link our fight to socialism is something else again. The people do 
not want socialism. 


I continue to quote: 
We are on favorable ground there. ECAP advertising in magazines and on the 
radio will stress the fight against the socialistic state more in the future. It 
should be stressed, too, on the local level, in speeches, radio talks, interviews, and 
other public expressions of management opinion. 

Just how well ECAP has put over this propaganda line, just how 
industriously, I might say insidiously, the private power lobby and the 
private power companies of this whole country have worked at insin- 
uating their canard against TVA in the ears and minds of the public 
and public leaders we have during the past 2 years been witness. 

At last count there were 125 private utilities supporting ECAP 
in a national advertising program in magazines and on the radio, 
bearing out the line laid down in this booklet I have presented. Its 
ads have appeared consistently in great national publications, such 
national magazines as Saturday Evening Post, Look, Life, and Col 
lier’s, the news magazines such as Time, U. S. News & World Report, 
and a half dozen farm magazines in wide circulation. Nor has ECAP 
neglected our molders of public opinion, for its advertisements have 
likewise appeared in Editor and Publisher, American Press, and 
Publishers’ Auxiliary. 

ECAP is not the only propaganda organization at work in the cause 
of discrediting TVA. Public Information Program, which at last 
count, 69 companies were supporting financially and another 72 were 
using materials provided by the program, has also participated in the 
campaign. The Edison Electric Institute is a third participant. 

Yes, I said Dixon-Yates is the result and a part of a national con- 
spiracy to destroy TVA. 

An annual job of what I have been referring to, and I quote Econ- 
omists, is to produce a misleading analysis of TV A’s financial status 
in which a loss on power operation was achieved by the simple device 
of charging the cost of all other activities against the power program. 

Enterprising ECAP, after the discoveries of their public opinion 
poll in the ads prepared for national magazines, adopted this refrain : 
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But there are people who are trying to give the United States Government 
more and more control over American life. “Let the Government start,’ they 
say, “by taking over certain industries and services—the doctors, the railroads, 
the electric light and power companies.” 

Most of these people—like most Americans—don’t want a socialistic United 
States of America. They have other reasons for Government control. But 
when the Government, moving step by step, controls enough things, you have 
a socialistic government whether you want it or not. You'll be controlled, too. 
Then what freedoms will you be able to pass on to your children? 

This appeared in Time magazine, April 3, 1950. 

And I want to say here that there is not a gentleman seated in front 
of me nor a Member of the United States Senate nor the Congress, 
who is more opposed to a socialistic state than I am. I am the 
Governor of a State most affected by TVA. As I appear before you 
today I hold up for public inspection the integrity, the patriotism, and 
the morality, the things that have made America great, which are rep- 
resented by the people of Tennessee who don’t have to take a back seat 
to anyone when it comes to standing up for those things you think are 
good, and against those things most of us agree are bad. 

These advertisements are slick jobs, using all of the advertising 
appeals that have been developed to sell soap and corn flakes. A 
recent one, Editor and Publisher, January 31, 1953, pageg 65, uses a 
series of baby pictures, working up to the injunction— 

Encourage your family to get the Federal Government out of all business as much 
as possible, so you won’t grow up to be just another helpless subject of a socialistic 
state. 

Another, Successful Farming, March 1952, page 104, shows a couple 
of tots peacefully asleep, with the caption, “Will they inherit 
socialism ¢” 

A third sample, inquiring under a picture of Abraham Lincoln’s 
statue, “How ‘big’ should government be?” gives a partial quotation 
from the Great Emancipator, who is revered by people from North 
and South. Here is what they quote him assaying 


In all that the people individually can do as well for themselves, government 
ought not to interfere. 


What is omitted from Lincoln’s quotation is— 


the legitimate object of government is to do for a community of people what they 
need to have done, but cannot do at all, or cannot so well do, for themselves. 

Another showed a picture of a small boy gazing at a key, a Bible, 

v pencil, and a ballot, with the query, “Will you leave these to your 
children?” 

All these, of course, were held to be endangered if the Government 
continued to develop electric power in its resource development 
projects. 

Bozell and Jacobs included in their Fact Finder for the use of 
electric companies a map which indicated that only in a few States 
around the Great Lakes and in the Northeast was electric service in 
private hands, while the rest of the Nation was the province of such 
malign Federal agencies as TVA, Bonneville Power Administration, 
Bureau of Reclamation “as now preempted,” and the Southeastern 
and Southwestern Power Administrations. 

This idea was given an assist by the United States Chamber of 
Commerce in one of its publications with a suspiciously similar map 









































































































































398 UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO. 


under the caption “Federal Power Blankets Much of Nation.” The 
fact is, of course, that over most of these areas supposed to be 
“blanketed by Federal power” most of the electricity is provided and 
most of the consumers are served by private utility companies. Over 
the entire country, four-fifths of the electric power is generated and 
sold by private companies. We in Tennessee are interested in fair 
play. This is not fair play. 

In the same issue, D. A. Hulcy, president of the chamber, was quoted 
as telling members in Chattanooga, Tenn., that TVA is “the product 
of a philosophy that could not be generally applied in the United 
States except at peril to our freedom.” 

The National Association of Electric Companies, in a slick paper 
pamphlet neatly illustrated with photographs, declares : 

If you believe that the profit system has given the American people the highest 
standard of living in the world, you are against socialism. 

If you favor Government operation of any American industry, you favor a form 
of socialism, and there is certainly no doubt that when the Government goes 
into the power business, this is socialism. 

George Sandefer, director of radio-television for the United States 
Chamber of Commerce, has chimed in with the claim, over a Nation- 
wide radio hookup, that “obviously there is no more reason for Federal 
power than for Federal shoe stores.” 

Gentlemen of the committee, I could extend the number of these 
cases cited almost indefinitely if we had the time, but it gives you an 
idea not only of the battle we are having to fight, but of the unfair- 
ness with which it has been carried on. It also offers proof of a na- 
tional conspiracy to destroy TVA. 

I will offer as exhibits a couple of advertisements which I chance 
to have on hand and brought with me. 

One of them appeared in the Saturday Evening Post—I’m afraid 
I cannot provide the date that it appeared, but I am sure that could be 
obtained. 

(The information referred to follows:) 

And I might say that the Governor’s office in Tennessee and the 
agencies of State Government in Tennessee will obtain for this com- 
mittee whether it is favorable or unfavorable to the view we repre- 
sent, any information that you may request which it is within our 
power to obtain. 

This advertisement under the caption, “Do You Know the Differ- 
ence?” purports to compare electricity from an electric company and 
electricity from the Federal Government. Here is the point of the 
comparison : 


COMPANY ELECTRICITY 





GOVERN MENT ELECTRICITY 
Its rates are strictly regulated by Its rates are exempt from normal regu- 


people chosen to represent you. lation. 
It is available to everyone in the com- It goes first to certain favored groups. 
pany area without discrimination, It pays little or no taxes, 


It pays taxes; about 23 cents out of It is a step toward a Government 
every dollar you pay for electric power monopoly and socialism. 
service. 

It plays a key role in America’s free- 
enterprise system. 


The second advertisement I offer is one that appeared in Look 
magazine. And again, gentlemen, I am unable to give you the date 
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at the moment, but if that becomes necessfiry a reference to the maga- 
zine’s files by my staff, I am sure, would establish it. Above the cap- 
tion “What’s Happened to the United States Family in the Electric 
Age?” the advertisement presents a family group surrounding an 
electric oven and purports to tell of the Lohmillers of Milwaukee. 
And the theme is abundant electricity ostensibly. But in the last 
paragraph we find, and I quote: 

In spite of this abundance, some people still propose that the Federal Govern- 
ment build electric projects all over the Nation—at the taxpayers’ expense, of 
course—even if it means waste and the threat of socialism. 

(The information referred to appears on p. 401. 

In connection with my charge of private power cue ny conspiracy 
against the TVA, I would like to offer a rather inte resting map which 
shows the location of plants that has been made by the General Elec- 
tric and Westinghouse Co. in our region. If you gentlemen will ex- 
amine this map, you will see that the Tennessee Valley area is literally 
ringed with Westinghouse and General Electric distribution and 
manufacturing plants while with one exception, and that is a small 
plant in Memphis, they have no plant in the whole TVA area though 
it is admittedly one of their best markets. Memphis is a rather large 
city in our region. 

(The map referred to : appears on p. 402.) 

Now they have had various explanations for this. They number 
in two categories, the official explanation and the unofficial. And 
these two categories are quite opposed in their position. 

[ have here a new spaper report that appeared in the Nashville Ten 
nessean published in our capital city purporting to quote a Mr. Charles 


Russell, chief of the Westinghouse Corp. rural power sales promotion 
section. Mr. Russell is quoted as saying: 


We know that you folks are one of the best, if not the best markets in the 
Nation for electrical appliances. But we also know that at any moment Congress 
can chop off your entire request for additional power. When there is no new 
power to stimulate additional appliance use, the market for appliances shrinks. 


And this is offered as an explanation of why neither Westinghouse 
nor any other large supplier— 


ean afford to build plant capacity in an area where market demand for the 
product may dry up overnight. 


(The article referred to follows:) 


APPLIANCE Firms Fear TVA AREA FoR PLANT Srtres, OrrictAL DECLARES 
INDUSTRY AFRAID WHIM oF CoNGRESS CouLD END POWER 


(By Nat Caldwell) 


The big national appliance manufacturers are afraid to place factories in the 
TVA area because Congress has power to shut off additional supplies of power 
that tend to expand appliance markets. 

Charles Russell, chief of the Westinghouse Corp.’s rural power sales promo- 
tion section, provided this new explanation yesterday for what TVA distributors 
have charged was a long-standing boycott of the TVA area in the location of 
factories. 

TOP MARKET AREA 
“We know that you folks are one of the best, if not the best, market in the 


Nation for electric appliances,” Russell said in an interview with the Nashville 
Tennessean. 
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“But we also know that at any moment Congress can chop off your entire 
requests for additional power,” he said. “When there’s no new power to stimu- 
late additional appliance use, "the market for appliances shrinks.” 

The Westinghouse executive insisted that neither his company nor any of the 
other large ones in the field “can afford to build plant capacity in an area where 
market demand for the product may dry up overnight.” 


AROUND TVA AREA 


On June 28, 1953, the Tennessean disclosed for the first time that in the past 
10 years Westinghouse and General Electric have built 15 big new plants around 
the edges of TV A’s power service area but none within. 

At the time, spokesmen for both companies denied there was any deliberate 
intent of any kind involved in what a plant location map showed was a ringing 
of the valley with $100 million worth of new plants. 

Russell’s statement to a reporter for the Tennessean made no bones of the 
deliberate intent to keep plants out of an area which supplies both Westinghouse 
and GE with one of their largest appliance markets in the world. 


WHIM OF CONGRESS 


“We have to think of a lot of things in locating a plant,” the manufacturing 
sales executive said. “You get new power at the whim of Congress. In nearby 
areas where our plants are located, 4 or 5 directors decide when its time to go 
out and borrow the money to build new generating capacity. Then they get it. 

“We've got the responsibility of locating plants where the demand for their 
products will keep our men at work,” he added. “Otherwise we’d be in trouble 
with the unions.” 

DUCKS QUESTIONS 


Russell ducked questions as to whether most of the new plants located within 
a few miles of the edges of the TVA power service area were built primarily to 
Serve the demand within the TVA area rather than outside demand. 

TVA distributors have charged that the two big national manufacturers of 
electric appliances, who have enjoyed.the lion’s share of a billion dollar Tennes- 
see Valley appliance market since the end of World War II, were forced to boy- 
cott the valley with their factories. 


DECISION FORCED 


The distributors have claimed that force was applied by the Nation’s private 
power companies, who did not want the TVA power service area to enjoy the ad- 
vantages of the new employment created by these factories. 

Russell’s statement was the first attempt made by a representative of either 
company to explain the ringing of the valley with $100 million worth of new 
plants. Previously public relations executives of the companies have simply de- 
nied that there was any intent to avoid locations within the TVA area. They 
have also denied that the private power companies employed forceful tactics in 
the shaping of their factory location policies. 

Evidence of these tactics and the manufacturers’ response to them have been 
submitted to Tennessee Valley Congressmen by the Mayfield, Ky., electric power 
board, the North Mississippi Industrial Development Association, and many 
other groups. 

Russell was in Nashville last week to address a southeastern meeting of REA 
cooperatives with private power company representatives, sekeing to draw them 
into a joint campaign for selling more appliances to rural consumers. Repre- 
sentatives of TVA also were invited to the Nashville meeting. 

Tennessee rural cooperatives agreed that their contribution to the program, 
which the national REA is sponsoring, would be to continue their present joint 
effort with TVA. 


On the other hand, a Mr. William Allen in private conversation 
with Herbert J. Bingham, executive secretary of the Tennessee Mu- 
nicipal League, a respected and outstanding citizen of our State, told 
Mr. Bingham of an economic boycott on the part of Westinghouse. I 
have Mr. Bingham’s letter to that effect reporting his conversation 
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with Mr. Allen. I have Mr. Bingham’s letter in front of me, and 
Mr. Bingham states in it, and I quote: 


Mr. William Allen, headquarters manufacturing and engineering division, 
Westinghouse Corp., Pittsburgh, stated in an informal conversation that his 
company was prevented from locating branch plants in the TVA service area 
due to pressure from private electric company executives. 

Allen states his company had seriously considered locating a meter plant in 
the TVA area, commenting it was “a shame” that private companies always 
found out about such plant location surveys in TVA country and represented 
by devious means their willingness to boycott Westinghouse if such action were 
taken. 

He commented it was “even worse” when such pressure was applied in the 
case of plants to manufacture consumer goods which the electric companies 
themselves do not purchase. 

This conversation occurred on a plane trip between Memphis and Little Rock. 

Although I explained to Mr. Allen my position in protecting the municipal 
interest in TVA, he talked freely. 


(The letter referred to follows :) 


TENNESSEE MUNICIPAL LEAGUE, 
Nashwille, Tenn, November 8, 1954. 
Gov. FRANK G. CLEMENT, 
State Capitol, Nashville, Tenn. 

DEAR GOVERNOR CLEMENT: In view of your scheduled appearance before the 
Joint Committee on Atomic Energy to testify concerning the Dixon-Yates con- 
tract, I am bringing the following information to your attention. 

There has been much evidence that the private power lobby of this country 
has adopted, as a part of its devious conspiracy to cripple and ultimately destroy 
TVA, the policy of threatening economic boycott against business firms manufac- 
turing electrical equipment and supplies in retaliation for location for branch 
plants of such concerns in the TVA service area. 

Following is a report of a conversation I had with an official of the Westing- 
house Corp. who admitted personal knowledge of such threats of economic boy- 
cott. Inasmuch as I frankly advised the gentleman of my official capacity and 
direct interest in the welfare of TVA, it is my desire that you use this report in 
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any effective manner in your efforts to repel the vicious attacks on TVA and the 
future power supply of the Tennessee Valley. 

The following are verbatim excerpts from my memorandum of April 13, 1954, 
addressed to Citizens for TVA, Inc., Nashville, Tenn., reporting the subject 
conversation : 

“1. Mr. William Allen, headquarters, manufacturing and engineering division, 
Westinghouse Corp., Pittsburg, stated in an informal conversation that his com- 
pany was prevented from locating branch plants in the TVA service area due to 
pressure from private electric company executives. 

“Allen stated his company had seriously considered locating a meter plant in 
the TVA area, commenting it was ‘a shame’ that private companies always found 
out about such plant location surveys in TVA country and represented by devious 
means their willingness to boycott Westinghouse if such action were taken. 

“He commented it was ‘even worse’ when such pressure was applied in the case 
of plants to manufacture consumer goods which the electric companies them- 
selves do not purchase. 

“2. This conversation occurred on a plane trip between Memphis and Little 
Roe K. sae 

“3. Although I explained to Mr. Allen my position in protecting the municipal 
interest in TVA, he talked freely. 

“4. With due notice and discussion, I believe it would be possible for me to 
appear before a congressional committee to ‘detail’ the general substance of my 
conversation with Mr. Allen 

“5. Apparently, W estinghouse executives (GE as well) could not avoid reveal- 
ing the pressure to which their companies have been subjected in the matter of 
plant locations if they were brought before a congressional committee for 
questioning.” 

Very sincerely, 
HERBERT J. BINGHAM, 
Executive Secreiary. 


I have little more than touched the surface of this far-reaching 


and widespread conspiracy, gentlemen. I am sure that it has many 
ramifications of which I am unaware which would doubtless furnish 


the Federal Trade Commission with an occupation for many, many 
months should that agency undertake to uncover it. 

Just how far the private power company plot to convince public 
leaders that TVA is socialistic has got, we may gather from the words 
of Purcell Smith, lobbyist for the National Association of Electric 
Companies. I quote from a public interview: 


The people around the President, including members of his Cabinet, have con- 
vinced him that TVA is socialistic. 

Further light on why the people around the President have been 
taken in by the power- -lobby propaganda I think I can contribute in a 
personal incident of my own. When, late in April of last year, I 
conferred with the President’s assistant, the Honorable Sherman 
Adams, and his then Budget Director, Mr. Dodge, about their recom- 
mendations and appropriations for TVA. I learned that the Director 
would propose radical reduction of TVA estimates of their require- 
ments. In proposing these cuts, he insisted that he was taking into 
full account the future needs of the Tennessee Valley for power. 

When I pointed out that. his estimates fell far short of those of the 
TVA engineers, Mr. Dodge told me that he did not rely on TVA esti- 
mates, but relied on the estimates of an independent source. I pressed 
him to disclose his authority and Budget Director Dodge named the 
Edison Electric Institute—the propaganda organ of the private power 
lobby itself. 

The intimacy of the relationship has been further illuminated here 
in this hearing by the letter dated January 4, 1954, which you have 
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already seen, from Mr. J. W. McAfee, head of Union Electric Co. of 
Missouri, to the assistant to the Gener ral Manager of the Atomic En- 
ergy Commission. That letter shows how the utility executives set 
out to use the AEC as a means of destroying the TVA. 

Early in my testimony I referred to the eccentricities of the Dixon- 
Yates contract. One of the strangest circumstances of this piece of 
unsought-for paternalism on the part of the Federal Government is 
the fact that the Government under the terms of the Dixon-Yates 
contract would pass this high-priced private power on to the people 
of the Tennessee Valley without giving their distributors—the 150 
contractors with TVA—a right to be represented or to pass on the 
contract. 

We, the ultimate consumers of the Tennessee Valley, feel that this is 
a rank injustice to us. There are other spokesmen for these groups 
who have accompanied me here today who can and will speak more 
specifically on that aspect of the matter. 

And I trust the committee will give them a full hearing. 

Gentlemen, before closing my formal statement, and before sub- 
mitting to you for any questions you may desire to ask—and I may 
say this about the questions: I will make an honest effort to answer 
any question you may ask me. If I do not have the answer it may 
be we have someone with us who is qualified to answer. If we do not 
and it is a question which can be answered, we will do our very best 
to try to get the information for you. 

We are not here to damn, nor do we want to be damned. We are 
here for the purpose of trying to be helpful. We don’t want to see 
a national scandal develop, and, gentlemen, if there was ever a group 
of men who sat in a chamber which has rung with the voices of those 
who have acted as the supreme spokesmen of the land, forces of justice 
and equity, and if there was ever a group who had an unparalleled 
opportunity to prevent what we honestly consider to be a national 
scandal, it is this group here today. 

I call to your attention an editorial which came to my 


attention a 
few minutes ago. 


No, the editorial does not speak in its entirety 
that which I believe ; yes, the editorial comes from a source which has 
certainly been fr iendly to, and I am sure, interested in the welfare 
not only of America but honorably interested in the welfare of the 
incumbent President of these United States. It is an editorial from 
a newspaper included in a great chain of newspapers. But it is an 
editorial which should have even more effect on the minds of fair- 
minded gentlemen like you, than the voice of one who comes from a 
State where you knew before I got here that we believed in TVA. 

Our position is well known. You knew before we came up that we 
were very upset about the Dixon-Yates deal. But here in the News, 
a Scripps-Howard newspaper, Tuesday, November 9, 1954, in an edi- 
torial entitled “Get Off the Hook, Ike,” you find tows ard the latter part 
of the editorial a discussion which started off saying “Mr. Piabitient, 
that Dixon- Yates contract already has caused your administr ation a 
lot of trouble and embarrassment,” and ends up by saying “The thing 
to do with this Dixon- Yates contract, Mr. President, is to toss it into 


the ashcan. Then offer to buy the electric power we need from whom- 
soever makes the lowest bid.” 
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As I said, I do not offer this to you with the understanding that 
this is our view in its entirety, but I offer it to you as a view of an 
honorable newspaper, of an honorable group of newspapers, I am sure, 
who are politically favorable to the incumbent administration and 
who think it is embarrassing, and think the Dixon-Yates contract 
should be done away with. And Ts say this, which I have waited until 
the last to say; I say this with asking you to believe me, as I talk to 
you under oath, that I am not trying to come up here and make a 
threat. That would not only be improper, be out of place, but it would 
be very, very definitely wrong for me to do it. 

But I think now that you have given me the opportunity to testify 
as Governor of the sovereign Volunteer State of Tennessee under 
oath, that you have got a right to expect me to bare my soul, and you 
have got a right to expect me to let you know, and let others know, 
what is in our mind. 

I think that the people who are considering investing their money 
in these bonds connected with Dixon- Yates have got a right to know 
what is in the mind of the governor of the State most vitally affected, 
the State of Tennessee. Here is what is in our mind: 

We hope and pray that Dixon-Yates will die a natural death right 
here in this committee hearing room. If it is prolonged, and this 
illness continues to plague us in the form of Dixon- Yates, I hope that 
it dies a death, naturally or unnatural, in some other congressional 
form. But if that does not happen, you have a right to know that it 
is in our mind and our intention today to resort to every legitimate 
forum available to us to see to it that Dixon-Yates never becomes a 
reality, and we expect, gentlemen of the committee, I say in all sin- 
cerity, and through you to those who would invest in these bonds, we 
expect to put the resources of the sovereign State of Tennessee behind 
any honorable and legitimate court action or action before any admin- 
istrative agency or otherwise, any action of any type which we can 
take judicially, we will take in an effort to try to stop what we consider 
to be an abortive effort to destroy the greatest Federal-granted, God- 
given, man-protected agency that the people of any region have ever 
enjoyed. 

We like what we have got, and we want to keep it. It would be 

easy enough for us to come up here and take some different position. 
But I have told you what I believe a vast majority of some 7 million 
people would tell you if they could be here. 

I have told you what I believe to be the views of people across Amer- 
ica, where I have recently visited. And I tell you today and humbly 
submit to you, gentlemen, please give prayer ful consideration before 
you cast a vote to uphold a deal. It is not a contract; it is a deal. 
Whatever the originators of it might have intended, it has lost its con- 
tractual flavor. It has become a deal, without competition, as was 
pointed out in the editorial. 

You have been very kind to me, and I did not expect to be per- 
mitted to talk so long, without interruption, and I extend to you my 
appreciation not only individually, but on behalf of the people of Ten- 
nessee and I submit to any questions you may desire to ask me. 

Chairman Cotz. Thank you. I assume it is your intention or at 
least you have no objection that the entire editorial to which yeu made 
reference shall be made a part of the record ? 
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Governor CLEMENT. I do not ask you to take part of it without all of 
it going in, with the explanation and the qualification I gave as to my 
views toward it, of course. 

(The editorial referred to follows :) 


Ger Orr THE HooK, IKE 


Mr. President, that Dixon-Yates contract already has caused your administra- 
tion a lot of trouble and embarrassment. 

But you ain’t seen nothin’ yet. Unless you step in and straighten out the 
mess. 

You’ve got coming up a rambunctious Democratic Congress, and those fellows 
are preparing to paw over that contract from hell to breakfast; make every 
political advantage of it and torment your next 2 years in the White House. 

The Democrats made it a big issue in the campaign. Although many of the 
things they said about Dixon-Yates were untrue, enough was true to give the deal 
an unpleasant odor the public does not like—and an odor that ought not be 
associated with your administration. 


YOU HAD A GOOD IDEA 


You were absolutely sound on your approach to a problem. The taxpayer- 
subsidized TVA was peddling electricity at rates which couldn’t be approached 
where consumers are charged what electricity actually costs when interest 
and taxes enter into costs. TVA had started out as a big valley conservation 
and development program, and the Government financed it to conserve the soil 
in the Tennessee watershed, control floods, promote navigation, and produce elec- 
trie power. TVA was authorized to sell the hydroelectric byproduct to get some 
of the Government’s bait back. 

Today TVA is producing almost as much electricity by steam generation as by 
waterpower. That was caused largely by the fact that the Atomic Energy Gom- 
mission was gobbling up huge quantities of TVA’s electric output. 

So you were completely right, in our opinion, Mr. President, in deciding that 
TVA ought not be permitted to expand farther beyond its natural boundaries at 
general taxpayer expense; that AEC should buy its additional electricity re- 
quirements from privately built steam plants which paid interest on invest- 
ment and taxes on profits. 

You were right when you recommended in your budget message that AEC 
get private power so it could relinquish to TVA part of the power TVA is sup- 
plying to it. Under your plan, TVA and AEC would both do directly what they 
were intended to do. 

You wanted to stop the rapid growth of the public debt, and this was one way 
to stop it. However, then— 


YOUR IDEA WAS PERVERTED 


Your AEC Chairman, Admiral Strauss, and your Budget Director, Howland 
Hughes, are men of limited experience in public affairs, and apparently less 
experienced in dealing with the complex power problem, either private or 
public. 

The big producers of private electric power in the area where TVA’s power 
shortage was threatened were a couple of companies headed up by a couple of 
fellows named Dixon and Yates. 

The AEC negotiated a contract with Messrs. Dixon and Yates to supply 600,000 
kilowatts of power, a contract which your General Accounting Office says is legal, 
and at rates it says are reasonable, but containing provisions which your GAO 
plainly believes do not make sense from the Government’s side of the table. 

In our view, the most senseless aspect is that AEC has been pitched into the 
role of “power broker” for TVA. AEC has much more important things to do. 
It should be able to buy directly all the power it needs for its own vital work. 
Your original idea was good. It has been perverted. These are some of the 
things the Democrats are gnawing on. 

A major reason they gnaw so ravenously is that Messrs. Strauss and Hughes, 
dealing with Messrs. Dixon and Yates, never asked for competitive bids. 

And that’s your out. Government business ought always be conducted on 
that basis. The Government wants so much electricity delivered at a certain 
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rf : point, beginning at a certain date, and continuing for so many years. The 
'y contract should go to the lowest competent bidder. 

The thing to do with this Dixon-Yates contract, Mr. President, is to toss it 
into the ashcan. Then offer to buy the electric power we need from whomsoever 
makes the lowest bid. 

Even Democrats don’t know how to make a better deal than that. It will 
deprive them of an issue, and it will settle your problem. 


a- Chairman Corr. Are there any questions? 

Senator HickeNLoorrr. I have a couple of questions, Mr. Chair- 

e ; man. Governor Clement, I find it very easy to understand your 

ss enthusiasm for TVA. It is entirely possible that were I in your 

'y position I would be equally zealous and enthusiastic for TVA in that 

| area, which, through Government subsidy and support, has done so 
le | much for the Tennessee Valley and its activities. 

: | Without pressing the point with too much argument, I still cannot 
agree with = conclusions and statements that this is a foul con- 
tract at all. I do want to ask you this: You are familiar with the 
private power contracts for the production of power at Paducah and 

- at Portsmouth, Ohio, are you not? That is familiar in a general way. 

d Governor CLEMENT. Yes, sir. 

‘ Senator HickeNnLoorer. Those were private contracts. Those were 

; private contracts made through the Atomic Energy Commission in 

7 various ways for the production of needed power in that area. Do 

e you agree that that is substantially correct ? 

Governor CLEMENT. I have not seen either of those contracts, and, 

, as I said—— 

Senator HickeN.oorer. I was not talking about the terms. 
t Governor CLEMENT. As I said, I am familar with them in a general 
t way. As to whether or not the specific answer to your question would 


be “Yes.” I would rather let one of these gentlemen who are to follow 
me answer that particular question. 

Senator Hickrenioorer. Then, for the sake of argument, I might 
suggest the assumption. 

Governor CLEMENT. We might assume they are for the sake of 
argument and pursue your point. 

Senator HickeNnLoorer. We can assume that they are along the 
general pattern as the Dixon-Yates contract, that is a contract in 
which the AEC assumes responsibility for power to be taken into the 
system or into the AEC plants from private builders, private com- 
panies. I believe that is an accurate statement. The question I was 
going to ask was, Did you appear before any committees 2 or 3 years 
ago, here, and make a vigorous objection to the entering into the con- 
tracts over OVEC and EEI at that time on the basis that it would 
threaten or endanger the TVA? 

Governor CLEMENT. Three or four years ago, Senator, I was not 
Governor of Tennessee, and I am a rather young man, and if you go 
back 3 or 4 years ago I was in the Army, as a first lieutenant, and I 
was called back right about that particular period. I think that 
would be adequate explanation of why I would not have appeared 
either for or against anything. But, as far as the particular contract 
is concerned, my general belief would be that the reason I preferred 
to pass it over until one of these gentlemen get on the stand who 
are more equipped to discuss the details of it than I might be, I was 

54602—54——27 





410 UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO. 





not operating under the impression that there had ever been anything 
that approached Dixon- Yates. 

Now, if the terms of these contracts, and the circumstances under 
which they were adopted prove me to be in error, well the record will 
have to speak for itself. But my impression was, and is, that we have 
never had anything which was of a type which would even approach 
what we consider to be the unsavory flavor of the Dixon- Yates deal. 

Senator HickeNn.Loorrr. The reason I bring up the subject, Gov- 
ernor, is that we have had testimony here from witnesses, who I believe 
were thoroughly sincere in their testimony, that the Dixon- Yates con- 
tract is a much better contract in favor of the United States Govern- 
ment than the contracts with either OVEC or EEI, which were con- 
summated some 3 or 4 years ago. And I was merely attempting to 
probe the sudden very great resistance to this particular contract 
which does have many features which I personally agree are more 
advantageous to the Government of the United States than either 
of the other two contracts. 

Governor CLement. If that is true, sir, and if it is a better contract, 
which I am not prepared to say it is and did not think so, then we 
were really taken for a ride here a few years ago. But without regard 
to whether that was true or not, I will say that had I ever been in a 
position to offer any protest as a citizen or otherwise to anything of 
the type that we have in Dixon- Yates, I would certainly have done so, 
but even if we did assume that they were bad I don’t think three 
wrongs would make a right. I don’t think that that would necessi- 
tate us going into the Dixon-Yates deal because we had heretofore 
gone into some which were also found not to be good for the people 
of America. 

Senator HickenLoorer. Now, I shall not pursue the other contracts 
because you are not familiar with them and so there would be no 
particular object in us discussing them at the moment. But referring 
to the editorial, excerpts of which you quoted in your statement, I 
would like to go on with the editorial just a minute. 

Governor CieémMeEnt. All right, sir. 

Senator Hicken.Loorer. You referred to the caption of the editorial, 
Get Off the Hook, Ike. The editorial says: 

Mr. President, that Dixon-Yates contract already has caused your administra- 
tion a lot of trouble and embarrassment. 

But you aint’ seen nothin’ yet. Unless you step in and straighten out the 
mess, 

You've got coming up a rambunctious Democratic Congress, and those fellows 
are preparing to paw over that contract from hell to breakfast, make every 
political advantage of it and torment your next 2 years in the White House. 

The Democrats made it a big issue in the campaign. Although many of the 
things they said about Dixon-Yates were untrue, enough was true to give the 
deal an unpleasant odor the public does not like—and an odor that ought not 
be associated with your administration. 

Subcaption: You had a good idea. The editorial continues: 

You were absolutely sound on your approach to a problem. The taxpayer- 
subsidized TVA was peddling electricity at rates which couldn’t be approached 
where consumers are charged what electricity actually costs, when interest 
and taxes enter into costs, TVA had started out as a big valley conservation 
and development program, and the Government financed it to conserve the 
soil in the Tennessee watershed, control floods, promote navigation, and pro- 
duce electric power. TVA was authorized to sell the hydroelectric byproduct 
to get some of the Government’s bait back. 
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Today TVA is producing almost as much electricity by steam generation 
as by waterpower. That was caused largely by the fact that the Atomic Energy 
Commission was gobbling up high quantities of TVA’s electric output. 

So you were completely right, in our opinion, Mr. President, in deciding 
that TVA ought not be permitted to expand farther beyond its natural bound- 
aries at general taxpayer expense; that AEC should buy its additional electricity 
requirements from privately built steam plants which paid interest on investment 
and taxes on profits. 

You were right when you recommended in your budget message that AEC 
get private power so it could relinquish to TVA part of the power TVA is 
supplying to it. Under your plan, TVA and AEC would both do directly what 
they were intended to do. 

You wanted to stop the rapid growth of the public debt, and this was one 
way to stop it. However, then— 

And a big subhead in black type: “Your idea was perverted.” 

Your AEC Chairman, Admiral Strauss, and your Budget Director, Howland 
Hughes, are men of limited experience in public affairs, and apparently less 
experienced in dealing with the complex power problem, either private or public. 

The big producers of private electric power in the area where TVA’s power 
shortage was threatened were a couple of companies headed up by a couple of 
fellows named Dixon and Yates. 

The AEC negotiated a contract with Messrs. Dixon and Yates to supply 
600,000 kilowatts of power, a contract which your General Accounting Office 
says is legal, and at rates it says are reasonable, but containing provisions 
which your GAO plainly believes do not make sense from the Government’s 
side of the table. 

In our view, the most senseless aspect is that AEC has been pitched into 
the role of power broker for TVA. AEC has much more important things 
to do. It should be able to buy directly all the power it needs for its own vital 
work. 

Your original idea was good. It has been perverted. These are some of the 
things the Democrats are gnawing on. 

A major reason they gnaw so ravenously is that Messrs. Strauss and Hughes, 
dealing with Messrs. Dixon and Yates, never asked for— 

COMPETITIVE BIDS 

And that’s your out. Government business ought always be conducted on 
that basis. The Government wants so much electricity delivered at a certain 
point, beginning at a certain date and continuing for so many years. The 
contract should go to the lowest competent bidder. 

The thing to do with this Dixon-Yates contract, Mr. President, is to toss 
it into the ashean. Then offer to buy the electric power we need from whosoever 
makes the lowest bid. 

Even Democrats don’t know how to make a better deal than that. It will 
deprive them of an issue, and it will settle your problem. 

I thought the entire editorial should go into the record. 

Governor CLEMENT. It is entirely proper that it should, and, as you 
will recall, I agreed to that with the understanding, of course, that 
I am not with all of it. 

Senator Hicken Loorrr. If the Dixon-Yates proposition were not 
carried through, where would TVA buy, in your opinion, the needed 
power for the anticipated needs over the next 3 or 4 years? 

Governor CLEMENT. You are asking a question, of course, which 
addresses itself to the origin of this entire discusion, and naturally 
I am a firm believer that TVA’s normal growth and expansion, as 
has been carried on over a period of 25 years, should be continued. 
I assume that you are in opposition to that position. I think that is 
what should be done. I think that the Fulton steam plant should be 
built. As to what they will do is another thing. I realize your ques- 
tion carries with it the implication, Senator, that “Well, are you going 
to do without anything rather than to accept Dixon- Yates?” 
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About all I can say to that is this: I cannot as Governor of Ten- 
nessee come up here and prostitute my word on the altar of private 
subsidy here, merely in order to see that we get power which we are 
hollering for, when we know that it is going to cost the people of 
America millions of dollars and unnec essarily so. Now, this word 
“subsidy” which we have used is a loose word. TVA, we insist, is 
not subsidized. The amount of capital invested by the Federal Gov- 
ernment for the purpose of furnishing power through TVA is being 
repaid on a regular, carefully-laid-out plan, and payments have been 
made on schedule, and the record will show that a rate of profit 
amounting to what would be better than 4 percent has resulted to the 
KF ederal Government. The question is raised, “What about Federal 
taxes?” Well, naturally, a Government agency, half of whose power 
output goes to another Government agency, and whose profits go to 
the Federal Tre: asury also, would not tax itself and start a shifting 
of funds between one agency and another. 

As to what the future holds, Senator, you are one of those who will 
have a key to the future. I think that we should build the Fulton 
steam plant. But whatever the future holds, I cannot come up here 
in honor and in honesty say anything other than condemn this Dixon- 
Yates deal. 

Senator Hickenvoorrr. The point I was trying to raise is this: 
The testimony has been pretty clear here that within the next 3 to 4 
years the needs of the TV A area, if carried out as presently programed, 
will require a very substantial increase in kilowatt production and 
source or production from some source. I think that has not been 
disputed by either those who are for the contract or those who are 
against it. 

Now, you have, let us say, a couple of sources for that power. One 
is to build additional steam plants with Government appropriations 
in the TVA area to supply it or the other is to buy it from sources 
outside the TVA area—that is, adjacent sources. Of course, a third 
alternative would be that the expansion or the hoped-for expansion 
of that area would not be carried out, or it could not be carried out 
unless the electricity is received. 

Now, it occurs to me that unless steam plants are built by the 
Government, the TVA, if it meets its anticipated requirements, will 
be purchasing electricity from sources outside, and that the groups 
as represented by Dixon-Yates in that area will be the groups that 
will be about the only ones that can sell power to the TVA. I am 
suggesting in the event that additional steam plants are not authorized 
or appropriated for and the TVA wants to carry out its anticipated 
program. 

Governor CLement. Senator, let me say this: I do not think that 
I would have any more right than that of one citizen of these United 
States of America to offer any objections to where AEC might want 
to get its power. Now, if you gentlemen up here want to let AEC go 
out here and pay $1,000 a kilowatt for power you can answer to the 
people for it and as a citizen I might have some idea on it. But, as 
Governor of Tennessee, and of the TVA-affected area, I would not 
have any legitimate complaint about where AEC got its power. But 
what we cannot see is why should the TVA be put in a position where 
AEC is set up as a power broker for these private power boys, and 
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TVA forced to take this power, and then turn around and pass on to 
the people of a particular region this unnecessary exorbitant and un- 
conscionable profit which will have to be paid for the furnishing of 
a which if the argument that has been offered in favor of it 
holds for the benefit of AEC. 

Senator Hickrentoorer. I do not agree with the idea that it is an 
unconscionable profit in any way, shape, or form. 

Governor CLemMeEnT. I did not make the statement with the thought 
that you would, but that is the way we feel about it. 

Senator Hicken Looper. But also, I think that there are other parts 
of the country. For instance, my own section of the country is not 
too happy about paying taxes to subsidize cheap power for the Ten- 
nessee Valley. 

Governor CLEMENT. We insist that you are not doing that. 

Senator HickenLoorrer. We think we are, and a great many o 

Governor CLEMENT. We have a difference of opinion on it. 

Senator HickeNnLoorrer. But it has been pretty well established 
here that the AEC has a prior claim on the power of TVA, even 
though it takes every kilowatt of it. Now, in the event the n: ution: ul- 
defense needs of the Atomic Energy Commission are such thht they 
make continually increasing demands upor. TVA for the power, I 
would interpret the testimony here as being that TVA would have to 
furnish it to the exclusion or detriment of some of the commercial 
contracts that already exist in the Tennessee Valley or that might be 
hoped to be consummated in the future. That is a situation and con- 
dition which might well confront the TVA situation down there. 

Governor Ciement. Senator, I have not understood the reasoning 
behind the raising of the priority question. I have heard of the Attor 
ney General’s opinion on that question, of the fact that the issue has 
been raised. May I say this: There is not but one- State in these 
United States of America that has earned the title “The Volunteer 
State” and had it stick. Back a few years ago this country was at 

yar and they asked Tennessee for 2,500 conscripts, and they gave them 
25,000 volunteers. If the time ever comes that it takes the power 
that we are using for other purposes, to protect the defense of this 
Nation and to help the people of America, whether they live in your 
State or some other, I can guarantee you one thing: that the people of 
the Tennessee Valley will not have to be commanded ; they will vol- 
unteer whatever sacrifices are necessary. 

Senator Hickrentoorer. I have no doubt about that, Governor. The 
patriotism of the people of the State of Tennessee is outstandingly well 
done, and I agree with you. The question I am raising is this: Of 
the alternatives which exist now, the OVEC and the EEI contracts 
with private electric producers, I believe, were contracts entered into 
under the aegis of the Atomic Energy Commission in order to keep 
from invading or curtailing or cutting down the reasonable operation 
of TVA and Tennessee ? Otherwise, the AEC could have said, “Well, 
we will sponsor no private plants around the periphery here, ‘and we 
will just say to TVA, ‘Furnish us X number of kilowatt-hours,’ and 
TVA can see what they can do about their internal economic needs.” 

I do not think that that was the intent. I think that the intent was 
to make arrangements for these contracts from private sources which 
hoped to be fair and equitable in order to keep from unduly curtailing 
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or cutting down the reasonable operation of the industrial growth in 
that area through the TVA. 

Governor CLtement. Well, of course, I must respectfully disagree 
first of all with the premise laid by the Senator with the basis for the 
statement which you have just made. That represents another differ- 
ence of opinion between us. However, whatever the mtent was, 
Senator, whatever the demand was, and whatever the necessity was, 
I think that this committee has got to address itself in fairness to the 
people to one other question: No matter how compelling the necessity 
may have been, which there is a difference of opinion between us on— 
so far as necessity for AEC, no matter what happened, how do we 
justify the type of contract that has been entered into and how do we 
justify the elimination of competitive bidding and how do we justify 
an abortion of what the President suggested in his budget message 
originally ? 

I think that all of this finally addresses itself back to one question, 
and that is, Are we—because of some of these arguments, even if we 
assume some of the things you have stated, with “which I disagree— 
going to accept a contract entered into without competitive bidding 
which represents the first subsidy that has ever been injected into the 
TVA program? Up to this very moment, TVA has been repaying 
that portion of the Federal Government’s capital investment, together 
with a profit that amounts to better than what would be a 4-percent 
interest rate. But today for the first time in history, the Federal Gov- 
ernment is trying to subsidize some private interests under the guise 
of a Dixon-Yates deal. That is the way we see it, sir. 

Senator Hicken oorer. I cannot quite agree with that because I 
think OVEC and EEI are the same pattern, and I apprehend that that 
is where the idea for the Dixon-Yates proposal came from. It came 
from those two existing operations that are already going on. 

So I do not believe the idea is unique. But it occurs to me that out- 
side of a Government subsidized, completely Government subsidized 
and financed bid, that there are some very practical difficulties on com- 
petitive bidding. As a rule, the only people that can bid from the 
private enterprise standpoint are people who are equipped in the area 
or near the area where the plant is being built, if it is to remain a pri- 
vate enterprise venture. 

Governor Ciement. I had understood there was at least one other 
gentleman who was very definitely interested in being given an op- 
portunity to bid at least, so it would seem to me that that would knock 
that argument out. 

Senator Hicken.oorer. There was one other one. 

Governor Cirement. Mr. Von Tresckow. 

Senator Hicken.Loorer. One other proposal was made which—at 
least, I am not an engineer and I am not an electrical expert, and I 
do not claim to be; but from a cursory examination of that proposi- 
tion it seems to me that it was not a private enterprise bidding opera- 
tion, it was a brokerage operation rather than a private enterprise 
operation. 

Governor Ciement. I offer no brief for that particular proposal, but 
I do suggest that I think the very fact that it was available for con- 
sideration and the fact that those in charge seemed to shy away from 
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even giving it consideration would indicate that that argument is not 
a valid one. 

Senator Hicken.oorer. I think the facts show that it was given 
consideration and that it was examined very carefully, and it was 
discarded as not being anywhere near as advantageous to the Govern- 
ment as the Dixon- Yates proposal. Whether that is a proper decision 
or not, I do not know. 

Governor CLEMENT. I am not an engineer. 

Senator Hickentoorer. But I think that that is the result of the ex- 
amination on the part of the Government people. 

Governor CLemMEent. I am not an engineer either, sir. We found 
from experience in our State—which the people indicated they did 
not like—that it is very definitely possible to so specify what you want 
in an invitation to bid, that you can exclude all possib le bidders and 
get it down to where you have specified so that just one person will 
have the opportunity to bid. If I understand this proposed contract 
or deal, the specifications were tailor made for Dixon-Yates. I have 
not been able to see anything else in it. 

Senator Hicxen.oorer. I believe, Governor, that that is in my view. 
I believe you have been misinformed on that. You may be correct, 
but my information is that no meticulous specifications were laid down. 
Invitations for propositions were issued, and one or two propositions 
came in. Those propositions were examined, and they were discussed 
without having specifications such as might be laid down for the 
building of a battleship or something of that sort. 

Governor CLemMEent. Senator, one reason I find it diffiicult—and I 
do appreciate the opportunity to discuss this matter with you; it gives 
us an opportunity to advance our thoughts, and that is what we have 
sought—to adopt your reasoning, when you speak about AEC and the 
fact ye somebody has come in to do us a favor here, to tr y to see where 
AEC can get this power, that they need—It has been my understand- 
ing § all along, first of all, that a majority of the statutory members of 
the AEC have not agreed to this proposal ; and secondly, it has been 
my understanding that the initiative throughout has been exercised 
by the Bureau of the Budget and not by the AEC; and thirdly, I have 
before me a letter I referred to earlier signed by Mr. J. W. McAfee = 
the Union Electric Co. of Missouri—915 North 12th Boulevard, 
Louis 1, Mo.—dated January 4, 1954, which I know you elites n 
have seen, addressed to Mr. Walter Williams, Assistant to the General 
Manager, Atomic Energy Commission, 19th and Constitution Avenue, 
Washington, D. C. 

“Dear Walter”—apparently they are on speaking terms there. He 
goes down to the first sentence in the first paragraph and he says: 

If I have the responsibility of relieving the national budget of avoidable 
capital expenditures in the TVA area, I would consider— 
and then he gives first, second, and third. The third one, very 
briefly, is: 

The plan you discussed with me. 


Now, all the time that things like this were being discussed with 
people like Mr. McAfee, who, I am sure, is a very estimable gentle- 
man of the Union Electric Co. of Missouri, Gordon Clapp, the head 
of the TVA—whether he was going to be reappointed or not, or 
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whether he was desired by this administration or not—was sitting 
down at Knoxville, Tenn., cooling his heels and never being given 
an opportunity to even be heard. 

Now, I do not have any fault to find whatever, Senator, with the 
fact that whoever wanted to start these negotiations should go out 
here and say, “We want to hear both sides of this picture.” There is 
no reason in the world they should not ask the Edison Electric Insti- 
tute and Mr. McAfee of Union Electric, but in this country of ours 
there is some thought that people who have had experience in the 
workings of the TVA over a period of years should be heard, too. 
At the time, we have proof here, that they were talking about it with 
these private-power boys, TV A boys were being left out in the cold. 
Now, today, what do we have? 

It is true that we have some estimable anne n like you who are 
interested in seeing the contr: act—apparently, | \v your questions— 
go through. But we go to the AEC, and they are the ones that some 
of you are relying on in your questions. They cannot even get a 
majority of them to agree to it, apparently. We go to the TVA, and 
they are outvoted 2 to 1 there. We go to the rest of the country, 
and we find no one else is given an opportunity to even bid on this 
thing, except Dixon- Yates. 

Now, Senator, we just cannot see anything fair nor proper in it, 
and we do not see why we should scuttle a program where the Fed- 
eral Government is getting their capital investment plus better than 
4 percent back on the one hand and an assured supply of power 
available in times of national emergency on the other, and things 
that produce the atomic bomb without which we do not think it would 
have been produced in that time on the other; the natural resources 
of a region developed for the benefit of all the people, and not a special 
few on the other. 

The economy of the entire region is bolstered on a basis whereby 
we can share our burden and the national tax load; where at the 
end of it all, after getting their money back plus 4 percent, and 
after having all that was available to them that I have enumer ated, 
the Federal Government winds up owning the entire venture. But 
yet we go out here and we go back of competitive bidding and we 
go to an individual group and try to give them the greatest subsidy 
in the history of America, and we think it is a bad deal. 

We have heard a lot of talk in recent years, and we had a new one. 
There were some for it and some against it, and we had a Fair Deal 
and there were some for it and some against it. But I predict with 
all respect, sir, that if this Dixon- Yates contract or deal goes through 
that people all over America are going to then speak of the New Deal, 
the Fair Deal, and the Bad De al. I think that all who had anything 
to do with it are going to need to explain to the people of America 
how we get around these things. 

Senator Hickentooprr. I thank you, Governor. 

Governor CLement. Thank you, Senator, very much. 

Chairman Cote. Pursuing certain aspects raised by Senator Hicken- 
looper, I think the record w ‘ill show that it is a fact that if TVA is to 
meet the power needs of the Atomic Energy Commission for the Com- 
mission’s plants in the general TVA area, if the Fulton plant or a 
substitute is nec essary—I think with that you and I can agree—the 
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record will show that at least three different occasions the Congress 
has denied funds to the Tennessee Valley Authority to build the Fulton 
plant, those denials having occurred in the years 1951, 1952, and 195: 

So, we do have a historical record that the Congress in the past hes as 
decided against funds to TVA to build the Fulton plant. That offers 
little prospect of likelihood that the Congress will approve funds to 
the TVA for the Fulton plant in the future. 

In the absence of power from TVA through the new Fulton plant or 
a denial of the source of power from the proposed Dixon- Yates source, 
then there is only one alternative as I see it. Not that the plants do 
not be built or get the power but that the plants should be placed 
some place else in some other location where power is readily available. 
Since there is a time factor available for that to be done, I seriously 
urge that consideration be given to the placing of these plants in some 
section of the country and avoid a concentration of the Commission’s 
activities in this Tennessee Valley area. 

I have in mind the available power source in rather great quantities 
up in my own section of New York State where F ederal funds will 
not be necessary to provide that power. So there is a third alternative 
of reaching a solution of this problem, and that is let us put the plant 
in some other locality. 

But we here on the committee are confronted with this very, very 
serious situation. These plants are essential to our national security. 
Nobody will dispute that and I am sure the Governor will not. 

Governor CLEMENT. No, sir. 

Chairman Corg. It is a fact that time is important to get these plants 
into production. It appears that the Congress, based on its record in 
the past, is unwilling that that power be provided by TVA through 
the Fulton plant. TVA people are not willing that the power be made 
available through the Dixon-Yates source. What are we to do, sit 
by and do nothing? 

Governor CLemEent. Mr. Cole, I feel you have raised some questions 
that are legitimate questions. First of all, I say with all respect I do 
not think you can accurately predict what the next Congress will do 
based on what the recent Congress has done. 

Chairman Coir. Not the recent Congress. It has been at least three 
Congresses. 

Governor CLEMENT. That is correct. But I still do not think that 
we can accurately predict. I think the people of the Nation know the 
story better now than they have heretofore as a result of two things. 
There have been those who have sat back and done nothing, who once 
they see there has been an attack made and an effort to destroy TVA 
have carried the message across to the people of Americs 

Another thing I think is going to serve as a very de finite affec ting 
factor on the next Congress is the fact that I think the very unwhole- 
some nature of this Dixon-Yates deal has bolstered the position of 
TVA because people, not only Congressmen and Senators, everywhere 
have been able to see TVA in a truer light than they have heretofore. 
I found before this came up that there were people across America 
who thought they were paying taxes in order that I would have low 
power rates down there. That is just not true. At least that is our 
opinion and we think the facts support us. 

As far as where plants should be located, all of us would be dis- 
honest if we did not say that we want every possible industry and 
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every plant located within our area to give employment to the people 
we are concerned with. I scatniaie would say that also and do say so. 

However, I say to youthis. I think the interests of America should 
come first. But when you start thinking about the interests of Amer- 
ica, it has been a pretty effective and efficient relationship we have 
had between AEC andthe TVA. I think TVA has proved its worthi- 
ness. I think that the Fulton steam plant should be built. I say in 
the presence of our Senators and Congressmen that I hope that an- 
other definite effort will be made in the next Congress to build the 
Fulton steam plant. 

Chairman Corx. I am sure the Governor will agree that interests 
in the welfare of all of America are not concentrated in the State of 
‘Tennessee. 

Governor Cement. I did not intend to leave that impression; no, 
sir. But neither do I think they would necessarily be served by estab- 
lishing an atomic plant in the State of New York, sir. 

Chairman Coie. There is another angle to this which has puzzled 
me. The Chairman of the Board of the Tennessee Valley Authority 
speaking for himself and in behalf of the other two members of the 
Board represents that there is common agreement and insistence that 
this Dixon-Yates proposal will not result in any costs to TVA which 
do not carry with them corresponding benefits to TV A. 

Grovernor Pee a Who represents that? 

Chairman Core. I said the Chairman of the TVA Board made that 
statement which was supported, of course, by his associates on the 
Board. They were unwilling to enter into any agreement with the 
Commission in connection with the Dixon-Yates proposal which would 
result in added expenses to TV A for which there was no compensating 
factor. If that is so, it must necessarily follow that there would be no 
basis upon which added costs could be attached or passed along to 
the consumers of TVA power. 

Therefore, I am unable to understand why the distributors of TVA 
power, the consumers of TVA power, are alarmed about the Dixon- 
Yates proposal, since they have assurances that there will be no in- 
creased costs or expenses attached to the power that they use. Can 
you explain it? 

Governor CLEMENT. In the first part of November 1952, on the 
front page of the Scripps-Howard newspapers in Tennessee we had 
the assurance of candidate Dwight Eisenhower that TVA would be 
operated at maximum efficiency. We do not think that the attitude 
of this administration has supported that promise. We do not ques- 
tion the honor or integrity of the President, but we do question the 
quality of the advice he has received on TVA. With regard to what 
General Vogel has said; 1 know General Vogel personally. I have 
met him on only one occasion. I have every reason to believe he is an 
estimable gentleman and a fine man. I am satisfied that he knows a 
lot more about the United States Army than a lot of the rest of us do. 
I am also satisfied that he does not know as much about TVA and what 
is good for it as some of the people who are in this room today. 

If we are going to single out what individuals think and want and 
say it is my further understanding that his testimony as offered up 
here was not and is not supported by the other two members of the 
TVA Board who have had mach more experience than he has. 
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Chairman Cote. It was supported in this respect at least. 

Governor Ciemenr. I have not talked to them since he testified. 
I have been of the impression, and I cannot quote them on it, that 
the other two members of the TVA Board are just as strong in their 
opposition to Dixon-Yates deal as General Vogel is in support of it. 

Chairman Corr. Governor, I respectfully suggest that your answer 
is not responsive to my question. 

Governor CLEMENT. I will try to be responsive. 

Chairman Corr. Let us assume that the Dixon-Yates project does 
not result in any added costs or expenses to the Tennessee Valley Au- 
thority. Then, can you fancy any reason why the users of TVA power 
should be alarmed or concerned ¢ 

Governor CLEMENT. Yes, sir; I can. First of all that is a big 
assumption. 

Chairman Coir. We can assume for the sake of the discussion. 

Governor CLEMENT. You can, sir, and for the sake of discussion I 
will with the understanding that I do not believe it. But, with this 
understanding, the people of Tennessee would still have to be opposed 
to it because the deal does not pass the test of either morality in Gov- 
ernment nor of economic stability. There are two bases on which we 
would have to oppose it, sir. 

Chairman Core. J assume the immoyality that you have in mind is 
because the contract was not open to public bid. 

Governor CreMENT. That is one basis. 

Chairman Coir. What are the other immoral factors involved ? 

Governor CLEMENT. The subsidizing for the first time in history 
of TVA of the power operations. 

Chairman Coxe. I fail to understand where the Dixon- Yates pro- 
posal results in a subsidy to TVA. 

Governor CLEMENT. We are subsidizing not TVA. That is the 
point. We are subsidizing a group of private individuals who are 
going to make exorbitant profit and a guaranteed profit at the Gov- 
ernment’s expense on a false premise. 

Chairman Cots. The Governor’s statement is that this is the first 
time there would be a subsidy of TVA. Perhaps you misspoke your- 
self? 

Governor CLEMENT. If I said a subsidy of TVA, I meant a subsidy 
in the history of TVA. I appreciate the correction. 

Chairman Corr. Perhaps you are not in a position to answer since 
you have indicated that you are not familiar with the OVEC and EEI 
contracts to which Senator Hickenlooper has alluded but it is the fact 
I may state that the subsidy to whatever extent it may be called a 
subsidy is no greater and probably is less in connection with the 
Dixon-Yates proposal than it was with the other two proposals. 

Governor CLEMENT. We have some gentlemen here who would be 
glad to discuss those contracts in detail. At the risk of sounding 
as if I do not know about some contract that you might want to ques- 
tion me about, I feel it is imperative that I not attempt to answer a 
question that I do not have the facts on. I am not familiar with the 
details of those contracts but I did not understand that this was a 
triplet of the two. I did not understand that this contract had been 
rivaled by the other two in the unsavory parts of it that we do not 


like. 
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Chairman Coie. Thank you, Governor. Since the Chair has 
usurped the questioning period for the House Members for which I 
apologize, the Chair shall now defer to some other member. 

Governor CLEMENT. I appreciate the questions. 

Senator Anprerson. Governor Clement, there are at least two ques- 
tions that we have to wrestle with as members of the committee, and 
one of them is a provision in the law which says that if a contract has 
been entered into and is then submitted to the Joint Committee, a 
period of 30 days shall elapse while Congress is in session and it says, 
however, that the Joint Committee may by resolution in writing waive 
the conditions of this 30- day waiting period. 

I assume I know your answer but I take it you are not in favor of 
waiving that 30-day waiting per iod. 

Governor CLEMENT. No, sir; I am not. 

Senator Anperson. There is a date fixed here as to next Thursday 
on which we might get an answer from the Atomic Energy Commis- 
sion as to the signing of a contract on this matter. 

Do I assume you are not in favor of signing a contract ? 

Governor CLEMENT. I would definitely favor them not signing such 
a contract ; yes, sir. 

Senator Anperson. Governor, you indicated you would not want to 
comment on these other two contracts and any time you want to pass 
it on to anybody else be perfectly free to do so but let me ask this 
question: Would you not feel there was a difference between the EEI 
and the so-called OVEC contract since they were specifically to fur- 
nish power for the Portsmouth and Paducah plants? Would you 
not think there was something different in those and the Dixon- Yates 
contract which does not supply power to any AEC installation ? 

Governor CLemen'. Absolutely, sir. You very clearly stated, and 
I appreciate it, the very heart of the matter. It goes back to a state- 
ment I think I made earlier, where I said as a citizen I might think a 
contract between AEC and Dixon-Yates was good or bad, but as a 
citizen only. But we are concerned here with an entirely different 
situation from the situation you just outlined. 

Senator Anperson. It = so happens that I think it is perfectly 
proper to negotiate the EEI and the OVEC contracts without com- 
petitive bidding because of their very size and the fact that TVA was 
a participant in the contracts and an attempt was made to put a large 
contract together. I, personally, would not oppose the repetition of 
that process for direct current to be supplied directly to the AEC. It 
is this power-brokerage matter that has some of us a little bit worried. 

Governor CLemMEent. Senator, so I may clarify what I said earlier 
which might not have been as clear as it should have been, may I also 
say that my answer was not intended to reflect upon those two con- 
tracts except to the extent I assume the correctness of what Senator 
Hickenlooper had to say. That was for the sake of an assumption. 

did not take those contracts to task. I was discussing them in a 
hypothetical manner. 

Senator Anperson. The General Accounting Office has produced a 

rather elaborate criticism of this contract and there were many points 

seriously questioned by that office. Would you not think that is a 
matter which ought to receive very considerable attention by the 
Commission before anything is finally done? 
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Governor CLEMENT. I would certainly think so. I would say this. 
I do not always find the people in my administration or my cabinet in 
agreement, but when the director of accounts or someone down the line 
questions what has been authorized by either the director of the budget 
or one of the commissioners, I certainly take it into consideration. I 
think you have a similar situation here. I think it throws a very 
definite cloud over it. 

Senator Anperson. The alternative has been suggested that we 
either go ahead with this contract or with the Fulton plant, or if 
neither of those, that we are virtually left where we can do nothing. 
The Fulton steam plant has been rejected by the Congress several 
times and might be again. 

Governor CLEMENT. Yes, sir. 

Senator Anperson. If this contract were also to be rejected by the 
Congress, would that prevent the Atomic Energy Commission, in your 
opinion, from proceeding to try to negotiate a third contract similar 
to EEI and OVEC which would be direct contracts to supply current 
directly to the installation also needing current? 

Governor CLemMeENnT. It would not prevent them but on the con- 
trary the rejection of this contract would seem to follow the path of 
experience which they followed with a great degree of success thus far. 

Senator ANperson. So far as you know were your people disturbed 
by the EEI and OVEC contracts?) They did not jeopardize TVA; 
did they? 

Governor CLtement. As I said in response to Senator Hickenlooper’s 
question earlier at the time I was neither Governor nor for a part of 
the time was I in the State. But our people did not seem disturbed 
by that manner of handling it and we have not come up here and ob- 
jected to it. There have been some comparisons we have made using 
what the private power people charged and what others have char ged 
for building plants. We have used that as a basis for comparison. 
But I did not hear of a disturbance. Certainly, I can say with cer- 
tainty we have never been through anything like the Dixon- Yates bat- 
tle and I have never seen the people of our State so upset nor so united 
against anything as they are this. 

“Senator Anperson. I think in the EET and OVEC contracts that 
the amount of current furnished by TVA is comparable in its price to 
the current being furnished by the other companies and the rest of 
the plant. I say that with rec ‘ognition you have to take into consid- 
eration taxes and various other things. 

Governor CLEMENT. Yes, sir. 

Senator Anperson. But the cost to the Government is somewhat 
comparable. Therefore it would seem to me that probably your peo- 
ple are not stirred up then on the question of price and they are not 
so much stirred up on the question of noncompetitive bidding as the 
fact that AEC gets in there as sort of a power broker and seems to 
jeopardize what your concept of TVA is. 

Governor Crement. That very definitely is correct. 

Senator Anperson. I do not believe any useful purpose would be 
served by my asking a great many questions. I appreciate the state- 
ment you have made. I am mainly trying to find out if the people 
are not pretty well up in arms in your State over this proposal. 

Governor Crement. That is correct, sir. You have certainly been 
helpful in asking your questions and very fair and I appreciate it. I 
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would like to add this in response to what you and others have asked. 
If I am incorrect the record will show I am incorrect. 

It is my impression that the Fulton steam plant has never been sub- 
mitted to Congress by presidential budget. It was in the President 
Truman budget but was taken out by the President Eisenhower ad- 
ministration. The defeats we have suffered in Congress have been 
defeats of proposals made by individual members. If I am incor- 
rect, I stand corrected but that is my understanding. 

Senator Anprrson. I think that may be right. There was some 
statement made by Chairman Vogel, the Chairman of TVA. It was 
on a single sheet of paper. Do you believe that it is possible to com- 
press into a single sheet of paper the reactions of the people in TVA 
and the reactions they have toward this proposed contract? 

Governor CLement. I certainly donot. I will say this with all due 
respect to General Vogel. I think he was undoubtedly attempting 
to show a spirit of fairness by letting the one sheet of paper indicate 
the small amount of time he has had to even consider TVA thus far. 
I am satisfied that what he has been able to learn about it would cer- 
tainly compare favorably with what any of the rest of us could learn 
about a new project of such magnitude in such a short period of time. 
1 certainly cannot follow the idea, because he suddenly has been ap- 
pointed Chairman in place of Mr. Clapp, that we should forget two 
other members on the Board and suddenly assume that General Vogel 
has been put there with a store of knowledge that supersedes what 
others have known. I have found him a very fine gentleman to talk 
with. I hope and expect to work with him as closely as he will permit 
us todo. We have nothing bad to say about him or any reflection to 
cast upon him. 

But, to the extent he approves this Dixon-Yates deal, we are in 
disagreement with him. 

Senator Anperson. I would agree with you. It is my understand- 
ing that General Vogel is a fine character. I note he left a great deal 
of room in his statement for interpretation. He said in reviewing 
the AEC-MVGC contract and in the negotiations between TVA and 
AEC both agencies proceeded on the premise that equitable adjust- 
ments can be made in the AEC-TVA Paducah whereby TVA will 
bear only those costs which are commensurate with the benefits 
received. 

He carefully says that they have proceeded on the premise that 
these things will be worked out. 

Actually, so far as you know, no contract has been worked out 
between AEC and TVA on this power ? 

Governor CLeMENnt. That is my understanding, sir. 

Senator Anperson. Therefore, there would have to be something 
of that nature worked out before TVA could be assured it would not 
be badly damaged by the situation ? 

Governor CLEMENT. That is correct. 

Senator Anperson. I think I have no other questions. 

Chairman Cote. Members of the House? 

Kepresentative Hinsuaw. Mr. Chairman, I think by way of preface 
I should explain to the Governor that in the district which I repre- 
sent, composed principally of three cities, the entire amount of elec- 
tricity furnished in those communities is by public power. Just by 
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way of reference, there is the city of Pasadena, the city of Glendale, 
and the city of Burbank, Calif. ‘Those cities are a part of the metro- 
olitan water district which includes as its principal power source 
loover Dam. ‘Those cities, with some 10 others, banded together 

in the metropolitan water district, and they went on their bond for 
the support of the construction of Hoover Dam and guaranteed to 

repay through the power rates the cost of the dam. They went on 

their bond for the building of a transmission line from Hoover Dam 

to the area in which I live, and they are, of course, paying. 

That was neither the expense of the United States nor was it a bor- 
rowing from the United States, except that the RFC was the broker. 

Any steam power that is furnished in that area is furnished by the 
municipalities themselves. In other words, they sought nothing in 
the line of appropriations from the Federal Congress. 

I submit to you that there is another alternative for the TVA in 
the event that this next Congress does not wish to appropriate money 
for TVA to build the Fulton steamplant and if this contract does not 
go through, and that would be for the TVA to go on its bond. Do 
you understand that also? 

Governor CLEMENT. I appreciate the suggestion, Mr. Hinshaw, and 
I think I do follow your reasoning right straight down the line as 
you gave it. i would like to make this point, which you may be 
familiar with: 

The people of Tennessee and the Tennessee Valley on the local level 
do have what I believe is roughly a $400 million investment in this 
power system down there. If I am incorrect I want one of you 
gentlemen who follow me to be sure that you correct my statements 
because I don’t want to leave any false impression. I believe that 
represents roughly matching funds, dollar for dollar with the amount 
the Federal Government has invested in that power system. We do 
have an integrated system. I certainly find no fault with what you 
have done in your city as I have been there and I think you have a 
wonderful section, and I have no criticism to offer of that plan as it 
affects you. 

In our particular situation, we believe that the Tennessee Valley 
Authority as presently set up is the best system that has been advo- 
cated and the best thing for us. I do understand what you said and 
I appreciate your thinking out loud with me. 

Representative Hinsuaw. I believe that the statement of Mr. Wes- 
senauer yesterday was that there still remains unpaid in the TVA 
account—not on the subcontractors account—some $836 million— 
rather $836 million. 

Governor Crement. Was he referring to that portion of TVA 
devoted to power alone? 

Representative Hrnsuaw. Yes, he was. That was in the power 
alone. I believe for the entire system there is something like a billion 
and a half dollars. 

Governor CLEMENT. I am not trying to give accurately, except as 
they may be corrected by following witnesses, the exact amount of 
either the TVA indebtedness or otherwise, but it was my impression 
that our $400 million investment on a local level roughly matched the 
investment of the Federal Government dedicated to the purpose of 
furnishing power. To the extent, Mr. Hinshaw, those figures are 

























































424 UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO. 


wrong, I want the record to show that I stand corrected because the 
gentleman you referred to—you said Mr. Wessenauer—he will cer- 
tainly know and there will be witnesses who follow me who will 
certainly know. 

Tothe extent I am wrong, I stand corrected. 

Representative Hinsnaw. I think I am correct. I do not know 
that Iam. I think the figures on it could be properly placed in the 
record for all to see. 

Representative Hotirretp. Would my friend yield? 

Representative HinsHaw. I would like to say at the beginning that 
I did request of the Bureau of the Budget some time ago that the 
entire figure be furnished, including all of the flood control and navi- 
gation and so forth. It is my memory that it was something like a 
billion and a half. 

Governor CLemeNnT. Would you like for me to agree that one of 
the witnesses who follow me will put the accurate figures into the 
record ¢ 

Representative Hinsuaw. I will be very glad to. 

Governor CLEMENT. The figures I have attempted to roughly quote 
you were the figures on the one hand, roughly, of $4 million local 
investment in power facilities, and on the other hand the figures in- 
vested by the Federal Government which I understood roughly 
matched that amount. That was the amount TVA devoted to fur- 
nishing of power for local use. I was not including the defense. I 
assume that is set up separately. 

Mr. Whittaker, will you or some witness see that Major Allen or 
one of the witnesses takes it upon himself to put these figures in accu- 
rately and call them to Mr. Hinshaw’s attention? They should be 
accurate, and whatever they are I adopt them. 

Representative HinsnHaw. I merely brought that out at this time to 
indicate that there was another method, and we have gone on our 
bond for the entire thing; that is, for the dam, transmission lines, and 
the steam plants are owned by the individual cities involved. 

Governor CLEMENT. Yes, sir. 

Representative HinsHaw. We therefore do not require anything 
of the United States. 

(Gcovernor CLEMENT. I see, sir. 

Representative HinsHaw. That is all, Mr. Chairman. 

Governor Ciement. Thank you, Mr. Hinshaw. 

Chairman Coir. Senator Pastore. 

Senator Pastore. No questions. 

Chairman Cote. Mr. Holifield. 

Representative Hotrrrep. No questions. I have just a brief state- 
ment. I believe that testimony shows that the present debt of the 
TVA is $863 million. So it would be about twice what your investment 
is in the valley. 

Governor CLEMENT. Does that not include also the amount dedicated 
for AEC purposes ? 

Representative HotrrteLp. In opposition to my friend’s understand- 
ing, I understand that is everything that is owed for flood control, 
fertilizer, plant operation, forestry protection, fire protection, defense 
installations attributable to TVA. That is my understanding. But 
as I understand, the figures will be put in later. Iwill not belabor that 
point. 
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Governor CLEMENT. In cooperation with you and Mr. Hinshaw 
and the other members of the committee, we will certainly get the 
correct figures into the record. I won’t confuse it further by attempt- 
ing to say you are either right or wrong on that. I have given my 
understanding, and to the extent I am wrong I stand corrected. 

Representative Houtrretp. There is just one further clarification I 
would like to make. In questioning General Vogel yesterday, he stated 
flatly that his interest was for a 4-year period following notice of 
termination. That was his only interest in the rate structure. On 
further questioning of him and his assistant, Mr. Wessenauer, I 
brought out on pages 821 and 822 of the testimony yesterday that the "y 
would be subject to negotiation for rates after that. Therefore, even 
though Mr. Vogel testified that he and his fellow directors were agreed 
that this should not cost TVA anything extra, the conclusion is in- 
escapable that it will cost TVA extra, at least at the termination of the 
4-year period. 

Governor CLEMENT. In other words, we have a 4-year interest 
against a 25-year contract. 

Representative Hotirietp. That is right. 

Governor CLEMENT. Thank you, sir. 

Representative Hoxirterp. I have no further questions. 

Representative Price. I want to compliment you, Governor, on a 
very fine statement and say you performed a very fine service on the 
research into the subtle type of propaganda th: at has been dispensed 
to the public for several years by private power companies. By mak- 
ing a matter of public record through the record of this hearing you 
have performed quite a service to the countr y. 

Governor CLemMENT. I want to say to you, Mr. Price, I appreciate 
that. 

Representative Price. Governor, I do not have any questions to ask, 
except possibly 1 or 2. In testifying before the committee, the 
Director of the Budget made this statement: that it was the interest 
of the TVA that was the predominant reason for entering into this 
operation. 

I think you have already expressed yourself on it. You certainly 
disagree with the Budget Director in saying that this would be in the 
interest of TVA? 

Governor CLEMENT. I very definitely disagree with him on that. I 
disagree with him on that, going clear back to the time I sat back in 
the White House and discussed this matter in the presence of some of 
my associates with Mr. Dodge, the Director of the Budget at that time, 
and Governor Sherman Adams was seated with us at that time. Based 
on that conversation and coming right down to this moment, I dis- 
agree with that statement. 

“Representative Price. Now, as governor of a great State, in work- 
ing out the budget of your State, ‘do you consider it io be in the best 
interest of the State to make it appear in the budget for a single year 
that you will save the people of the State $100 million—in other 
words, you eliminate that much from the budget for your fiscal year 

long run over 25 years you not only have to meet 
that capital investment of $100 million, but you would have excess 
charges to the people of your State of over $90 million. Would you 
consider that good business or good fiscal policy ? 
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Governor CLemEnT. No, sir; I would not. I might say to you in 
response to that that we are wrestling with our budget right now, and 
the big thing that is giving us trouble is not w orrying ¢ about this next 
year or the - year after. We have to anticipate what is going to be 
good for the people of Tennessee in a 10-year and 25-year basis. I 
feel that at the end of this 4- year period if we have not so conducted 
the affairs that they smoothly flow on into a period of integrating with 
the years ahead where we can show the people that over a long period 
of time their highway program, their tax-collecting program, their 
welfare program, and all have been in the interest of the people and 
smoothly coordinated, we will not have done our part. The biggest 
problem we have right now is looking to the future. You can hide 
things in a particular year, Mr. Price. You can cover things up. 
You can shift them around. 

Representative Price. Do you not think this project had in mind of 
keeping $100 million from showing on fiscal 1954 and 1955, and that 
the taxpayers would pay only in excess of $90 million? Doesn’t that 
seem to be a fact in this case? 

Governor CiemMeEnt. I think that is a very clear and excellent way of 
putting it, sir. It started out, until it was shown in the true light and 
the sunlight of public opinion came to fade it, as good window dress- 
ing. Behind the window dressing were the things you referred to 
that would come out eventually. As it stands now, I do not think it 
is good window dressing. 

Representative Price. I do not want to keep you too long. You 
have been on the stand for 2 hours. 

Governor CLement. You have been very kind to me. 

Representative Price. The opponents of the TVA program always 
throw up the matter of the burden of the taxpayers throughout the 
country to continue financing the operation. They always cite the 
fact that, TVA does not pay enough taxes. In the Dixon- Yates con- 
tract we have a provision where the Government pays all the tax for 
Dixon-Yates. That offsets that argument. 

Governor CLEMENT. Even if the criticism of TVA were sound, and 
we have insisted that it is based upon an erroneous assumption, cer- 
tainly this situation we face now would be compounding, whatever it 
was that we had before. If that assumption were true, and were bad, 
we certainly have a situation which is far worse. 


Representative Price. The TVA is making 4 percent profit per year 
for the Government ? 


Governor CLEMENT. Yes, sir. 

Representative Price. Dixon-Yates would make up to 9 percent 
profit per year for a private individual, and the Government would 
pay the taxes? 

Governor CLement. That is the best way of putting it I have heard. 
TVA makes 4 percent profit for the Government, and Dixon-Yates 
makes 9 percent Enens guaranteed, it looks like, for some few indi- 


viduals and the Government guarantees them their profit and pays 
their taxes for them. 


Representative Price. Can you find any place in the Dixon- Yates 


contract any assurance that the rates of TVA to the consumer might 
not ev entually be increased ? 


Governor CiemeEnt. I have not seen the contract, I might preface 
my remarks, I have never been able to get ahold of the copy of the 
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contract. I am the Governor of the State most vitally affected. We 
have been trying to get a copy for a long time. I heard one was pub- 
lished in the St. Louis Post Dispatch. I have not seen a copy of it. 
But from what I have heard about it, your statement is certainly true; 
I can find no assurance whatever. 

Representative Price. There is no guaranty in this contract that 
eventually TVA consumer rate may not increase as a result of this 
new idea! 

Governor CLement. No, sir. I do not think that they could guar- 
antee that rightfully, and at the same time I do not think that the 
people of our region should be put in a position where we should have 
to ask for any guaranty on any legitimate basis, because TVA might 
have to raise its rates or lower them or whatever is necessary as time 
goes on. But I think it is absolutely the height of folly for us to 
think that we can enter into this 25-year contract with the Dixon- 
Yates combine and be assured ia we are not going to have an in- 
crease in rates as a result of it. I do not think it would be within 
General Vogel’s power or anybody else’s to make such a judgment. 

Representative Price. Thank you very much. 

Governor CiemeENts. Thank you very much. 

Chairman Core. Thank you, Governor. 

Senator Gore. I have no questions, but I do not want to let the 
opportunity pass to express my appreciation to the Governor, first, 
for the general remarks regarding the statement I made before this 
committee last week, and second, to express my appreciation for and 
to congratulate him on a very able, fluent, and effective statement 
he has made. Thank you. 

Governor Ciement. Thank you, Senator Gore. 

Mr. Cole, may I say to you and the members of this committee that 
I have never been received more courteously, and I appreciate it. I 
appreciate the very frank way in which you have asked me these 
questions. I can assure you that I will be available to you in the 
future, if for any reason I can contribute anything further. I wish 
you good luck. 

I can assure you, without any attempt to flatter you, that the 
thoughts and the prayers of the people in our area will be with you 
that you may reach a decision which will be good, not only for the 
people of Tennessee but the people of Americ: 

Thank you very much. 

Senator Gore. Mr. Chairman, I have here a letter from Dr. Harry 
A. Curtis and Dr. Raymond A. Paty in response to my request for 
a statement of the position of the TVA Board of Directors. I have 
sufficient copies, I believe, for all members of the committee to each 
haveacopy. Iask unanimous consent that it be printed in the record 
at this time. 

Chairman Corr. Without objection, it will be so ordered. 

(The letter and statement referred to follow :) 

TENNESSEE VALLEY AUTHORITY, 
November 9, 195 }. 
Hon. ALBERT GORE, 
United States Senate, Washinaton, D.C. 

Dear SENATOR GorE: This is in response to your request for a statement of our 

position on the Dixon-Yates contract and the related questions now being con- 


sidered by the Joint Committee on Atomic Bnergy, on which Chairman Vogel 
testified yesterday. 
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On November 3, in Knoxville, we agreed upon a statement of our views which 
was delivered the same day to Chairman Vogel who was then in Washington. 
This statement still reflects our position. We believe it is responsive to your 
request, and a copy is therefore enclosed herewith for inclusion in the record of 
the joint committee hearing. 
Very truly yours, 

Harry A. Curtis, Director. 


RAYMOND R. Party, Director. 
Enclosure. 





STATEMENT AGREED Upon sy Drrecrors Curtis AND Paty TRANSMITTED 
GENERAL VOGEL IN WASHINGTON ON NOVEMBER 3, 1954 


TO 





The proposed Dixon-Yates arrangements contemplate, first, that AEC would 
release to TVA 600,000 kilowatts of power which TVA had contracted to supply 
AEC so that it could be used by TVA for meeting the power demands in the 
TVA area rather than TVA’s adding capacity to its own system. Second, the 
power released by AEC to TVA would be replaced with power fed into the 
TVA system for AEC’s account by the Mississippi Valley Generating Company 
from a new plant to be constructed in Arkansas across the Mississippi River 
from Memphis. 

It has been accepted from the beginning of the public discussion of the Dixon- 
Yates proposal*that this is not the most economical way to supply the loads 
in the TVA area and that additions of capacity to the TVA system would pro- 
duce power at lower cost. The choice was based on other than cost considera- 
tions. The various factors have been fully debated in Congress and elsewhere 
and it is unnecessary to add here to that discussion. 

Under the Dixon-Yates proposal AEC will obtain the power not in the vicinity 
of AEC’s load but rather in the vicinity of Memphis. TVA’s loads in the Memphis 
area are now and for some time to come will be much less than the 600,000-KW 
capacity of the proposed Dixon-Yates plant. By 1957, the Memphis load will 
average about 300,000 KW and have a peak of about 450,000 KW. It was for 
this reason that TVA’s proposal for the Fulton plant contemplated an initial 
installation of only 450,000 kilowatts. AEC proposes that the power be delivered 
to TVA and that TVA deliver an equal amount to AEC. This TVA is willing 
to do; the TVA Board asks merely that TVA and its customers not be harmed 
by reason of the fact that TVA has undertaken to meet AEC’s power needs. 

At AEC’s request the TVA staff has reviewed the proposed contract between 
MVGC and AEC. A number of suggestions were offered. The purpose of those 
suggestions for the most part was to try to prevent any unnecessary physical 
problems in receiving the power on the TVA’s system and delivering the equiva- 
lent to AEC, so as not to increase unduly the government’s costs. Generally 
speaking, those suggestions apparently were considered to be helpful and were 
adopted. The TVA staff, however, has not been asked for and it has not offered 
suggestions relative to rates or to the other arrangements between the power 
supplier and AEC, except only for the few physical and other problems which 
directly affect TVA irrespective of who bears the extra costs of the power. 

In reviewing the AEC-MVGC contract and in the negotiations between TVA 
and AEC as to the adjustments to be made between our two agencies as a result 
of AEC’s acceptance of the Dixon-Yates proposal, TVA has acted on the assump 
tion that the extra costs of the Dixon-Yates power would be for ABC’s account 
and that TVA would bear the costs only to the extent of the benefits which 
TVA receives. As TVA has repeatedly made clear to AEC, it is only on this 
assumption that the draft of AEC-MVGC contract would be satisfactory to 
TVA. There has as yet been no clear-cut acceptance by AEC of this assump- 
tion, although we hope that the negotiations can be concluded on this basis. 

The major part of the discussions of recent weeks between AEC and TVA 
on this subject have been devoted to possible arrangements between AEC and 
TVA. Such arrangements would need to cover the modification of the existing 
AEC-TVA contracts. They would need to cover the disposition of costs TVA 
has already incurred in preparing to supply AEC with the quantities of power 
AEC wanted and in accordance with AEC’s time schedule. They would need 
to proyide for TVA’s accepting delivery of the Dixon-Yates power and delivering 
the equivalent to AEC. 

The arrangements would need to reflect the extra costs of the transmission 
facilities TVA would be obliged to provide because of the location selected by 
Dixon-Yates, and the magnitude of the power to be received. They would need 
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to reflect the energy losses in transmission that TVA would incur and those it 
would save. Consideration must be given to whether the ANC-TVA contract 
for service to the AEC Paducah facility is to be reduced by the full amount of 
the Dixon-Yates power or whether part of the Dixon-Yates power should be trans- 
ferred to Oak Ridge to meet the new power requirements there. Because of all 
these elements and others the arrangements inevitably will be complex and their 
negotiation is time consuming. For reasons previously indicated, TVA’s ap- 
proach to the negotiations is that TVA would expect AEC to reimburse TVA for 
its costs but would expect to credit AEC with any benefits TVA would derive. 

The AEC-TVA negotiations have now been in progress for 2 months. TVA has 
developed and proposed to AEC a basis for handling the Dixon-Yates power. The 
AEC representatives have indicated that their views are quite different. AEO 
understandably would like to minimize the adverse impact of the Dixon-Yates 
power on its costs. It remains to be seen whether some way can be found to 
reduce AEC’s costs to any extent without adding to TVA’s costs. We do not 
know whether further progress will be rapid or slow. The complications are 
such that considerable time will almost certainly be required. Nor can it be 
finally ests blished meanwhile whether TVA and the consumers of TVA power 
will be adversely affected or not. 


The municipalities and rural electric cooperatives distributing TVA power 
have expressed a strong interest in any arrangements which may affect the TVA 
power supply. As partners in this enterprise of furnishing power to the people 
of this large region of the country they have asked for an opportunity to present 
for our consideration their views on any proposed arrangements which may be 
developed between TVA and AEC on this matter. We have agreed to this request. 
Obviously, it would be desirable from the standpoint of TVA and the distributors 
of TVA power to have the negotiations between TVA and AEC completed before 
executing the MVGC-AEC contract, since the two are so closely interrelated. 

Chairman Coir. Major Allen. 

Do you solemnly swear the testimony you shall give in this proceed- 
ing before this committee will be the truth, the whole truth, and noth- 
ing but the truth, so help you God ? 


TESTIMONY OF THOMAS H. ALLEN, PRESIDENT, MEMPHIS LIGHT, 
GAS, AND WATER DIVISION 


Mr. Auten. I do. 

Chairman Coxe. Will you give your full name to the reporter, 
Major Allen, and in whose behalf you appear. 

Mr. Auten. Thomas H. Allen. I appear in behalf of the Memphis 
Light, Gas, and Water Division, of which I am president. I mght 
add that the Memphis Light, Gas, and Water Division is a branch of 
the city government of Memphis which owns and operates the light, 
gas, and water utilities in Memphis. I appear also in behalf of the 
Tennessee Valley Public Power Association, which is a service organi- 
zation composed of 136 municipally owned distribution systems and 
rural electric cooperatives 

In fact, therefore, I represent the distributing organizations that 
buy power from the Tennessee Valley Authority under contracts made 
between these organizations and the Federal agency created by Con- 
gress to supply all the power needs of the TVA service area. While 
my first obligation is to the Memphis Light, Gas, and Water Division 
of the city of Memphis and the people of Memphis and Shelby County, 
the interests of the people served by this utility are so closely related 
to the interests of every other consumer in the TV A service area that in 
discussing one, the point of view of the other group is automatically 
included. 

Looking at this whole problem from an overall view, it seems to 
me proper to go back to the 1930’s when the Tennesse Valley Authority 
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Act was first passed, and remind this committee that at the invita- 
tion of the United States Government the city of Memphis and other 
communities in good faith contracted with the Tennessee Valley 
Authority for all the power needs of each distributor, and this con- 
tract precluded the distributor from purchasing power from any 
other source or from generating its own power supply. This policy 

has been adhered to for approximately 20 years, and even at this 
moment the distributors, by contract, look to the Tennessee Valley 
Authority for all power needs and cannot turn elsewhere for these 
needs. Our faith is in the United States Government to fulfill its 
obligations, with its own hydro and steam facilities. 

The maximum demand in the city of Memphis in 1939 in any hour 
was 59,000 kilowatts. The maximum hourly demand at the present 
time has reached 304,000 kilowatts, and we anticipate that in another 
10 years the maximum hourly demand will be 750,000 kilowatts. The 
city of Memphis has grown at an astounding rate. This growth has 
taken place in all areas of human activity—new industries, new com- 
mercial establishments, new hospitals, colleges, schools, and _ play- 
grounds, new residences, equipped with conveniences that were hardly 
dreamed of 20 years ago. 

It is our obligation in Memphis to anticipate the needs of this 
community and have the necessary power available and the facili- 
ties aready before the demand actually occurs. We have been suc- 
cessful in maintaining this position. What I say here about the 
city of Memphis is applicable to all of the communities served by 
the Tennessee Valley Authority. Memphis is the largest city served 
by TVA, operating at an attractive load factor, which makes Memphis 
an inviting market for Dixon- Yates. 

When the Tennessee Valley Authority Act was drawn in 1933, a 
tremendous need for power by large industries served directly by 
TVA and the war demands of an atomic age could not be foreseen. 
The Tennessee Valley Authority, to meet the obligations of its service 
contracts with the distributors, was forced into the construction of 
large steam units to meet the war demands of the Government and 
the demands of big industries. 

These big plants, therefore, have been built for the benefit of the 
war activities of this Nation and for the safety of its people at a 
time of national emergency. Private-power companies have watched 
this development. They have seen an astounding change take place 
in the Tennessee Valley Authority service area, and these despised 
markets of the 1930’s are inviting at the present moment. From the 
location of this plant, it is reasonable to assume that the Dixon- Yates 
group is interested in capturing the Memphis market, rather than in 
serving the AEC. 

The alleged advantage to the United States Government is that 
it saves an expenditure of $100 million over the next 3 years for a 
TVA steam plant at Fulton Landing, Tenn. Actually, the Govern- 
ment does not save $100 million, because the Government will be paid 
back its $100 million with a return equal or better than interest by 
the rate payers on the Tennessee Valley Authority’s system. On 
the contrary, the Dixon-Yates proposal, if accepted, will cost the 
Government at least $92 million more for power than the cost of 
power produced by TVA, and the Government will never own the 
plant. 
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If we list the advantages in the Dixon-Yates proposal to build a 
plant at West Memphis, we find that all of these advantages accrue 
to the Dixon- Yates group. 

(1) The first advantage to the Dixon-Yates plant is that it is 
substantially a risk-free venture, made possible by the guaranties 
of the United States governmental agencies to pay all the costs, to 
which the answer might be made that if the cost exceeds $107 million, 
the excess is divided equally between: Dixon-Yates and the Govern- 
ment up to $117 million. Beyond $117 million, the cost of construec- 
tion falls on the Dixon- Yates group, but the actual fact is that any 
legitimate excess over $107 million would be a cheap price to pay 
for the many operating advantages to the Middle South Utilities 
inherent in this contract. 

(2) An advantage to the Dixon-Yates group in this contract is 
that if the Ebasco engineers learned anything at Joppa, they would 
certainly build this plant at a cost less than $180 a kilowatt, but if 
the plant costs $180 a kilowatt, or more, the greater part of the excess 
cost would be offset by the value of the extra 50,000 kilowatts built 
into the plant, the use of which will be available to Dixon-Yates a 
major portion of the time. 

(3) A further advantage to the Dixon-Yates group is that with- 
out the Government guaranty, it would be practically impossible to 
build a $107 million generating station with only $5,500,000 of equity 
capital. Certainly, the history of the utility business does not indi- 
cate that the investing public—banks, insurance companies, and so 
forth—would support a development with a ratio as low as 5 percent 
equity capital unless the operation of the plant were definitely guar- 
anteed by the United States Government, and no guaranty short 
of one made by the United States Government would be sufficient 
to warrant it. 

(4) It should be apparent that the value of the equity capital does 
not equal the value of the 50,000-kilowatt excess capacity which is 
made available to the Arkansas Power & Light Co.—does not even 
equal the $9 million value that can be put upon the 50,000 excess 
kilowatt plant. 

(5) The 9 percent on the $5,500,000, which amounts to $495,000, 
is included in the demand charge tax free, as hereinafter explained, 
and this $495,000 is a guaranteed return to the Dixon-Yates group. 
Present decisions in the regulatory bodies of the country indicate 
that 514 or 614 percent is an adequate allowable return on equity 
capital, and the regulatory bodies provide no guaranty as to the actual 
earnings on equity capital. 

(6) While the layman does not understand, and it is difficult to 
explain, that in operating distribution systems, the reactive power 
becomes an important item. It represents current that flows in the 
system but creates no useful power. To generate the required reactive 
MVA at full capacity, based on the contract requirement that the 
system operate at 93 percent power, would cost over $3 million, if this 
reactive power were supplied by synchronous condensers. The design 
proposed, therefore, has a $3 million advantage to the Dixon-Yates 
group, which shows on the surface nowhere except to engineers who 
understand the problem. 
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(7) It is proposed to produce 5.2 billion kilowatt-hours per year 
from this plant. The contract provides that any amount of this gen- 
eration which is not consumed by the Tennessee Valley Authority is 
available to the Arkansas Power & Light Co. and their associated 
companies of Middle South Utilities at the incremental cost, which 
the contract sets at 1.863 mills per kilowatt-hour. 1.863 mills per 
kilowatt-hour is the cost of coal, plus a slight allowance for such 
material, supplies, and maintenance as will vary with the load. 

The price paid by Arkansas Power & Light Co. and its associates 
in the Middle South group for the 50,000 kilowatt excess capac- 
ity over and above the 600,000 kilowatts allocated to the Atomic 
Energy Commission, and any part of the 600,000 kilowatts that is not 
consumed, would be bought at a very low price made possible by the 
Government guaranty of the demand charges. 

(8) The Dixon- Yates contract provides that the sum total of backup 
power available is equal to the amount of power necessary to deliver 
600,000 kilowatts to TVA, with 1 unit out, 50,000 kilowatts of which 
would be supplied by the excess capacity in the plant itself. It would 
require that 150,000 kilowatts come in over a transmission line con- 
nection between this plant and the Arkansas system. The assumption 
seems to be that the full 50,000 kilowatts would be available to supply 
the backup necessities when, as a matter of fact, if 1 unit is out, 17,000 
kilowatt capacity would go out with it, leaving only 33,000 kilowatts 
available at the plant. 

(9) This contract is for 25 years. The bonds are to be issued for 
30 years. Evidently, the Dixon- Yates group expects this plant to 
have a life of at least 30 years, but when the plant has been amortized 
out of the Government guaranties, the plant will still belong to Dixon- 
Yates. Even though it would be somewhat old, it would be a very 
advantageous acquisition to the Dixon-Yates group because all of the 
fixed charges would have been amortized out of the demand charge 
aid by the Government, and to insure that this plant will have a 
high value at the end of the 25-year period, the clauses covering main- 
tenance and replacements have been carefully written so that this 
will be a reality. 

(10) Provisions for cancellation are more than adequate to insure 
that in case of cancellation, the Dixon- Yates group will be kept whole. 
In case of cancellation, the Dixon- Yates group may possibly come into 
possession of all or part of a 650,000-kilowatt plant, for which the 
AEC has paid all the costs to the date of cancellation and all other 
damages of any kind growing out of this construction. 

(11) It should be pointed out that all Federal income taxes are 
included in the demand charge, and that the Atomic Energy Commis- 
sion pays all other taxes which have no ceiling, without cost to the 
Dixon- Yates group, and this expenditure by the AEC is in addition 
to the demand and energy charge. 

(12) The _peak load in the city of Memphis at the present time 
varies from 70,000 kilowatts at night on an off-season part of the year 
to 304,000 kilowatts on the peak hour. By the time this plant is ready 
to operate, of course, these figures will both be increased. Ultimately, 
the peak load on the Memphis system will exceed the 600,000 kilowatts. 

But it should be apparent that there will be a large block of power 
over and above consumption by the Memphis system that will have 
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to be pushed further on eastward, deep into the TVA system, or left 
available to the Arkansas Power & Light Co. and its associates. ” The 
amount of power that can be absorbed by the Tennessee Valley Au- 

thority is also variable, depending on the seasons of the year and the 
hour of the day. Any study of this problem will indicate that in all 
probability there will be large hunks of power available to the Ar 

kansas Power & Light Co. and associates at the low figure of 1.863 
mills. All power made available to the Arkansas Power & Light Co. 
is to be paid for at the rate of 1.863 mills per kilowatt-hour. 

(13) It is a decided advantage to the Dixon-Yates group to locate 
the plant on the Arkansas side of the river, which permits it to fune- 
tion without the control of the Tennessee Railroad & Publie Utilities 
Commission and unload on the Tennessee Valley Authority all of the 
difficult problems of taking the power at the center of the river and 
transmitting it to the gate stations of the Memphis system in an ac 
ceptable fashion, and at the same time provide the capacity to carry 
any excess power over and above the Memphis requirements into the 
TVA terminal substations at Memphis, and from these substations 
into the TVA lines running into west Tennessee and Mississippi. 

The Memphis system is designed to take power largely from the 
East and Northeast, and it involves quite an expenditure in substation 
and transmission raerengnens to take power from the Southwest. 
This cost is to be paid for | yy TVA and, in addition, it should not be 
forgotten that this location requires a very hazardous river crossing, 
due to the changing course from year to year of the Mississippi River. 

This plant is located so far from any AEC installation that power 
generated at West Memphis will probably never reach an AEC plant. 
All of the power generated will have to be absorbed in Memphis and 
by other TVA customers. That portion not absorbed by Memphis 
and the TVA customers will be available to the Arkansas Power & 
Light system, all made possible by diverting the Atomic Energy’s 
functions from their normal activity to that of a brokerage firm in 
the power business. 

From my 55 years of personal knowledge of the Mississippi River 
and the adjacent lowlands, it seems to me that Dixon-Yates has made 
an unwise decision when they selected the proposed location for this 
plant. The soil below the top crust can usually better be described 
as soup. Foundations will have to be driven deep to find a favorable 
footing, or the plant will have to be floated on this muck. 

Engineers can do some remarkable things. Surely they can build a 
plant at West Memphis. If the cost exceeds the estimate, it will prob- 
ably be due to the difficult foundation conditions and the cost of bring- 
ing coal and condensing water into the plant without jeopardy to the 
levees which protect all the lowlands of eastern Arkansas. 

Our further objections to this contract, considered in all of its many 
aspects, can be briefly stated by saying: 

That the United States Government will pay demand charges, in- 
cluding amortization charges; cost of money, including 9 percent on 
the $5, 500,000 equity; operating labor, maintenance, and miscel- 
laneous; no load fuel, transmission expense and maintenance; power 
department expenses, insurance ; administrative and general expenses ; 
Federal income tax; cost of fuel and aon rating supplies, running 
maintenance which, along with all other taxes paid for as such by 
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the Atomic Energy Commission, will cost the United States Govern- 
ment $514,225,000, whereas it would cost the Government $422,100,000 
to build a self-liqudating plant with TVA forces, operated by TVA, 
including all costs. 

We cannot see any advantage to the AEC, TVA, or the people of 

the Nation for substituting the West Memphis venture for the plant 
proposed by TVA at Fulton Landing, Tenn. 

It seems to us preposterous that this contract should contain a pro- 
vision that the Dixon- Yates syndicate, upon the request of AEC, will 
furnish any amount of power over and beyond that covered by the 
original 600,000 kilowatts installation, and that no limit on price is 
specified, other than it be just and reasonable, and that the Atomic 
Energy Commission can arrange with TVA for acceptance of power 
under these terms. If the Dixon-Yates contract is an indication of 
what is just and reasonable, there seems to be no limit on the amount 
of power that can be provided, the number of plants built, and the 
price charged for power. 

We can see no justification for a contract that carries substantially 
no benefits to the people of the United States and piles up all the ad- 
vantages for the benefit of the Dixon- Yates syndicate. 

If the United States Government, through any of its agencies, would 
be willing to contract with the city of Memphis for a 650,000-kilowatt 
steam generating plant, located on the east side of the river in the 
vicinity of Memphis, which contains all of the provisions, terms, and 
conditions as set out in the proposal made by Dixon-Yates to the 
Atomic Energy Commission, I would enthusiastically recommend to 
the city government and to the people of Memphis that the city of 
Memphis consider the inviting profits inherent in such a contract, and 
am sure that any number of plants could be built under similar con- 
ditions. 

We petition this committee to hold this contract for review by Con- 
gress, and we further petition that this contract, by suitable legisla- 
tive enactments, be rejected by the United States agencies involved. 

Chairman Corts. Thank you, Major Allen. 

Are there any questions from the right? 

Senator Gore. Major Allen, I have followed your testimony with 
care. It is obviously the testimony of a man who not only has given 
study to this proposal but who knows what he is talking about. I be- 
lieve you are a graduate engineer, are you not? 

Mr. Auten. Yes, sir, I am an engineer. 

Senator Gore. How long have you been in the utility business? 

Mr. Auten. Since 1900. I started pulling on a wrench and rope 
about that time in the summer of 1900—and a pair of pliers. 

Senator Gore. I would like the chairman and the members of the 
committee to know that I personally requested Major Allen to come 
and testify. I appreciate the effort you have made to come here. 

There is one question I would like you to address yourself to, and 
that is the effect upon the city of Memphis of this location of the plant 
directly across with prevailing winds over the city of Memphis. 

Mr. Auten. The city of Memphis supplies practically all of the 
boilers in the city of Memphis and practically all of the homes and 
heating systems with natural gas. We have a few electrically heated 
homes, and of course there are a few that still burn coal—very few. 
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There are a few that burn oil. But the skies over the city of Memphis 
are clear. 

Senator Gore. Has not the city of Memphis been adjudged in sev- 
eral contests to be the cleanest city in America? 

Mr. Auten. That is right. When you see smoke in the city of Mem- 
phis you wonder where the fire is. With this plant directly south- 
west of Memphis, we will expect to get a damaging amount of just 
plain smoke, fly ash, and sulfur, whic +h we do not like. 

Senator Gorr. In what amounts? 

Mr. Auten. We calculate it to be about 69 tons of fly ash falling 
on the city of Memphis per day. 

Senator Gore. Sixty-nine tons per year? 

Mr. Auten. Per day. 

Senator Gorp. Per day? 

Mr. Auuen. Yes, sir. That plant burns an awful lot of coal. 

Senator Gore. Is it located at a spot beyond the jurisdiction of the 
officials of the city of Memphis? 

Mr. Aten. The only way we could reach it would be by action of 
the State of Tennessee through a Federal court. 

Senator Gore. Does the city of Memphis have ordinances that would 
prevent the location of a smoke hazard within the corporate limits? 

Mr. Auten. The city of Memphis does not prevent a plant from 
burning coal in the city of Memphis, but it does require a clear chim- 
ney. Ina plant of this character it would be practically impossible to 
burn that much coal and not put out an aw ful lot of fly ash and sulfur 
and other gases. It would be a very obnoxious thing to the people of 
Memphis. 

Senator Gore. When you speak of the amount of power that would 
be released to the sponsoring companies—we freque ntly make refer- 
ence here to the benefits of the sponsoring companies—you realize, of 
course, that the sponsoring companies are not parties to the proposed 
contractor; it is not proposed that the sponsoring parties would be 
parties to the proposed contract ? 

Mr. Auten. The Middle South Utilities does on the stock, and it 
controls the Arkansas Power & Light Co., Louisiana Power & Light 
Co., and the New Orleans Public Service Co. 

Senator Gore. You said in your statement that substantial quantities 
of power under this contract would be released to the Arkansas Power 
& Light Co. at the rate of 1.8 mills? 

Mr. ALLEN. 1.863 mills. 

Senator Gore. Would you indicate in what general quantities you 
think this power would be released at that price ¢ 

Mr. ALLEN. 483 million, I believe, that would come from the 50,000 
that is permitted there under the contract alone. In addition thereto, 
there would be power that would flow into the Arkansas system any 
time it was not being used either by the city of Memphis or by the 
Tennessee Valley Authority. They would have access to it. 

Mr. Johnson just pointed out that our load factor in Memphis is 62 
percent as an annual load factor. That means that about 40 percent 
of our power would have to be absorbed in TVA or could be absorbed 
in the Arkansas Power & Light Co.’s system. 

Senator Gorr. How would this rate of 1.8 mills at which power 
could be released to Arkansas Power & Light and the other 
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sponsoring companies compare with the price at which they sell the 
power ¢ 

Mr. Auten. It would be almost negligible. 

Senator Gore. It would be what? 

Mr. ALLEN. It would be almost negligible. The cost would be very, 
very low. 

Senator Gore. That is far below the cost of power, is it not? 

Mr. ALLEN. Yes. 

Senator Gore. 1.8 mills? 

Mr. ALLEN. 1.863 mills for the cost of the power alone would be a 
very small part of the price at which they sell that power. 

Senator Gore. Did you realize that by the terms of this contract the 
Arkansas Power & Light would have constructed for its benefit and 
capitalized in this contract structures about a million and a half 
della worth of transmission lines? 

Mr. Auten. Yes. That is amortized in the demand charge. 

Senator Gore. Which the Government pays? 

Mr. ALLEN. Which the Government pays. That would be the means 
by which that power could go into the Arkansas system. To be fair, 
it is also the means by which backup power would come into TV A’s 
system or the city of Memphis in case they had to unite it out. 

Senator Gore. Is there any excuse, in your opinion as an engineer 
and a utility executive, for the Government paying all the cost of the 
transmission line and then making available substantial quantities of 
the power at 1.8 mils? 

Mr. ALLEN. I see no justification for any costs being charged to 
the Government for any of the power that is used in the Arkansas 
system or its subsidiary. 

Senator Gore. Do I understand you to say that this power will be 
paid for by the Government whether it is used or not? 

Mr. Auten. The demand charge would be paid for by the Govern- 
ment whether used or not. I have not had that contract long enough 
to really look at it, but I think the demand charge is $9 million. 

Representative Hoxirieip. That represents 600,000 kilowatts of 
firm power? 

Mr. Auten. Yes, sir; 600,000 firm kilowatts. That is what they 
agree to supply to the TVA, but the plant is built to produce 650,000 
kilowatts. The Government pays $9,052,000, which pays all of the 
demand charges, all the fixed costs, amortization, interest, and every- 
thing else, except coal and these maintenance items. That is paid on 
power produced whether it goes into TVA’s lines or whether it goes 
back into the Arkansas system. 

Senator Gore. And yet whatever surplus power there is, even 
though it is paid for by the Government, goes into the sponsoring 
companies by terms of this contract at the suggested rate of 1.864 
mills? 

Mr. Auten. Yes, sir. 

Senator Gore. Thank you, Major Allen. I have finished. 

Representative HrnsHaw. Mr. Chairman? 

Chairman Cork. Mr. Hinshaw. 

Representative H1nsHaw. I am interested in the last statement of 
the gentleman which reads as follows: 
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If the United States Government through any of its agencies would be willing 
to contract with the city of Memphis for a 650,000 kilowatt steam generating 
plant located on the east side of the river in the vicinity of Memphis, which 
contains all of the provisions, terms, and conditions as set out in the proposal 
made by Dixon-Yates to the Atomic Energy Commission, I would enthusiasti- 
cally recommend to the city government and to the people of Memphis that the 
city of Memphis consider the inviting profits inherent in such a contract, and I 
am sure that any number of plants could be built under similar conditions. 

By that, do you mean that you think the city of Memphis should 
construct its own 650,000 kilowatt generating plant? 

Mr. ALLEN. I did not say. I said that if the Government would 
make this kind of a contract with the city of Memphis, I would cer- 

tainly suggest that the city government take a good look at it as a 
possible venture. 

Representative HinsHaw. You apparently believe that the cost of 
generating 650,000 kilowatts in such a plant would be very low indeed ¢ 

Mr. Auten. Under the terms under which this plant would be 
operated, with all of the costs guaranteed, similar to the guaranties 
given to the Dixon- Yates combine, I would be very glad to recommend 
to the city government that they consider this as a venture. 

Representative H1nsHaw. Assuming that you were to make a profit, 
of course ¢ 

Mr. ALLEN. I am sure we would make a profit. 

Representative Hinsuaw. At the rates that would be charged to the 
city of Memphis? 

Mr. ALLEN. I assume it would be clear that we would sell this power 
to the Atomic Energy Commission and the Government would guar- 
antee it just as it is guaranteeing it to Dixon- Yates. 

Representative Hrnsuaw. I understand that the Atomic Energy 
Commission is to sell it for TV A for resale to the city of Memphis. 

Mr. ALLEN. We would be willing to buy it back. 

Representative Hrysnaw. At how much discount ? 

Mr. AtLeN. Just the same price we are now paying to TVA, unless 
under the terms of the agreement between AEC and TVA this raised 
the price of the TVA wholesale figure. For instance, I think this 
about it 

Representative Hinsuaw. May I ask what delivered price you pay 
for the TVA power? 

Mr. AutLeN. Our cost for the 12 months ending September 30, 1954, 
was 3.948 mills. Our cost for the month of September was 4.022 
mills. 

Representative Hinsnaw. I respectfully suggest that if this gener- 
ating plant were located in the vicinity of Memphis and were owned 
by the c ity of Memphis with no transmission charges that you could 
beat that price a good deal. 

Mr. Auten. This price is set up in some of the published figures. 
I have not had this contract long enough to know that I am exactly 
correct on some of the things that I have to say about it, but this con- 
tract is based and the prices and the estimates have been made on 
producing 5.2 billion kilowatt-hours a year for delivery toTVA. We 
could not “possibly operate that plant to serve just the city of Memphis 
at 100 percent load factor or 98 percent load factor such as is con- 
templated here in this proposal because our load factor varies. The 
consumption varies with every hour of the year. The cost of power 
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from that plant would be a little higher value. But if we could buy 
that plant or if we could build that plant with the guaranties that 
the Government put on it and let them assume all the costs they are 
to assume and deliver the 5.2 billion kilowatt-hours to the Atomic 
Knergy Commission, have them deliver it to TVA, we would buy it 
back under our present contract. 

Representative Hrnsuaw. I suggest that as the purpose of a plant 
in the vicinity of Memphis is to relieve the TVA of the load in question 
that you might very well borrow on the money and loan it to the TVA 
for the purpose of building a plant at any place they choose, such as 
Fulton, and make a better deal. 

Mr. Auten. I don’t think the city of Memphis would want to borrow 
$100 million and turn the plant over to anybody else. I think if the 
city of Memphis issued a bond issue for $107 million or $115 million 
that the city of Memphis would want to keep control of that plant. 
I am not suggesting that the city of Memphis go into the power pro- 
duction business. I am simply saying that this thing would be so 
favorable that certainly the city of Memphis ought to consider it if 
the offer were made. 

Representative Hinshaw. Why not make a proposal to whatever 
agency it is, the Atomic Energy Commission in this case, for the 
construction of it by the city of Memphis? You would have tax-free 
bonds and low rates of interest. and other considerations. 

Mr. Auten. There is the hydro factor and some other disadvantages. 
The whole program of the power business has been to consolidate these 
plants into an integrated system and tie them all together. For the 
city of Memphis to build an isolated plant, operated and owned by 
the city of Memphis alone and solely, even though they tried to inte- 
grate it with TVA would be running in just the opposite direction 
of the whole tendenc y and the whole | policy and the whole economic 
desirability in the utility business, which is to consolidate these things 
in a big system so that the loads can be shifted from plant to plant 
as the need arises. 

In other words, so that the thing as a whole can be operated for 
maximum efficiency rather than having to watch out for the efficiency 
in just one isolated producing unit. 

Representative Hinsuaw. I suggest that very system is applied 
in southern California where I come from, where each municipality 

owns its firm power and supplies power to the general system or 
takes power from the general system as the case and the need may be. 

Mr. Auten. I am familiar with the Los Angeles and some other 

ystems. 

* Representative Hinsnaw. Each municipality owns its own steam 
plants. 

Mr. Auten. Yes; thatistrue. At least Los Angeles does. 

Representative Hinsuaw. And so does Pasadena and so does Bur- 
bank and some 10 other cities. 

Mr. Atuen. I don’t think Middle South would consider for a 
minute 

Representative Hinsuaw. I am talking about a municipal system 
as such as you have in Tennessee and we have in southern California. 
We asked no favors from the Federal Government when it came to 
loaning or giving or appropriating money. 
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Mr. Aten. Neither do we. Let me give you another point of view 
on this thing. Remember that the cheapest power you can buy is 
hydro power. Los Angeles has some hydro power. So do these other 
cities. The next best bet is a mixture of hydro and steam power. 

Representative Hinsnaw. That we have. 

Mr. Auten. That you have in California. The worst condition you 

can have is a steam plant isolated by itself all alone. Somewhere in 

benween 4 in the middle there it might be profitable for a city to own 
its own plant under proper contracts and to integrate it, but it looks 
almost impossible to do the job in the effective and efficient way you 
can do it if you put it all into one system. Let me make this plain. 
We do not want to lose the advantages of hydro power. Los Angeles 
would not want to lose it either. But if we do not mix these things we 
get an overall higher cost for power than wé do if we do mix hydro 
and steam power together. I think you would accept that as so. 

Now, when the TVA dispate hers operate their plants, they do the 
thing that gets the most efficient operation on an overall basis. If 
water is se arce, they increase the load on steam. If water is available, 
they cut back on the production of steam. With the shifting in the 
zones they are able to throw the load one way or another to maintain 
the most efficient possible operation for the system as a whole. As 
soon as you isolate one unit from that combination, to a very large 
extent you destroy its effectiveness. 

Representative Hinsuaw. How far is the city of Memphis from the 
nearest hydro power? 

Mr Auten. About 109 or 110 miles, I think. 

Representative Hinsnaw. What is the anaee ity of that? 

Mr. Auten. That is the dam at Pickwick Landing, 216,000 kilo- 
watts. 

Representative Hinsuaw. That is probably sufficient for the area 
in the immediate vicinity of the dam and not necessarily to serve the 
more distant portions suc +h as yours; is that correct ? 

Mr. Auten. I feel sure that we get a fairly substantial part of that 
power because the lines coming from Pickwick carry the power. 
They may not actually come off the Pickwick Dam. It may come 
from Wheeler or it may come from further east. But there is a big 
block of power that has to come over the lines from Pickwick Dam 
to Memphis. I am sure we get a very substantial amount of hydro- 
power into the city of Memphis over these two lines. 

Representative Hinsuaw. I shall not belabor the question, but I 
would respectfully suggest that there might be a cooperative arrange- 
ment whereby you would build the plant and if you do not want 
to operate it let TV A operate it and at least you will not have to come 
to the Government for the money. 

Mr. Aten. Maybe I better go back to my statement. If you will 
give us the same kind of a contract you want to give to Dixon- Yates, 
I will certainly want to talk it over with the city government. 

Representative HinsHaw. Yes; but you do not want this other 
proposition where you put up the money. 

Mr. ALLEN. We would put the money up in this case just as Dixon- 
Yates puts up the money and then look to the United States Govern- 
ment to pay us back. 

Representative Hinsnaw. Did you make such a proposal? 
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Mr. Auten. Have I? 

Representative HinsHaw. Yes. 

Mr. Aten. I have no right to make such a proposal. 

Representative HinsnHaw. Did the city of Memphis make such a 
proposal ¢ 

Mr. Auten. They have taken no action on the matter. 

Representative Hinsnaw. Would they accept such a proposal if it 
were offered to them? 

Mr. Auten. I said I would present it to them as an inviting possi- 

Representative Hinsnaw. [ think that the Atomic Energy Com- 
mission ought to offer you that inviting possibility and give you an 
opportunity to do just that. 

That is all, Mr. Chairman. 

Chairman Core. Thank you, Major Allen, if there are no further 
questions. 

Permit the Chair to announce that. a sufficient number of members 
of the committee have indicated a willingness to return this evening 
in order to accommodate the witnesses who have come from the 
Tennessee area to appear. So when we do recess this meeting it will 
be for the purpose of reconvening at 8 o’clock. 

The Chair is advised that there are 5 witnesses from the Tennes- 
see area who are present or 1 of whom will be present tomorrow 
morning. One of those witnesses is in the room and ready to 
testify, Mr. Nelson, representing the Tennessee REA. I wonder if 
the committee would be willing to be patient to hear Mr. Nelson at 
this time. 

Senator Pastore. Mr. Chairman, I understand that we have an 
executive meeting at 10 o’clock tomorrow. With the indulgence of 
the Chair in line with the observation I made this morning, I intend 
to propose a resolution at tomorrow’s executive meeting. I would like 
to have a copy of the resolution made part of the record at this time 
and I assure the press copies will be made available to them tonight. 

Chairman Core. It is because of the resolution that has been offered 
by Senator Pastore and his request for an executive committee meet- 
ing tomorrow morning that the Chair had urged the members of the 
committee to reconvene this evening to accommodate the witnesses 
who had come to appear because of the possibility that there may be 
no forum for them to give their testimony at a later time. So, without 
objection, the resolution offered by the Senator will be entered in the 
record and the Chair will announce the executive committee meeting 
tomorrow morning at 11 o’clock. 

(The resolution referred to follows :) 


RESOLUTION 


Whereas the Joint Committee on Atomic Energy of the Congress of the United 
States is given the statutory duty of examining certain contracts of the Atomic 
Knergy Commission, where the Commission is given the authority to enter into 
those contracts by Section 164 of the Atomie Energy Act of 1954: and 

Whereas the so-called Dixon-Yates contract, between the Mississippi Valley 
Generating Company and the Atomic Energy Commission has been submitted to 
the Joint Committee pursuant to the terms of Section 164 of the Atomic Energy 
Act of 1954; and 
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Whereas the Joint Committee is of the conviction that the signing of the said 
agreement on November 11, 1954, will create many problems and cause the effec- 
tuation of steps which may be injurious to the public interest ; and 

Whereas the Joint Committee and the Congress should both have an oppor- 
tunity to study the many highly technical! provisions of the said agreement and of 
any memoranda of understanding relating to the said agreement, before they are 
signed ; and 

Whereas the Joint Committee believes that the thirty-day period required by 
Section 164 of the Atomic Energy Act of 1954 for the agreement to lie before 
the Joint Committee will not permit the Joint Committee and the Congress to 
make a proper and adequate study of the many legal, technical, and other rami- 
fications flowing from the said agreement; and 

Whereas the signing of the proposed agreement could lead to much costly and 
unwarranted litigation in the event that the Congress should hereafter decide 
to take any action against said agreement: Now, therefore, be it 

Resolved, That the Joint Committee recommend and urge the Atomic Energy 
Commission not to undertake the signing of the said agreement until the Joint 
Committee shall have had an opportunity to study the said agreement (together 
with all memorandum of understanding relating thereto) after the convening 
of the Eighty-fourth Congress. 


Chairman Cote. Mr. Nelson, do you swear that the testimony you 
shall give in this proceeding will be the truth, the whole truth, and 


nothing but the truth, so help you God? 
Mr. Newson. I do. 


TESTIMONY OF FLOYD S. NELSON, PRESIDENT TENNESSEE RURAL 
ELECTRIC COOPERATIVE ASSOCIATION 


Chairman Cots. Permit me to invite and urge Mr. Findley and Mr. 
Stewart and Mr. Dempster, who are in the room or who are in town 
to attend the meeting this evening and Mayor Tobey, this evening at 


8 o’clock. 

You may proceed, Mr. Nelson. 

Mr. Netson. My name is Floyd S. Nelson. I am president of the 
Tennessee Rural Electric Cooperative Association which is the State 
service organization of rural electric cooperatives. With your per- 
mission I will file my statement, first commenting briefly upon some 
of the more important details. 

I would like at the outset to express to you gentlemen the apprecia- 
tion of myself and the people whom I represent for the privilege of 
being heard. 

I am here today to speak for the farm people of the Tennessee 
Valley, because those people are very much alarmed over what we hear 
of the Dixon-Yates contract. There is cause to be alarmed, for in 
spite of the veil of secrecy which has cloaked its entirety, we have seen 
reproduced in such outstanding newspapers as the St. Louis Post- 
Dispatch and the Nashville Tennessean enough of the text of the con- 
tract to know that it is not good for the valley nor is it good for the 
Nation. 

I would like to say that in speaking for the farm people of the val- 
ley that our people back home believe that we have rural electric 
service today only because of the Tennessee Valley Authority and 
to ask you gentlemen that you guard against anything which would 
tend to destroy the Tennessee Valley Authority. 

The people of the valley back home believe in TVA because they 
have been in partnership with TVA for a number of years and that 
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partnership has been profitable because TVA has been a partner in the 
fullest essence of the word. 

Perhaps nowhere else in the Nation does there exist a more complete 
example of partnership between Federal Government and local in- 
terests—partnership such as the President of the United States so 
strongly advocates—as there is in the Tennessee Valley. We are won- 
dering if a continuation of this partnership is to be denied us simply 
because we are located in the Tennessee Valley? Will it not work 
just as well there as somewhere else in America? It has been possible 
because we believed in TVA. Certainly TVA had no other interest 
than to do what Congress had told it to do. 

You gentlemen are as familiar as I am, I am sure, with the accom- 
plishment of TVA. I won’t bore you. You have been very kind to 
all of us and to me. 

I would like to ask you, though, to bring yourself to think of this: 
What can be said of the Dixon-Yates contract? If we boil it down 
to its simplest terms it seems to me that it is simply a plan to put the 
Mississippi Valley Generating Co. in business at the expense of the 
American taxpayer. There is no other partnership here unless you 
consider the Federal Government as the partner who for some reason 
plans for his associate to get all the profits while he foots the bill. 

Where is the so-called private enterprise of business initiative 
which is spoken of so loudly and so longingly? The only initiative 
that we see is that they are so willing to go into the valley and take 
over what we have worked for so hard. 

Some of you gentlemen might be inclined to think that I am talking 
of accomplishment of ours that would have been done just as well by 
the private power companies. I don’t want to go into great detail but 
! would like to tell you this: I lived in a good farm community in 
Tennessee for a number ofyears. My father and his friends begged 
the Tennessee Electric Power Co. to bring electricity into the rural 
area. In every case they were refused. That was not true just of our 
community. We live 5 miles from town on a main highway, a good 
community. All over the State that picture was being repes ated. 

Finally, when TVA began construction of lines, the ] power company 
did, too. But their construction consisted primarily of three poles in 
each community with wires strung up between them just to show that 
they were on the job. 

They started too late. They didn’t have the confidence of the peo- 
ple. They didn’t have the support of the people. The people turned 
them out. The Tennessee Electric Power Co. is just a bad memory 
in the valley. It was not destroyed by TVA because TVA would 
have helped it and the Tennessee Electric Power Co. with TVA’s help 
would have been one of the greatest power companies in the country. 
But the people destroyed it ‘because they didn’t believe in it. It had 
not been a good and faithful servant so they turned them out. 

I think it is up to the Federal Government now whether we have 
another private power company to come into the valley and take 
over the fruits of our labors. We had one greedy, grasping company 
there which took the cream off the milk. We are wondering if we 
are to be satisfied with another one now; because it has been a foothold 
that private power has been wanting in the valley, and_it will allow 
them to undertake and carry out their ¢ campaign to make consumers 
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dissatisfied with TVA and with public power, with propaganda 
studded with wild promises and half truths. 

It is up to you gentlemen who have the obligation, the opportunity, 
and the ability to guard the welfare of all of our people that this out- 
standing agency in the valley which is known throughout the world 
not be destroyed. 

It is the aim of the power companies to destroy it because it is a 
monument to the colossal failure that was made by private enterprise 
in the valley. 

The faith and fortune of the little man in the valley is tied in directly 
with his partnership with the Federal Government, 

Thank you, sir. 

Chairman Coz. Thank you, Mr. Nelson. Your statement will be 
made a part of the record at this point. 

(The statement referred to follows :) 


STATEMENT OF FLoyp S. NELSON, PRESIDENT, TENNESSEE RuRAL Etpcrric CooPERa- 
TIVE, BeroRE THE JOINT COMMITTEE ON ATOMIC ENERGY 


Mr. Chairman and gentlemen of the committee, my name is Floyd 8S. Nelson 
I am president of the Tennessee Rural Electric Cooperative Association which is 
the State service organization of rural electric cooperatives. With your per- 
mission I will file my statement, first commenting briefly upon some of the more 
important details. 

I would like at the outset to express to you gentlemen the appreciation of 
myself and the people whom I represent for the privilege of being heard. 

I am here today to speak for the farm people of the Tennessee Valley, because 
those people are very much alarmed over what we hear of the Dixon-Yates con- 
tract. There is cause to be alarmed, for in spite of the veil of secrecy which 
has cloaked its entirety, we have seen reproduced in such outstanding news- 
papers as the St. Louis Post-Dispatch and the Nashville Tennessean enough of 
the text of the contract to know that it is not good for the valley nor is it good 
for the Nation. 

There are many things in the contract and its handling which alarm us, such 
as a noncompetitive Government contract—a contract designed apparently in 
the sole interest of one party—a risk-free undertaking with high returns, all 
to be guaranteed by the Government—a contract providing for payment of the 
taxes for this combine in spite of Senator Albert Gore’s amendment to the 
Atomie Energy bill clearly prohibiting such; guesswork negotiations with no 
plans or specifications thereby creating a risk of the taxpayers money; the 
proposed location of the plant, designed to tie in with the existing plants of 
two subsidiary companies; the careless engineering already in evidence by the 
site selected which is well below flood mark of the area; and constantly evident, 
the fact that it is the first foothold of those who would destroy us in the valley. 

In speaking for the farm people of our valley I can tell you gentlemen that 
our people believe that they have rural electric service today only because of the 
creation of the Tennessee Valley Authority, and to ask you for these same people 
to guard against the proposed destruction of this outstanding agency and the 
project in which it is engaged. 

The rural people of the Valley believe in the TVA for they have been in 
partnership with TVA for a number of years now and TVA has been a partner 
in the fullest sense of the word. 

Perhaps nowhere else in the Nation does there exist a more complete example 
of partnership between federal government and local interests; a partnership 
such as the President of the United States so strongly advocates. Is contin- 
uation of such a partnership to be denied us simply because we are located in 
the Tennessee Valley? Will it not work there just as well as somewhere else 
in America? This existing partnership between Federal Government and local 
interests has been possible because the people believed in TVA. Certainly TVA 
had no other interests than to carry out the instructions given it by Congress 
and to work with the people of the area. 

TVA told the farm people “You must have a part in this job. Let’s do it 
together.” How well that proposal has worked out. Today there are Si 
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farmer-owned cooperatives serving the electrical needs of 1,850,000 farm people 
In Tennessee in 1933 only 3 percent of the farms had electric service; today 
more than 95 percent of the state’s farms are electrified. 

These farm people have believed in the partnership so strongly that they 
have invested more than $163,770,994 in building their distribution systems. 
The feasibility of these systems is based on adequate and dependable service 
and the ever-increasing capacity of this service by their supplier, the TVA, to 
ment the systems’ needs. 

Since TVA was established in 1933 use of electricity in the Valley has increased 
15 times as compared with an increase of only 4 times in the country as a 
whole. Over 1,135,000 homes depend upon TVA to supply their electrical 
requirements. TVA is now supplying eleven billion KWH annually to its dis- 
tributors and reliable forecasts show it will take an additional 750,000 KW 
in cupacity each year to meet norma! load growth. 

Our people in the valley have seen TVA’s growth and development. We 
know that the entire nation is benefiting from it. Over half of the money spent 
by TVA for materials and equipment has been spent outside of the Valley 
states and by far the greater part of the millions of dollars spent by the dis- 
tributors and their consumers for materials, supplies, and equipment has been 
bought outside of the Valley states. 

We know that funds appropriated to TVA by the Federal Government for 
power are being repaid regularly and with enough additional to more than 
cover the cost to the government of borrowed money, and when the money 
has all been repaid the TVA will still belong to the Government as a valuable 
source of revenue. 

Now, what can be said for the proposal by the Dixon-Yates combine to build a 
steam plant and furnish a part of the TVA requirements? Boiled down to its 
simplest terms it is simply a plan to put the Mississippi Valley Generating Co. 
in business at the expense of the American taxpayer. 

There is no partnership in this plan unless you consider the Federal Govern- 
ment as the partner who for some reason plans for his associate to get all of 
the profits while he foots the bill. Where is the so-called private enterprise 
or business initiative which is spoken of so loudly and so long? It doesn’t 
take a great deal of initiative or enterprise either to go in a business at where 
an exorbitant profit with no risk whatsoever is guaranteed by the Federal 
Government. 

The only way that private enterprise or initiative is being displayed is their 
eagerness to move into the Valley and begin the takeover of this great system 
built by the joint efforts of Federal Government and Local interests. 

To any of you Gentlemen who might be inclined to think that we are talking 
about something accomplished here by ourselves which would have been done 
just as well by private enterprise, let me say this: they had not done it; they 
had been begged to do it; and they had no intention of doing it. Let me give 
you an example. I have a friend who is a Minister. I have every confidence 
in his veracity. He tells me that in company with other rural people he finally 
got in to see an official of the Company serving the towns around his rural 
home. These people told this official they wanted service in the country and 
asked him to build the lines. This Power Company Executive said “ 
the farmer; if he will go to bed when it gets dark and get up when it gets 
light, he won't need any electric service. No, we are not going to build any rural 
lines. They won't pay for themselves.” That was a typical attitude of the 
power companies and as proof that it was not a correct attitude there are today 
rural powerlines, farmer-owned lines, distributing power 24 hours a day to 
those farm people and the lines are paying their way. 

yentlemen, I lived for several years in a good rural community in Tennessee. 
We were five miles from town on a good highway and my father and his neigh- 
bors begged the Tennessee Power Company to extend their lines to serve them. 
This was occurring daily not just in our community but in rural communities 
all over the state and in every case service was refused until TVA began 
building lines. Then the Power Company began building lines—usually three 
poles in a community with wire strung on them to show that the work was 
begun. They were not tied into existing lines and, had TVA been stopped then, 
as they tried so hard to accomplish, those poles would have rotted down with 
still no connections to them. 

Their last-minute efforts failed because they had never done anything to 
gain the confidence and support of the people, so the people turned them out. 
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Gentlemen, the Tennessee Electric Power Company could have been one of the 
greatest power systems in the United States, but today it is only an unpleasant 
memory. It was driven out, not by TVA, which would have helped it if allowed, 
but by the people who rose up in wrath because it had not been a good and 
faithful servant. 

It is now up to the Federal Government whether or not our efforts have 
been wasted, whether or not “private enterprise” will be allowed with Govern- 
mental sanction to begin its march to take over the fruits of our labors. 

Having rid ourselves of one greedy, grasping company interested only in 
skimming the cream off the milk, are we now to be saddled with another, this 
one with the assurance that it need only make nominal investments, but shall 
get exorbitant returns on a no-risk basis and will own the entire plant at the 
end of the life of the contract, and can at that time negotiate a new power 
contract on terms to be decided then which can only be to their advantage? 

Then will come higher rates * * * the destruction of the valuable TVA yard- 
stick * * * a campaign to make consumers dissastified with TVA and public 
power through propaganda studed with wild promises and half-truths, all de- 

signed to permit the Dixon-Yates group to take over the business of electric 
supply in the valley. 

Gentlemen, it is up to you who have the obligation, the opportunity, and the 
ability to guard the welfare of our people that the TVA not be shackled and 
marked for slaughter. * * * It is so marked for it constitutes a monument to 
the colossal failure of the power companies’ stewardship. This slaughter must 
not be, for the welfare of the little man in the valley is linked to his partner, 
the TVA. 

I thank you. 

Chairman Corr. Are there any questions from the members? = If 
there are no requests for questions, thank you very much for being 
patient and coming here and speaking on behalf of your people. 

Mr. Netson. Thank you. 

Chairman Corr. That will conclude the witnesses for the session 
this afternoon. 

Permit the Chair also to announce that, dependent upon the action 
taken by the committee at the executive meeting tomorrow morning 
at 10 o’clock on the resolution to be submitted by Senator Pastore, 
it will be determined whether a meeting of the committee is to be recon- 
vened to continue the hearings. 

For the time being, at least, subject to cancellation by the commit- 
tee at that meeting tomorrow morning, when the meeting adjourns 
here tonight it will meet tomorrow morning at 11 o’clock. 

The meeting stands adjourned. 

(Whereupon, at 5:08 p. m., the hearing was recessed, to reconvene 
at 8 p. m. the same day. 

EVENING SESSION 


Chairman Coir. The committee will come to order. 

The Chair observes a quorum of the members in attendance. Con- 
sequently, we will resume our hearing. The first witness for this 
evening is Mr. S. R. Finley for the Chattanooga Power Board. 

Permit the Chair to advise the committee that he has had a request 
from the Chamber of Commerce of the city of Memphis for an oppor- 
tunity to appear and give expression in behalf of the Dixon- Yates 
proposal. Just when they will be heard is for the moment uncertain. 

Mr. Finley, do you solemnly swear the evidence and testimony you 
shall give in the proceeding before this committee will de the truth, 
the whole truth, and nothing but the truth, so help you God? 


Mr. Frntey. I do. 
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TESTIMONY OF S. R. FINLEY, GENERAL SUPERINTENDENT OF THE 
ELECTRIC POWER BOARD OF CHATTANOOGA, TENN. 


Mr. Frntey. Mr. Chairman and members of the committee, my 
name is S. R. Finley, general superintendent of the Electric Power 
Board of Chattanooga, Tenn. In appearing before you, I am repre- 
senting my board, and also the Tennessee Valley Public Power Asso- 
ciation, an organized group of about 130 of the 148 munic ipalities 
and rural electric cooperatives who purchase and distribute TVA- 
produced electricity to approximately 98 percent of the 1,400,000 users 
in the so-called TVA service area. I am a graduate electrical and 
mechanical engineer, registered in several States, and have been en- 
gaged in electric utility work in all of its phases for 35 years. 

Our Electric Power Board of Chattanooga serves a heavily indus- 
trialized area of about 500 square miles, part of it in the adjoining 
State of Georgia, with 250,000 population. We are the largest dis- 
tributor purchasing TVA power. 

In the last fiscal year our requirements were 1,736 million kilowatt- 
hours, about 35 percent of the power which this Dixon- Yates contract 
calls for... We take about one-sixteenth of TVA’s total sales, and last 
year paid them $7,089,000. 

The TVA is our exclusive source of power, as it is to all our cities, 
towns, and rural electric cooperatives in the service area. My board 
buys under a 30-year contract, expiring in 1969, and on June 30, 1954, 
had in service an electric utility plant whose depreciated value was 
$20,531,000. 

I cite these facts to illustrate my board’s, and our 73,000 customers’, 
deep interest in matter concerning electricity for the Tennessee Valley 
service area. 

I referred to the 150 municipalities and rural electric cooperatives 
also served by the Tennessee Valley Authority, who require for their 
customers’ needs about 45 percent of 'TVA’s total sales of electricity. 
These distributors own and operate localized electric power systems 
having assets of approximately $400 million, They likewise have a 
deep and tangible interest in matters concerning TVA electricity. It 
is their only source of power. 

On behalf of our board, and the power distributors of the TVA 
service area, I want to express our emphatic opposition to the consum- 
mation of this so-called Dixon-Yates contract, and to urge that this 
honorable committee not waive the required 30-day per iod in which it 
must be before you while Congress is in session, and, further, that you 
pass a resolution expressing disapproval of it. 

It only became officially public last Thursday—our knowledge of 
it, as ones most likely to be effected, has only been from he: arsay and 
the many press statements about it. Of course, we have read these 
oress statements, but even now we do not know all that should be 

nown concerning it. 

From the press notices of these hearings it would appear this com- 
mittee has been unable to learn all you want to know about it also. 
Even AEC, who should know all about it, says one important aspect 
of it—the added costs between them and TVA—has not yet been 
settled. There has been a suggestion by the AEC, I believe by General 
Nichols, that this may be left to the Appropriations Committee of 
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the next Congress. Why not leave the whole thing until then? Why 
rush it through now ? 

In opposing this contract, we do so because we believe that its execu 
tion and carrying out would be (1) hurtful for the entire United 
States, (2) an unnecessary burden upon all the taxpayers, (3) harmful! 
as a matter of public policy y, (4) unwise from an engineering stand- 
point, and (5) an action ultimately affecting punitively 8 million 
citizens of the TVA service area 

Let me point out that the people in our area, and we believe right- 
fully so, feel that as regards our electricity supply we have a partner- 
ship relation with the Federal Government. This includes generation 
of the requirements and transmission of it to load centers by the Fed- 
eral Government. 

This partnership arrangement and relationship has, through a 20- 
year period, with some trial and error, been developed to a high degree 
of perfection through sound engineering and sound business practices. 
The choice of this arrangement and partnership has been voluntary. 
The Federal Government provided the opportunity. Each of our sep- 
arate groups made its own decison to enter into it. 

If the arrangement is to be ended, let us not do so by administrative 
edict, but by legislation aimed directly at the arrangement. Let us 
approach the issue squarely, and not by this method. 

‘The contract has been termed by administration cfficials a “stop- 
gap” measure. Frankly, we do not view it as such. One of the bases 
for this conclusion is that when the AEC legislation which legalizes 
it was before the Senate, an administration spokesman stated the same 
procedure could be used again. 

He might well have said “and again and again,” for the AEC has 
3 million kilowatts of contractu: al capacity with TVA. In fact, the 
junior partner—the Yates part—either now owns, or has under option, 
a powerplant site on the Tennessee River in northern Alabama well 
inside the TVA service area. And, incidentally, none of us have at- 
tempted to stop his project, though one of the reasons given for this 
Dixon- Yates contract is that it will confine TVA to its own area. 

What a how! would have been raised if TVA went down on the 
Coosa River in Alabama and in Yates’ service area to build a steam 
plant. There are many other good plant sites on the perimeter of the 
TVA service area, and the execution of this contract will find others 
eagerly wanting to build them up on this basis. 

My considered opinion is that the Dixon-Yates undertaking is but 
the first step in a long, well-planned program to destroy, at a profit, 
the success of the Tennessee Valley demonstration of how low-cost 
electricity can be made abundantly available at prices which will 
permit people to use it liberally—these prices being self-supporting 
and self-liquidating as regards the capital outlay and operating ex- 
penses necessary. 

This, gentlemen, is our real concern. If the Dixon-Yates contract 
is a step in what may be termed “operating TVA at its maximum effi- 
ciency,” then such steps will ultimately result in forcing TVA service 
area existing low rates upward so they will be on a par with, or in 
excess of, surrounding privately ow ned utility rates. 

This is the goal of private utility interests and it amazes us that 
administrative : agencies of our Government, the AEC, and Bureau of 
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the Budget, should be parties to what will undoubtedly bring about 
such a result. 

I have said that the Dixon-Yates contract will be hurtful for 
the entire United States. Let me explain what I mean. There are 
only two reasonably sized areas of low-priced electricity in the United 
States: the great Northwest area, where Bonneville is the focal point, 
and the TVA area, where we are. 

These areas’ low electric rates have an influence upon private utility 
rates all over the Nation. It is greatest just outside these areas, and 
diminishes as you get farther away—the rates rise. 

This is shown by the map attached to my discussion as regards rural 
electric cooperatives’ purchasing rates for their power requirements, 
almost all of which come from private power companies—except in 
the two areas I mentioned. The same thing is true as regards electric 
rates in large cities, over 50,000 population ; ; the farther you get away 
from TVA and Bonneville areas the higher are retail rates, 

Force Dixon-Yates contracts, and succeeding similar ones, upon 
the TVA area and you will eventually force TVA service area rates 
upward with a resulting hurtful effect upon the entire United States. 

I have said that the Dixon- Yates contract would be an unnecessary 
burden upon the taxpayers of the United States. We must remember 
all taxpayers, through the defense establishments in the TVA area, 
take and pay for about one-half of TVA’s power, mostly through 
AEC. Thus, added and unnecessary costs as regards electricity in 
the TVA area will burden all of the Nation’s taxpayers—just as low 
costs there ease their burden. 

Figures, I believe, from the Bureau of the Budget show TVA costs 
for produci ing the power to be had from Dixon-Yates to be $ $314 
million less annually; TVA says they would be $514 million less. 
Both are estimates, and, frankly, we believe in TVA’s figures—they 
have been right most of the time. 

If we take an average: $414 million less annually if TVA furnished 
the power, $135 million less over a 30-year period. If Dixon-Yates 
furnishes it, taxpayers, through AE C, will absorb at least half of the 
$135 million, maybe all if TVA is to be kept whole, as it should be. 

I have said the Dixon- Yates contract represents unwise engineering. 
It does just that. We have in the Tennessee Valley a scientifically 
designed transmission network to serve the area. Powerplant loca- 
tions, both present and future, have been selected for the most eco- 
nomical performance, lowest overall system costs and where they 
should be for the best and most efficient service. 

This system was never designed for a plant at the Dixon- Yates loca- 
tion. Putting it there will entail greater losses, added costs. It 
would add millions of dollars of needless expenditures. 

Geographical and political considerations should not determine 
where powerplants should be located. There is a legend that Con- 
gress once set the height of a flood-control dam by a floor vote over 
that recommended by the Army engineers. I hope we have progressed 
from that era, and will not have this Dixon-Yates plant constructed 
where planned just because a private power holding company controls 
territory adjacent to the TVA area—and wants to construct the plant. 
They must want to, if one of Dixon-Yates’ officials was speaking 
authoritatively when he is quoted as having said to a visitor to his 





UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO. 449 


New York office: “The Dixon-Yates contract is on the rails * * * 
and the rails are greased.” 

I have said the Dixon-Yates contract represents harmful public 
policy. It does just that. As we understand, it has been advanced 
as a means of relief to electricity users in the Tennessee Valley. 

It has been pretty difficult to determine just who has been the daddy 
of it. The record shows Budget Director Hughes recommended it to 
the President, who, in turn, directed its preparation. 

The TVA, that part of our Government most vitally concerned, 
certainly did not ask for it. We power users in the valley did not ask 
for it. The record shows TVA was very sparsely contacted about it, 
if at all, until it was pretty well along, and they then had to be brought 
in. Even so, they were instructed by the Bureau of the Budget not 
to talk about it when before an Appropriations Committee. It might 
be said that they are now only an unwilling bridegroom concerning it. 

The AEC, who were directed to execute the contract. were earlier 
reported as opposed to it by a majority vote. Even now, after some 
changes in the Commission, in order to approve it by a 2-to-1 vote, 
majority of those present, it has been reported 1 member had to leave 
the room. The AEC is not a power broker. They were not created 
for that purpose. Their past history of power procurement has not 
shown them to be particularly adept in this field. 

Charlie Smith, an FPC expert on rates, finance, and related electric 
utility matters, last Friday presented some constructive criticisms 
about the contract. This expert of the FPC does not agree it is a 
good contract. I will say Charlie Smith is probably the foremost 
authority on contracts in the United States. 

I say it is harmful public policy when selfish private interests can, 
for their own benefit, lead our administrative branches of Govern- 
ment into an undertaking which will mostly benefit themselves as 
much as this contract apparently does—and do so to the hurt of 
legally established public groups. 

The very statement that has been quoted as being made by Edgar 
Dixon’s assistant that, “The contract is on the rails * * * and the 
rails are greased,” should amply stamp any execution of it as harmful 
public policy. When parties to a proposed contract make such state- 
ments prior to execution of the contract, it is not probable they are 
talking about greasing in the public interest. 

If the Bureau of the Budget really wants to temporarily solve this 
problem by a stopgap procedure, as has been stated, and not recom- 
mend a new powerplant (Fulton) for TVA, as I think they should, 
I have a suggestion. Let them support a stopgap authorization for 
TVA to add 500,000 kilowatts at the Johnsonville plant. 

This plant was designed for 10 units and now has only 6. This 
capacity, 77 percent of that proposed in the Dixon- Yates plant, will 
cost only 70 to 75 million dollars—about 67 percent of the Dixon- 
Yates cost. 

In fiscal 1953, Johnsonville plant produced power for 2.85 mills per 
kilowatt-hour, including depreciation. This is about 1.2 mills less 
than estimated Dixon-Yates power. If it were only 1 mill less, and 
it should be at least that, the lessened cost of 4 billion kilowatt-hours 
would be $4 million less than Dixon-Yates—$120 million over a 30- 
year period—and during this time the capital outlay would be almost 
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all repaid to the Treasury, as all TVA capital power outlays must be, 
and the Government will still own the plant at the end. 

This could be done early in the coming session, and then during the 
session, if it were desired, the entire TVA project could be ex: :mined 
and studied and the majority viewpoint prevail if changes are to be 
made in the presently established procedures. 

Let us not compound holding company upon holding company by 
administrative action when legislative procedures have been the estab- 
lished way to handle a problem. 

Last Friday Senator Knowland asked Senator Gore, when he was 
before this committee, if he were prepared to assume the risk of in- 
adequate power supply in the valley in the fall of 1957, if the com- 
mittee declined to waive the 30-day waiting period and thus let the 
matter go over to January. 

I think our answer to this is that we would rather take this risk than 
to have the contract made effective now. We expressed this view in a 
letter to President Eisenhower dated July 6, 1954, when, in discuss- 
ing the proposed contract, our association said: 


Nevertheless, even though in 1957 this entire region 


(TVA area) must stop 
its forward economic 


march for a period corresponding to any further delays 
in action now, we would rather bear that burden than to start down a road (the 
Dixon-Yates way) which, in our judgment, can only lead to mounting economic 


waste and multiplying obstacles to sound regional development. 

A further short period of delay until January cannot be too harmful. 

In closing my comments, I want to give a pretty important reason 
why we do not want the contract executed. It is important to us and 
we hope will be to you. We do not want our area’s future power sup- 
ply in the hands, ana at the terms, of the private electric power mo- 
nopolies. In 1939 we decided against that when we bought out Mr. 
Yates’ previous holding company, and some others, and set up our 
present arrangements. Our area does not want them back. 

We do not want his company, Mr. Dixon’s company, or others so 
antagonistic to us and TVA deciding what our power in the future 
is going to cost. We do not want Ebasco, with their record of costs 
in excess of the estimate, building the plants which will serve us. 

It is our hope, gentlemen of the committee, that you will decline 
to waive the required 30-day period, and, further, will resolve that the 
contract should not be executed. Such action will end this whole sorry 
mess which has been created, end further bickering, name calling and 
further development: of ill will and suspicion between Government 
agencies. It will prevent the establishment of more holding com- 
panies whose very existence has cost electricity users and investors so 
much in the past, and, lastly, will decline to permit what we cannot 
help but feel is a punitive action against our area. 

Mr. Frntey. Mr. Chairman, that is the prepared statement. The 
diagram submitted is self-explanatory. I have attached but will not 
cliscuss, unless you wish me to, some comments that I have made on 
the 16 reasons I believe were put forward by Admiral Strauss of AEC 
as justification for the contract. They are down and self-explanatory, 
and unless you wish me to comment on them, I will not. 

Chairman Cote. Thank you. They will be attached and made a part 
of the record. 

(The diagram referred to follows :) 
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(The comments referred to follow :) 








COMMENTS BY S. R. FINDLEY ON THE SIXTEEN (16) 


PoINtTs LISTED BY ADMIRAL 
Lewis L. STRAUSS, CHAIRMAN OF THI 


ATOMIC ENERGY COMMISSION, AS JUSTIFI- 
CATION FOR THE DIxON-YATES CONTRACT 


(1) The AEC will be assured of a firm supply of power. The plant will be 
constructed and operated by experienced utility companies and backed up by 
an existing utility system. 

COMMENT: Dixon-Yates’ holding companies do not have all the know-how as 
to electric utility operation, nor does Ebasco about construction—-AEC should 
know about them at Joppa. The TVA has as fine and efficient operating and 
construction record as any private utility in the United States 

(2) The TVA system will be strengthened under the contract by receiving the 
power near a major load center in the western part of its system which will en- 
able TVA to meet. anticipated load growth. 

COMMENT: From an economic and engineering standpoint, the Dixon-Yates 
plant location is far inferior to the suggested Fulton site of TVA for a plant to 
serve the TVA system. 

(3) Cost to the AEC for power would be at rates lower, on a comparable basis, 
than rates under existing contracts with TVA or other private utilities. 

COMMENT: Dixon-Yates power costs are not fixed; they may be affected by 
variable fuel and labor costs. Apparently, as now estimated, they are lower than 
AEC power costs EEI at Paducah, OVEC at Portsmouth and TVA in certain 
instances. However, EEI and OVEC rates also were lower when estimated before 
they went into service. Will Dixon-Yates presently estimated costs go up when 
the plant is completed From TVA new generating plants AEC costs on long- 
term contracts is less than Dixon-Yates’ 4.04 mills. 

(4) The contract provides for firm rates for power and energy with adjust- 
ments on the basis of formulae definitely established in the contract. 

COMMENT: What’s so startling about this It would be a poor contract with- 
out these provisions. 

(5) The contract provides utility service for a 25-year term, with option to 
the government of two five-year extensions. 

COMMENT: Our Board’s own contract with TVA, when executed, was for 
thirty years; TVA distributor contracts are for twenty years. This is no 
especial favor. 

(6) The government may terminate the contract at any time upon payment 
of agreed cancellation charges. The contractor is required to assume, within a 
fixed period, the charges associated with the released capacity. 

COMMENT: Nothing particularly generous about this. There are generous 
eancellation payments and even Mid-South could use the power by that line. 

(7) The risk involved in the cancellation of AEC loads will be shared by the 
contractor instead of being borne wholly by the government. 

COMMENT: Not even generous. In the event of cancellation, Dixon-Yates 
does not absorb any power for three years, then only 100,000 KW per year. There 
is no risk for them in this. 

(8) The contract will be financed entirely by the sponsors with private funds 
obtained from the sale of debt securities to banks and institutional investors 
and by the purchase in cash of capital stock by the sponsors. 

COMMENT: Anyone with a contract like Dixon-Yates could do likewise. 
One party even offered to give the plant to the government after his loan was 
amortized. Dixon-Yates gets to keep this plant. 

(9) Financing with private capital avoids an increase of $100 million in 
the national debt which would be required if the government itself built the 
plant. 

COMMENT: The United States Government is not broke. We hope he does 
not advocate turning over atomic-energy activities to private companies upon 
this basis. To save $100 million government outlay, he would pay twice this 
much over a 25-year period and still not own that which the government had 
paid twice for. 

(10) The contract provides for an adjustment in favor of the government 
if the contractor is able to refinance its debt at a lower interest rate. 

COMMENT: It certainly should upon this cost-plus risk-free type of contract. 


(11) The contractor must bear increases in cost of construction above a fixed 
estimate. 
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COMMENT: Dixon-Yates bears one-half the cost up to a certain figure. In 
view of AEC’s experience with EEI and OVEC, it’s no wonder they put a ceiling 
on costs. They had Ebasco at Joppa. ; 

(12) The government will receive the benefits of any decreass in estimated 
operating costs, but the contractor bears the risk of increases. 

COMMENT: Most variable costs are fuel and labor. The contract has escala- 
tion clauses on them. It should. 

(13) There is no guarantee of return on the equity invested by the sponsors. 
For example, under the terms of the contract if the cost of construction and the 
cost of operation exceed the estimates on which the rate structure is based, the 
effect is that the so-called nine per cent return on the equity about which there 
has been so much misinformation would be reduced. Since this is a risk 
contract, the contractor’s profit can indeed be reduced to zero or result in a 
loss. There is no guarantee of any percentage return on the equity of the 
sponsors. 

COMMENT: Technically there is no actual guarantee of nine per cent on the 
equity. But there is every reason to believe there will be this much, or even 
more. 

(14) As is customary in government contracts, there is included in the basic 
rate structure to be paid by the government an estimated amount for Federal 
income taxes. 

COMMENT: It would be interesting to know if AEC has any other contracts 
with similar tax provisions. Of course, any prudent businessman tries to 
recover taxes and other expenses, but there are some risks to usual contracts, 
while there is none to this. 

(15) The AEC will receive without additional capacity charge at least 92 
percent of any capability developed by the plant in excess of the planned 
capability of 650,000 KW. This is an especially favorable provision. The AEC 
may review the contractor’s engineering, purchasing, subcontracting, design 
and construction plans, which should provide every possible assurance that a 
Plant of not less than 650,000 KW will be realized. 

COMMENT: As the contract is drawn for 650,000 KW, it would be hoped that 
the output would be realized, What’s favorable about this? It’s a part of the 
contract. 

(16) The AEC has the right to supply its own fuel which assures the Govern- 
ment control over the largest single element of cost of the contract. 

COMMENT: The AEC has this right in its EEI contract, but did not put it 
in the later OVEC contract. If it is such a good provision, why was it left 
out of the OVEC contract? 

Chairman Corr. Are there any questions of Mr. Finley on the 
part of the Senators present ? 

Senator ANperson. Where is this Johnsonville plant ? 

| 

Mr. Finuey. It is about 100 miles from Memphis on the Tennessee 
River. It is almost in the middle of the State. 

Chairman Corr. The Johnsonville plant would be closer to Paducah 
than the West Memphis? 

Mr. Fintey. I would have to look on the map, Senator Anderson. 
I think it is about the same distance, perhaps. 

Senator Gorr. No; it is closer. 

Senator Anperson. It is about half the distance from the West 
Memphis plant. Would the Johnsonville plant fill into the program 
of transmission lines and coordination ? 

Mr. Frxury. I am not employed by TVA. I have studied this. I 
think to a reasonable degree it would. The plant was designed for 
10 units and it is now designed to 6. ‘So they must have planned 
additions to it. 

Senator Gore. If I might explain, Senator, a large block of power 
is now supplied to the Paducah plant from the Johnsonville plant. 

Mr. Fintry. I do know the DuPont Co. has under option or has 
bought almost 1,500 acres next to the Johnsonville plant on which to 
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erect a titanium plant. They have not completed the arrangements, 
but they have a tentative authorization. 

Senator Anperson. The reason for my question was that the only 
discussion I have heard is the desirability of building this Fulton 
steam plant. 

Mr. Finuey. If I could in my simple way try to offer the Bureau 
of the Budget—give us some stopgap relief that they are so interested 
in by this Johnsonville plant. 

Senator ANperson. You do not regard the $75 million for a new 
Johnsonville plant as stopgap legislation, do you? All I am trying 
to say is that we have been asking for alternatives. We have heard 
the description of the West Memphis plant. Then we have heard the 
reasons why the Fulton steam plant might be more desirable. But 
if you get into the Johnsonville plant, that is a development of falling 
water again and it takes low water-power rates. As I understand 
your testimony, we could produce it for about a mill less than it is 
contemplated we could get at the West Memphis location and thereby 
save maybe $120 million and own the plant at the end of the operation. 

Mr. Frntey. Yes, sir. 

Senator AnpERsoN. I was wondering why that fairly simple solu- 
tion had not occurred to anybody up to now. Was that considered ? 
Do you happen to know why AEC when they were turning down the 
Fulton steam plant and trying to find a new source of power did not 
consider that ? 

Mr. Frntey. I do not know anything about the AEC, sir. I do 
not know that, sir. 

Senator ANpErson. I do not believe I have any other questions. 

Chairman Cor. Mr. Finley, in connection with your suggestion 
about the Johnsonville extension, you will recognize that if that 
were to be done it would require an increase in the national debt at 
least to the extent of 70 to 75 million dollars? 

Mr. Fin.iey. That is correct, sir. But the United States Govern- 
ment is not broke, Mr. Cole. It would be much better to do that than 
to take the obligation that the Dixon- Yates contract is going to place 
on the Government as a stopgap measure, as it is called. 

Chairman Core. Are there any questions from the House Members? 

Representative Partrrerson. Mr. Finley, I note throughout your 
entire brief that you keep referring to the resulting and hurtful 
effect upon the United States on pages 4, 6, and 8. In one place here 
you refer to the multiplying obstacles to sound regional develop- 
ment. 

I happen to come from New England, and I am just wondering what 
effect T Vv A and the expansion of TVA i is going to have on the industry 
of the New England States. We are in ‘the manufacturing business, 
too, and we have to meet the regular rates. This is going to give the 
people of Tennessee and that particular area quite an advantage over 
the taxpayers of New England, who in reality are paying for this. 

Mr. Frintey. At the last report, industries were moving from Ten- 
nessee back to New England. We just had a hosiery mill that moved 
from Tennessee back into New England last week. As regards any 
migration of industry, we haye not been the beneficiaries of that in 
the Tennessee Valley. Most of those textile concerns in New England 
have moved into the coastal States, the Carolinas and Georgia. 





UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO. 455 


Representative Patrerson. The United States Rubber has moved 
into Tennessee. 

Mr. Frntey. I will not dispute that. 

Representative Parrerson. Could that be affected by the fact that 
TVA rates have been much lower ¢ 

Mr. Fintey. There will always be some migration of industry, but 
outside of the large chemical industries and the electrometal industries 
the price of power is only 1 of 8 or 9 factors. 

Representative Parrerson. It is one of the factors that affects New 
England. 

Mr. Fintey. They may tell you that, sir, but it is seventh to eighth 
on the list. 

Representative Parrerson. It is stilla factor. It is one of the main 
factors in manufacturing. I just want to establish that point to the 
members of this committee. 

Chairman Core. Are there any further questions to the right? If 
not, to the left? 

Representative Price. I notice on page 3 you express some concern 
when you say one of the bases of this conclusion is that when the 
AEC legislation legalizing the Dixon-Yates contract was before the 
Senate, administration spokesmen stated that the same would be 
used again. Isthata fear on your part that there will be more Dixon- 
Yates projects / 

Mr. Frnuey. Yes, sir. We believe—and we believe this sincerely— 
that additional AEC a can be passed over to Mr. Yates 
down in Alabama and Mr. Somebody Else over in the Carolinas who 
are on the perimeter of our areas. We are frightfully afraid if this 
goes through thi at by administrative action this thing will be done 
over and over again. 

Dearesuntadivs Price. You mean by other private power groups? 

Mr. Fintey. Yes, sir. The AEC will release some of its capacity 
to TVA and have it replaced just like this is going to do at West 
Memphis. 

Representative Parrerson. How can they do that? 

Representative Price. It is not under the control of Congress any 
more ; it is under the control now of the AEC. 

Representative Parrerson. It is under the control of Congress 
right now. 

Representative Price. Not under the new act. 

Mr. Fintey. I am going on the premise that the AEC legislation 
legalizes this contract. 

Representative Price. That is right. 

Mr. Frntey. Another contract could be made just like this. 

Representative Price. I would say previously it was under the con- 
trol of Congress, but it is not any more. It is if Congress exercises 
additional control. But we will have to take legislative action to 
get back control that we have given away, will we not ? 

Mr. Fintey. Yes,sir. I think you should. 

Representative Price. On page 4 you express some concern about 
increased consumer rates. Would you care to elaborate on that? 

Mr. Fintey. Yes, sir. Anybody that controls our wholesale power 
rates in the Tennessee Valley is ultimately going to control and affect 
our retail rates, beeause our retail rates are ms ade up froin 40 to 45 
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percent of the cost of our wholesale power. These contracts will run 
cout. They must be renewed. We then in the Tennessee Valley are 
dependent upon plants owned by Dixon-Yates or by the Southern Co. 
or by other companies, and we will have to pay whatever price—if 
we want to continue the arrangement, and you must do those things 
ahead of time—that they want to put on it. 

Representative Parrerson. We are confronted with that in New 
England, and that is only good competitive business. I just cannot 
see why you should be given a special advantage in this particular 
Case. 

Mr. Fintey. We bought the holding companies out that controlled 
our power rates in the Tennessee Valley in 1939. We paid them a 
lot of good hard money for it. We do not want our wholesale power 
back in their hands. We are happy and contented with the arrange- 
ment that we have with the TVA. We think it is a good arrange- 
ment. We think it is a sound arrangement. We do not want to go 
back to have our power supply dependent upon private power com- 
panies. 

Representative Price. Do you feel that the TVA program has 
affected rates elsewhere throughout the country 4 

Mr. Fintey. Yes, sir; I think it has. 

Representative Price. In what way ¢ 

Mr. Frntey. I think the influence of them. People all over America 
ask power companies about rates in the TVA area. We have a lot of 
visitors. 

Representative Price. Has it increased rates in New England or any 
other section of the country, or has it tended to lower the rates? 

Mr. Fintey. I think it has acted to keep the rates down as a stabi- 
lizer. On that chart I have shown you there, the further away you 
get from the TVA the higher the rates are. 

Representative Price. You have a chart before you. Would you 
care to explain that chart for the record ¢ 

Representative Parrerson. I want to know how the prices are going 
to come down in New England. 

Mr. Fintey. If I may take chart No. 3 to illustrate what I mean, it is 
the average price of power purchased by REA borrowers. Those are 
the rural electric cooperatives. Most of this power that they buy, ex- 
cept in the northwest area and the TVA area, comes from private 
power companies. In the TVA area you will notice that the average 
rate is roughly 4.9 mills. Right around to the lower part of us, 
Alabama and Georgia, the wholesale prices for that are 6.5 mills. 
As you get up north in Kentucky and up in there it gets up to 9 mills. 
If you get in that circle on the outside, it gets up to 9.3 mills. If you 
get up to New England, it is up to 13.8, 15.5. The same thing is true 
from the Bonneville area. 

Representative Patrerson. You say the effect of the TVA has low- 
ered the cost in New England. It does not add up as these figures are 
concerned. 

Mr. Fintey. No; I would say if you had a TVA area in New Eng- 
land you would not be paying 13.8 mills. 

Representative Price. You have been a utility engineer for over 30 
years and have been close to the subject ? 

Mr. Frntey. Yes, sir. 
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Representative Price. Will you give us some idea about how these 
rates looked before the advent of TVA? 

Mr. Fintey. If you will go back to chart No. 1, sir, it shows the aver- 
age bills for residential services in large cities —_ in October 1932 
We had the highest rate, 5.26, in our area, ch: art No.1. Then they ran 
on out there. If you go to o the same area in 1952, you can see that those 
rates have been pulled down. Of course, our rates down in there for 
100 kilowatt-hours are $2.50 where they used to be $5.26. 

Representative Price. They were pulled down even in New England 
very slightly ? 

Mr. Fin.ey. I feel sincere sly that the TVA projec t has reduced rates. 

Representative Price. The Dixon-Yates contract will not affect the 
New England situation at all. That is not the issue involved here. 
On page 5 you make reference to the political situation given to the 
determination of the site. What did you mean by that? 

Mr. Fintey. Maybe I can explain. One of the reasons I heard that 
the Dixon-Yates area was picked out was that it was the only private 
power company area close to Memphis. That seemed to me to place 
political considerations on it. I mean considerations other than sound 
engineering on it. That is, it was the only territory controlled by a 
private power company close to Memphis. 

Representative Price. What do you think of the comparison of the 
two sites that have been mentioned in our consideration of this Dixon- 
Yates matter, the Dixon- Yates site at West Memphis and the Fulton 
site for the TVA plan ? 

Mr. Fintey. I can only take the words of everybody’s testimony 
that I read before this committee, and all of the people, many of 
whom are more expert than I am in such matters, agree that the Fulton 
site is much superior to this West Memphis site. I would go on Major 
Allen’s testimony this afternoon that that site is not as good as it 
might be. 

Representative Price. On page 6 where you make reference to a 
quote from an official of Mr. Dixon’s outfit, “the Dixon- Yates contract 
is on the rails and the rails are greased,” would you give us any more 
detail on that statement? Do you know who made the statement ? 

Mr. Frxtey. A former official of one of Mr. Dixon’s companies testi- 
fying before a subcommittee of the Judiciary in the Senate, Mr. 
Stietenroth, was quoted of making that statement in his testimony. 
I think I have the reference. 

Representative Price. Was he under oath when he made the state 
ment ? 

Mr. Frntey. I was not here, and I do not know that, sir. I say he 
was reported as having made it. 

Representative Price. Is that the full statement ? 

Mr. Frntey. I can read to you the account of it that I have that is 
proposedly taken from the record. 

Representative Price. I think you should make a statement on that. 

Mr. Fin.ey. [f the record says he did not make this, I will stand 
corrected. It is reported that this statement was made to him by Mr. 
Paul Hallingby, assistant to Mr. Edgar H. Dixon, president of Middle 
South and New York. 

Representative Price. What is the full statement ? 

54602—54——30 
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Mr. Fintey. If I may read it— 

A Middle South utility official is reported to have declared that the Dixon-Yates 
contract is on the rails and the rails are greased. J. D. Stietenroth, former secre- 
tary-treasurer of Mississippi Power & Light Co., a Middle South subsidiary, in 
u stimony before the Langer committee attributed the statement to Paul Halling- 
by, assistant to Edgar H. Dixon, president of Middle South. Mr. Stietenroth 
testified that while on a visit to the New York office of Middle South he picked 
up one of a stack of printed forms. 

I found that I had in my hands— 


and this is Mr. Stietenroth, this is his quotation— 


a printed copy of a contract that was related to the Atomic Energy Commis- 
sion, West Memphis Generating Station, Dixon-Yates. I also had a loan agree- 
ment of moneys to be put up by Metropolitan Life Insurance Co. 

Chairman Cote. If you will permit, it is not necessary to read the 
entire article. Why do you not direct your attention to the quotation 
referring to the greasing of the rails? 

Mr. Finiey. I beg your pardon. In discussing the Dixon- Yates 
contract with Mr. Hallingby, Mr. Stietenroth said he was advised that 
it was all right—“It is on the rails and the rails are greased.” 

Mr. Chairman, I will be glad to try to find that in the Langer com- 
mittee testimony. 

Chairman Corr. We have easier ways of getting it. 

Mr. Finutey. You can get it, sir. 

Representative Price. Getting back to the Johnsonville plant, do 
you mean that there are some vacant stalls at that plant at the present 
time ? 

Mr. Finuey. I say, in effect, yes, sir. The site has been bought. 
The plant has been constructed. There are six units in it now. But 
it is designed for 10 units. In other words, there is no more site to 
be acquired, it is merely placing the units in. I suppose there are some 
buildings necessary, of course. There was no work done toward these 
additional units because they have never been authorized. 

Representative Price. Mr. Chairman, I think that is all I have. 

Chairman Corr. Are there any questions on the Senate side? 

If not, Mr. Jenkins. 

Representative Jenkins. Mr. Finley, I think you have made a very 
clear statement. But that is the statement that has been made by the 
advocates of the TVA ever since that organization was put together. 
The TVA means Tennessee Valley Authority, does it not? 

Mr. Finuey. Yes, sir. 

Representative Jenkins. That means an authority created by the 
United States Government, does it not? 

Mr. Fintey. Yes, sir. 

Representative Jenkins. That means the United States Govern- 
ment went down into Tennessee and spent millions of dollars giving 
to the people of Tennessee a great new authority from which has come 
cheap power which you have had all these years—cheaper than any 
other place in the United States, is that right? 

Mr. Fintey. I would not agree. I would accept your description 
of it, sir, but I do not believe I would be in accord with it. 

Representative Jenxrns. Is it not true that the rates in the Tennes- 
see Valley on the whole have been lower than any other place in 
the United States? 
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Mr. Fintey. They are about on a par in the Northwest area. 

Representative Jenkins. Those in the Northwest are also Govern- 
ment subsidized. That is right, is it not? 

Mr. Fintey. No, sir. I would accept your description of it, but I 
do not believe I would agree with you, sir. 

Representative JENKINS. I was a member of the Joint Committee of 
the Senate and House about 15 years ago when we were sent down 
to make an investigation of the TVA, and that is what we found there 
and we find it now. The Government gave you a great benefaction 
and you have done well by it. Now, then the Government has built 
down there a great big atomic energy plant employing thousands of 
people; I presume a good deal like the one built in southern Ohio. It 
cost the Government millions and millions of dollars. You do not 
want to let the Government do anything to bring any power to itself 
a little cheaper; you want to compel the Government to pay you as 
much as they pay anybody else anywhere to bring power to its own 
property and to its own plant; is that right ? 

Mr. Frxtey. No, sir. I accept your statement. I remember when 
you were in Tennessee with the committee, sir. We had some hearings. 

Representative JENKiINs. Senator Donahey of Ohio was the chair 
man, and I am proud to say he agreed with me on everything we did 
down there. We found then, as [ say now, you have a wonderful in- 
stitution created by the Government but you do not want to give the 
Government anything. You want the Government to pay you more 
than it pays anybody else, and that is all there is to this controversy 
it seems to me. 

Mr. Fintey. I could not agree with that, sir; but I will accept your 
description. 

Representative Jenkins. That is all, Mr. Chairman. 

Chairman Corr. Mr. Finley, what is the usual length or term of 
the contracts which your cooperatives and municipalities have with 
TVA? 

Mr. Frntey. Twenty years is the standard contract now, sir. When 
we executed our contract it was for a 30- year period. 

Chairman Cote. Who is “we’’? 

Mr. Fintey. Our board in Chattanooga, my operation in Chatta- 
nooga. There was a provision in the TVA Act that they could make 
30-year contracts with distributors who were located at a dam, and 
we have a dam right close to us. 

Chairman Core. Are those contracts firm with respect to the rate 
that you people pay? 

Mr. Fintey. No, sir. Our contracts have an escalator clause on 
the cost of fuel. They have an escalator clause that is related to the 
price index of the United States, I will say. There are two escalator 
provisions in those contracts. 

Chairman Corr. One of them based on the possible increased cost 
of fuel and the other based on the price index throughout the country ¢ 

Mr. Frxtey. Yes, sir; we put the fuel in when they began to turn 
to steam more and more 

Chairman Coxz. Those are the only two conditions under which 
rates of TVA consumers could be adjusted upward ? 

Mr. Fruzey. That is right, sir. 
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Chairman Cors, Is it your view that if this Dixon-Yates project 
goes through and additional expenses are incurred by the TVA that 
will offer or provide a basis under which TVA may expect its con- 
sumers to pay a higher rate? 

Mr. Fintey. Yes, sir; these additional costs-—— 

Chairman Cote. You have just indicated there are only two pos- 
sible bases on which the rates could be increased. : 

Mr. Fintey. You must remember that we are also committed to 
pay rates that will keep TVA whole in accordance with the provisions 
which Congress has laid down. 

Chairman Core. Is that part of the contract? 

Mr. Finey. It is in the act. 

Chairman Coir. But it is not part of the contract between TVA 
and the distributors or the consumers of the power ? 

Mr. Fintey. We do that. We voluntarily raised our rates. 

Chairman Cote. You did not have to-by contract. 

Mr. Fintey. Two years ago we voluntarily affected an increase in 
our rates because TV A’s costs were mounting and we wanted to be 
kept away from the description of being subsidized. 

Chairman Core. My point is that apparently, from your testimony, 
under the present commitments of REA people and municipalities 
and consumers—the customers of TVA—the price which they pay 
to TVA for the power they get is a firm price which cannot be changed 
without consent of the consumer within the 20-year period except 
upon a showing of an increased cost in coal or an increase in the 
price index throughout the country. Is that not correct? 

Mr. Fintey. This million and a half or $314 million that AEC 
is going to pick up, we believe that will be passed on to us eventually 
and succeeding plants will pass more on to us. 

Chairman Coie. How can it be passed on to you if your contract 
protects you against any demand on the part of TVA for an increase? 

Mr. Frntey. Those contracts are expiring now. They begin to 
expire. 

Chairman Coir. Now you are giving me an answer I am inclined 
to accept. For whatever extent the life of existing contracts may 
be, it is the fact, is it not, that the consumers are not exposed to 
any increase in rates except upon the two bases to which we have 
referred ¢ 

Mr. Fintey. That is right. 

Chairman Corn. Let me ask you this: It requires a bit of specula- 
tion. If the consumers and users of TVA power could now be as- 
sured that this Dixon- Yates proposal would not result in any added 
expense to TVA upon which there might be a claim for an increase 
in rates to them, what possible basis would they have to be concerned 
about this proposal ¢ 

Mr. Frxtey. There is always a possibility that by some administra- 
tive decision that would be changed, sir. It is not a matter of law. 
A succeeding administrative agency could change this anytime it 
wanted. 

Chairman Corr. I based it upon the assumption that there could 
be that assurance. Of course, it would have to be a firm and perma- 
nent assurance. Assuming that to be the case, now give me the reason 
why the consumers of TVA power should be alarmed and concerned. 
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Mr. Fintry. We are frankly alarmed, not for a year or 2 years; 
we are alarmed as a long pull that this thing is going to begin to be 
the process of putting our power supply in the hands of the private 
utilities. As these contracts expire and these provisions in this con- 
tract become effective, we will have those reflected on us, sir. It 
may be in your mind not an unwarranted assumption, but this thing 
is pretty serious to us. 

Chairman Cote. Maybe so. But if I were buying power down 
there and I was assured that a deal that somebody wanted to make 
was not going to result in an increase in my power bill, I do not know 
any reason why I would get hot and bothered about it. 

Mr. Fintey. Perhaps you would not, sir. 

Chairman Core. Are there any other questions? 

Senator Gore. Mr. Chairman? 

Chairman Coisz. Senator Gore. 

Senator Gore. Mr. Finley, is it not a fact that the Ferguson amend- 
ment authorizes the Atomic Energy Commission to make such con- 
tracts as the Dixon-Yates contract to replace all the power now fur- 
nished by the TVA to the AEC? 

Mr. Fintey. If I understand it, sir, that is correct. 

Senator Gore. And does not that entail something more than 3 
million kilowatts? 

Mr. Fintey. The atomic-energy contractual figures have been pretty 
hush-hush. I have seen the 3 million figure quoted. It may be 
probably more than that. 

Representative Hoxtrrevp. If the Senator will yield, it is 2,900,000 
that the TVA is now furnishing AEC. 

Senator Gore. It is approximately 3 million. 

Is it not a fact, Mr. Finley, that another proposition for another 
plant similar to this has alre sady been made by a power company to 
the northeast of the TVA service area ? 

Mr. Fintey. I could not testify. 

Senator Gore. I can. Is it not true that Mr. Yates’ company has 
already purchased a site on the Tennessee River not so far from 
Chattanooga ? 

Mr. Fintey. He has, sir, and he offered to supply power for 5.32 
mills, 

Senator Gore. Under this contract, excess power will be released to 
these companies not at 5.32 but at 1.8? 

Mr. Frntey. I did not see the detail. I will not say I can testify as 
to the details of that. He has offered to furnish it for that price. 

Senator Gore. So with the authorization already written into the 
law for five Dixon- Yates contracts, with a second proposition already 
made, and a third site already purchased, is it any wonder that people 
in the Tennessee Valley prick up their ears? 

Mr. Fintey. That is the reason I am up here, Senator. You are 
right, sir, we are worried. 

Senator Gere. What is the investment of the Chattanooga power 
board in your power distribution facilities 

Mr. Fintey. I gave the figure as approximately $21 million. 

Senator Gore. ‘What is the investment of the other municipal and 
REA distribution agencies distributing power purchased wholesale 


from TVA? 
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Mr. Frntey. Approximately $400 million, sir. 

Senator Gore. So is it your contention that the people in the valley, 
not only in Tennessee but in the surrounding States served by the 
TVA, are a very substantial partner in this venture ! 

Mr. Fintey. We think we are, sir, yes. 

Senator Gore. And as such you have a legitimate interest in the 
sources of power and the preservation of the partnership as it has 
existed ¢ 

Mr. Fintey. We certainly have, sir. 

Senator Gore. Do you feel further that the rates which you pay are 
sufficient to give to the Government a return upon its investment over 
and above the cost? 

Mr. Frntey. We believe the record shows that. 

Senator Gore. And is it not a fact that the recent annual report of 
the Tennessee Valley Authority showed a net profit last year of $28 
million ¢ 

Mr. Fintey. I believe it was roughly that. 

Senator Gore. And is it not a fact that every dollar of that belongs 
tothe Treasury of the United States? 

Mr. Fintey. It does. 

Senator Gore. Thank you, Mr. Chairman. 

Chairman Core. Thank you very much. 

Chairman Coie. Our next witness will be Mr. Dempster, the mayor 
of Knoxville, Tenn. 

Mr. Dempster, do you solemnly swear the testimony and evidence 
you shall give in this proceeding will be the truth, the whole truth, 
and nothing but the truth, so help you God ¢ 

Mr. Dempster. I do. 


TESTIMONY OF GEORGE R. DEMPSTER, MAYOR, KNOXVILLE, TENN., 
AND PRESIDENT, CITIZENS FOR TVA, INC. 


Mr. Dempster. Gentlemen, I come in a little different category than 
some of these eminent people who have preceded me. It makes me 
think of the time when Henry Ford sued the Chicago Tribune fo 
a million dollars for libel. During the course of the trial he was 
being cross-questioned by the opposing attorney and he had a very 
dim know ledge of the geography and the history of America and this 
lawyer said, “Now, Mr. Ford, when Paul Cooper came over on the 
Mayflower with John Paul Jones what part of the Dinited States did 
he land on?” Henry Ford thought for a minute and he said, “I will 
tell you what; I don’t rightly know that, but you see that tall man on 
the end¢ He is my historian and when you get him on the stand 
you ask him that question and he will give you the right answer.” 
I am going to have to refer to some of these experts when you get 
down to that point. 

Representative Horrrretp. Mayor, you will not be the first one that 
has referred to an expert on one side or the other. 

Mr. Dempster. Thank you very much. I am going to read this 
prepared statement and I will make some remarks afterward if the 
committee will bear with me. I do want to say that I have seen lots 
of committees in action and I have never seen the courtesy extended 
to the witnesses that has been extended to the men here today. You 
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men ought to be getting time and a half for this overtime work and 
it is very nice of you to hold this night session and I commend you 
for so doing. 

I am George R. Dempster, a manufacturer, mayor of Knoxville, 
Tenn., and president of Citizens for TVA, Inc., a membership organ- 
ization dedicated to the support of TV A at maximum efficiency. ‘Those 
two words “maximum efficiency” are the words of Candidate Eisen- 
hower, I might say. 

] have a wire from the executive secretary endorsing the stand I 
am taking and it is in line with the American Municipal Association. 

lam not a power expert. I hardly know a kilowatt from a rheostat. 
But I know a rotten deal when I see one, and that’s exactly what this 
Dixon- Yates contract is and that is not casting reflection on any mem- 
ber of this committee or the Congress. I ask this honorable com- 
mittee to hold up on this deal and give the whole Congress an oppor- 
tunity to look at it. 

You cannot prove by me whether Dixon- Yates stands to make 9 per- 
cent profit on this deal, or 30 percent, although I would not be sur- 
prised if it came closer to 30 from my experience with the Insull crowd. 
And I am a very poor witness on load factors, backup power or the 
B. t. u.’s in a ton of Kentucky coal. 

Chairman Corr. If you will pardon the interruption for a minute, 
you say you are a manufacturer. Would you mind telling us the 
nature of your business ? 

Mr. Dempster. | manufacture items based on some twenty-odd 
patents which I own known as the Dempster Dumpster. It is a 
detachable unit. Instead of having the body fixed to the truck it- 
self making it necessary to stop that truck and load by hand or power 
shovel, I go in and sit the body down itself that can be loaded while 
my truck is gone elsewhere. I have increased the efliciency of the 
average truck six or seven hundred percent by that invention. 

Chairman Cotg. In other words, you are engaged in the business 
of manufacturing equipment to carry great loads? 

Mr. Demrsrer. Yes, sir. 

Chairman Core. I am sure you will thank me for this opportunity 
for giving you a bit of advertising. 

Mr. Dempster. Thank you. 

Chairman Core. What prompted my interruption at the moment 
is that I notice your statement in which you say, “I am a very poor 
witness on load factors.” Knowing your business, I was somewhat 
surprised that you confess your weakness. 

Mr. Dempster. Thank you, sir. I appreciate this commercial 
plug very much and I am glad to get a word in for Dempster Dumpster. 
When I was talking about load factors I meant power alone. My 
unit does pick up 38 tons at 1 sitting in 30 seconds. Thank you very 
much. Ifany further information is needed—— 

Senator Bricker. Does it haul 38 tons over the highways? 

Mr. Dempster. Anywhere it is legal. We don’t violate the law, 
Senator, but it is my great pleasure to say that your great State of 
Ohio is one of the best customers I have. I worked in there when I 
was a boy 14 years of age. I have watched everything that has been 
said by you in the meantime and I commend you on much of what 
you have done in your official life. 
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Chairman Cote. Let us get back on the rails again. 

Mr. Dempster. All right, sir. I will proceed to grease the rails if I 
may. I say I will grease the skids. I want to skid these people out of 
this picture. 

I am one of several million people who have not seen the Dixon- 
Yates contract and unlike many others I do not particularly want to 
see it, nor study any of the fine print therein. What concerns me 
and so many thousands of my fellow citizens is that there is such a 
contract at all. 

This contract puts back into the Tennessee Valley the same utility 
monopolists who never did a thing to serve us adequately and as a 
result were voted out of the valley by the people themselves. 

These voluntary decisions to buy out the utilities and to contract 
with TVA were made in referendum after referendum, starting with 
an 84 to 1—that would be a good Republican vote—of the citizens of 
Muscle Shoals, Ala., in May 1933, and ending 17 years later with a 
1,225 to 83 vote in Union City, Tenn. 

We made a democratic decision to buy out the private utilities and 
enter into partnership with TVA. We made it plain that we did not 
want any more traffic with the private utilities and their high rates 
and poor service. We paid them a fair price for their properties and 
Congress approved. 

My own city of Knoxville, following approval both by popular 
referendum and action of the city council, ac quired the electric prop- 
erties of the Tennessee Public Service Co. for $5,483,500 and made a 
long-term contract with TVA. The story is the same the valley over. 
We have over $400 million invested in a power distribution system 


based on the dynamic principle of abundant electricity at low cost. 
Do you understand what a dictatorial action the administration has 
taken in unilaterally overturning our decision ¢ 
I understand that when Mr. Rowland Hughes, the Director of the 
Bureau of the Budget, was testifying before’ you the other day about 
this Dixon-Yates deal he said: 


It was the interest of the TVA that was the predominant reason for entering 
into this operation, for the general benefit of the people and the Government as a 
whole. 

This is strange coming from Mr. Hughes—essentially in view of a 
single-spaced 2-page letter I received this afternoon from 2 members 
of the TVA. So far as I know, this matter was not even discussed 
with the top bracket on TVA until it leaked out through various 
sources through the press. This is strange coming from Mr. Hughes, 
who has had “plenty of opportunity to see how we do things in the 
Tennessee Valley and to see the great progress we have made during 
the past 20 years because of the T ‘VA. He has visited our State many 
times which many people have not done who are attempting to strangle 
TVA. It seems very peculiar for him, or for any other group in the 
administration, to have decided that this deal should be undertaken 
in the interests of our people down in the Tennessee Valley without 
even consulting us. And when they found out that everybody in the 
Tennessee V alley was opposed to this extravagant and obnoxious deal, 
they apparently decided to pay no attention to our views and to over- 
ride our wishes. 
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Nobody should try to tell Tennessee Valley citizens, as Mr. Hughes 
tried to tell us in his testimony, that this deal does not interfere with 
the TVA. It corrupts the TVA; it weakens TVA; it makes it de- 
pendent on the very forces who have fought it for.21 years to my 
yersonal knowledge. Down in the valley, we read the President's 
Cadines message last January very carefully. From it we understood 
that the Atomic E nergy Commission was going to get a block of its 
electric power from some other source and let TVA get back to meeting 
the needs of the valley. That was all right with us, although it did 
seem a rather odd and unbusinesslike action for the Government to 
deliberately inflate its atomic energy bill. 

As taxpayers we may have grumbled that this business-minded ad- 
ministration didn’t seem to know a bargain when it saw one. 

But if AEC wanted to turn to higher cost sources, despite the avail- 
ability of the Government’s own TVA powerhouse to do the job 
cheaper and more efficiently and with better promise of meeting na- 
tional-defense deadlines—then that was a policy question which the 
American people sooner or later would have to give answer to. To us, 
it meant that TVA would be permitted to meet its utility responsi- 
bility to the power consumers of the valley itself—even though the 
TVA ouseute will tell you the 500,000 kilowatts supposed to have 
been turned back to TVA is too little to meet normal load growth. 

But what happened? It soon became clear that AEC and the 
Bureau of the Budget were making a deal with a couple of private 
utility holding companies—TY A’s sworn enemies—to furnish power 
not to AEC but to the TV A—and this is something important, gen 
tlemen—and at a point at least 200 miles from the nearest atomic 
energy installation. 

They propose to send this power across the Mississippi River at 
Memphis. I tell you, Mr. Chairman, we don’t want it, and our people 
are very incensed about this deal and we are not coming here as beggars 
either. 

We feel sure that if the entire Congress gives its consideration to 
this matter a decision will be made to abandon the Dixon- Yates con- 
tract and deal with TVA in a responsible manner. 

I will make this prediction: If TVA is permitted to construct its 
own generating capacity instead of relying on Dixon- Yates, it can go 
to work as late as next July and then beat the Dixon-Yates crowd all 
hollow. Iam on safe ground there, because TVA has already shown 
up the Dixon-McA fee crowd in the historic race at Paducah which 
produced the notorious Ebasco fiasco. 

And the plants that TVA constructs will be good ones—well-built 
self-liquidating and above flood levels. Remember that item because 
I will come back to it in a few moments. No one will ever pass over 
a TVA steam plant in a rowboat as I am told the Honorable Herbert 
Hoover did over the Dixon-Yates site during one of the floods in the 
Mississippi River; 1927, I believe, floods which have been controlled 
in the meantime by reason of the fact the Tennessee Valley Authority 

can trap that water and feed it in the valley as needed rather than 
destroy the lands down there. 

I understand that when General Vogel was here Monday he told 
you the simple fact—which every one in the Tennessee Valley area 
knows—that the Fulton site is a far, far better site for a plant from 
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the standpoint of engineering as well as economics, than this curious, 
expensive, and perilous site which the Dixon- Yates people have selected 
and are trying to foist upon the Government. And if they succeed 
in foisting thisAipon the Government, we know who in the long run 
will pay the price. Through higher costs and higher rate structures 
and inefficient operation, it will be taken out of the pockets of the con- 
sumers of the Tennessee Valley region. 

As I have indicated, I will leave the fine print in the contract to 
the experts. We don’t care what the fine print says. It is the funda- 
mental purpose of the contract that we object to. That purpose is, 
first, to cripple TVA and then kill it off with the four other Dixon- 
Yates deals authorized in the Ferguson amendment to the Atomic 
Energy Act. 

As Mr. Price has stated, that can be done without coming back to 
the Congress. 

We know too much about the utilities and their history—and now 
we know too much about the AEC and the Bureau of the Budget—to 
believe that this contract will leave TVA rates unaffected. 

If this Dixon- Yates contract were not so serious to the country, if it 
did not threaten to wreck a great bargaining level in reducing electric 
rates nationwide, if it did not run contrary to well-est: ablished public 
policy, I would be willing to say that the sponsors of this deal have 
made their bed, now let them lie in it—extra costs, Ebasco, flood 
vaters, and all. 

But the Dixon-Yates contract does present a serious question of 
public policy. In the opinion of many thousands of people, citizens 
for TVA included, it should be withdrawn or held up for further dis- 
cussion by the Congress as a whole. 

Chairman Corr. Thank you, very much, Mr. Dempster. 

Are there any questions ? 

Mr. Dempster. May I extend my remarks beyond that pr rent if you 
don’t mind, because the question has been brought up here. I will make 
it brief. I will try not to keep the committee too long. I be use it 
now but I can qualify as an expert of earth and rock removal. You 
put in 5 years in the Panama Canal under the direction of the late 
General Goethals and that brings me down to what I know. 

The French, even though they failed because of graft and disease to 
build the canal, had brilliant engineers under De Lesseps who success- 
fully built the Suez Canal. His engineers said that the lock site on the 
west end should be at Miraflores. Our engineers without due exami- 
nation stated that it should be at La Boca which was down on the coast. 
I took the first shovel in there in 1907 and we excavated for 9 months. 
During that time, we were core drilling all the time. We found out 
we had the same foundation there outside of the hills which we after- 
ward used to get rock for the quarries; when we stepped off that hill 
we stepped down into a crevice, and it was so bad that eventually the 
dock turned over on a ship. A ship was coaling there and a dock 
turned over it. 

That is what you are going to do in foundation, the most important 
thing about any heavy building. The foundation must be right. 

There is a bridge across the Mississippi River at Memphis. They 
went down 128 feet in one pier that I have knowledge of to get a snit- 
able foundation to carry that bridge. 
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Gentlemen, it is my studied opinion—you heard Major Allen saying 
something about the muck over there—there is a crust that will form 
after a million years that gives you the idea it is firm ground. My 
opinion is that has never been properly core drilled over there. Had 
it been so, they would not have come in and told you they could build 
a plant cheap i in Arkansas as the Fulton plant. It cannot be done. I 
saw a man in my own town who thought he had a foundation. He 
had a shelf of rock. He went in 10 feet. I said, “You better try 
20 feet cae He did and then went 128 feet. He was 10 feet below 
the bed of the Tennessee River before he could get a suitable pilaster 
established on bedrock to establish a 7-story building. 

When they go to Arkansas where they have to build a 30-foot levee 
to keep the Mississippi River, gentlemen—this is the most outrageous 
thing I have ever heard. I hope nothing will come of it. I sympa- 
thize with the gentleman from New England and I suggest to him 
that in order to cover that situation in his country that he try to 
develop the 8 million kilowatts of undeveloped waterpower in New 
England and, if he does, we will pledge you that the people in Ten- 
nessee Valley will go to bat with you in this Congress to get the 
appropriation for that purpose. 

Chairman Corr. Thank you. 

as there any questions from Members of the Senate? 

Senator Gore. Mr. Mayor, with respect to this site, is not Memphis 
on the bluff side of the river? 

Mr. Dempster. Yes, sir. 

Senator Gore. Is not that where the power is needed ? 

Mr. Dempster. That is where it is needed. 

Senator Gore. Would you be able to give us an estimate of how 
much more it would cost to build the plant—maybe you have not given 
that thought—you can say it would cost a great deal more to build 
it in the soft alluvial soil ? 

Mr. Dempster. Yes, sir. The foundation is the most expensive part 
of a building in bad ground and that is bad ground in Arkansas. 

Senator Gore. I know you do not want to be bothered with the 
details of this contract, but I wonder if you did know that what little 
specifications there are provided that the generators shall be on an 
open deck 35 feet above the ground. 

Mr. Demester. That corresponds pretty well with my idea that they 
would have to build a 30-foot levee to keep the water out of the 
boilers. 

Senator Gore. As a matter of fact, the boiler is supposed to be at 
that elevation, too. 

Mr. Dempster. They will put automatic pumps and every time 
the river comes over they will have to pump it out. It is a very 
expensive procedure. May I enlarge on that a minute? This is what 
mystifies me. I stripped coal in western Kentucky. I took the first 
coal-stripper shovels in there in 1930. There are probably now 50 or 
60 in there. They wanted the power at Paducah. Why then go down 
200 miles away on the wrong side of the Mississippi River, the big- 
gest river we have, and below water level, and create this power? 
Where is it going to be used? They want it at Paducah. 

Mr. Chairman, I guess there are 40 seams of coal in Kentucky. 
I mined No. 9 and No. 14. Down a mile and mile and a half deep 
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there will be 40 seams of coal. Indiana, Illinois are the same way 
and Ohio is the same way. You have strip coal around in different 
parts of Ohio. You have underground coal in many parts of the State. 
Why on earth to go 200 miles away down there to build something 
to pump power back up through yonder is beyond me. The trans- 
portation of coal—why, Mr. Chairman, this thing could be put some- 
where not too far from Paducah. They could bring coal in on a 
conveyor belt. As you remember, that has been proposed in Ohio. 

The Senator from Ohio will know that. 

There has been a proposition made from the coalfield up to the 
Lake Erie ports to put in a conveyor belt, the cheapest way to carry 
materials in the world, even cheaper than Dempster Dumpster, by the 
way. When you could build this on top of a coal seam, a coal seam 
where you could produce 10,000 tons a day out of one hole, and go 
down 200 miles—why you have to haul the coal down and power bac k— 
transmission lines are very expensive; the loss of transmission power 
in transmission is very high—I don’t see how in the world. They are 
going to use coal apparently for 2,000 years yet. If not, they will use 
oil and gas. Why carry it down there I cannot see it. I may be dumb 
but I cannot see that. 

Senator Gore. From your experience, since the power is needed on 
the high side of the river and it is proposed to build the plant on the 
low side of the river, how much is it going to cost to build the power 
line across the river to get the power where it is needed in the first 
place ? 

Mr. Dempster. It will be several hundred thousand dollars, I would 
say, when you go through the foundation. You have to have big 
abutments or piers on each side to carry it. It is an expensive propo- 
sition. It should not be on that side of the river. If they are deter- 
mined to build it, build it on the east side. I think they ought to build 
up in the other pl: ice. 

Senator Gore. I am afraid you are slightly off on your estimate of 
cost. It is estimated that it will cost several million dollars to build 
this span across the Mississippi River. 

Mr. Dempster. That further confirms my statement. I am not an 
expert on power transmission. 

Chairman Cote. Mr. Holifield. 

Representative Ho.iFrretp. Mr. Dempster, I am glad you have tes- 
tified on this subject of the site itself. I have been trying to get some 
engineering information on this particular site. I happen to know 
that there were extensive core borings by the TVA for a site until they 
finally located the Fulton site. There they found the best underrock 
foundation anywhere along the east or the west bank of the river. In 
a letter from Gen. John Hardin to General Nichols, he pointed out 
that the elevation of the ground there was 212 and he recommended 
that the elevation be raised to 220, which, as I understand it, is the 
8-foot fill. He also recommended that the level of the generators—I 
am not sure about the boilers—would be at the level of 245. 

Mr. Dempster. That is at the Fulton plant? 
Representative Houiriretp. No. This 1s the Dixon- Yates plant. 


Mr. Dempster. Maybe they will leave them up in the air like the 
pedestal. 
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Representative Houtrretp. That indicates they will put the gen- 
erators 35 feet above ground. Will not that involve some very ex- 
pensive foundations ? 

Mr. Dempster. It is just amazing. From my knowledge of engi- 
neering and excavation and building, it is amazing to me that anybody 
would think about it in the first place. 

Representative Hortrretp. We have not had any real expert opinion 
on this particular point. I have queried about this point several times 
because information that I have obtained has caused me as a layman 
to wonder why they are going over there between two levees and they 
said they had to raise it to this height to guard it from inundation 
from backwater. That does not mean the water that goes down the 
middle of the Mississippi River between the levees of the Mississippi. 
That means water that is collected in the creeks and bayous back of 
the Mississippi, as I understand it, and comes in toward the river. 
The map that was shown to us by Congressmen Gathings the other 
day shows that the site is between the so-called backwater levee and 
the main levee of the Mississippi River. I just could not understand 
why they would pick a site like that unless they were willing to trade 
« decent engineering site and a cheap engineering site for some other 
advantage. Sol had to conclude that was the reason. 

I have been down in that country. I used to live in Arkansas. I 
have been there when you could hear the floodwaters of the Mississippi 
breaking through the levees. I know it is a tremendous problem. 

Mr. Dempsrer. I know what you are talking about. I remember 
50 years ago seeing a man going across the levee with a rifle on his 
saddle and the Robert E. Lee would get too close—he would shoot 
over to get them over in the middle. 

Representative Horirretp. And they patrolled the levees on each 
side to keep the people from dynamiting the levees. They still do it. 
I have filled sandbags on the Mississippi River levee. 

Mr. Dempster. I want to impose on you for 2 more minutes and 
then I will quit. I can get along with a Republican administration. 
I married a Republican 45 years ago. Itisa fine dealI made. I have 
come from a country where we have never had a Democratic Con- 
gressman for 102 years. I don’t think anybody can boast of that. 

Representative Price. Who would want to boast of that? 

Mr. Dempster. I might say nobody here can confess to that. Please 
correct that to say “confess.” We have elected a man down there, a 
Republican, the Honorable Howard Baker. 

Chairman Coz. A good man. 

Mr. Dempster. We thought so. We gave him a 13,000 majority 
when the Governor of the State who testified here yesterday was 
getting about a 25,000 majority in the same area. This man came 
out and said, “I think the Dixon-Yates deal is all wrong,” and he 
held up his hand all over the territory. He said, “I voted against 
it before and I still vote against it again.” We want him back up 
here. 

Senator Anperson. Are you talking about Congressman Baker? 

Mr. Dempster. Yes, sir. He came back up here. Remember that, 
you Democrats, when you vote. He will help you out on this Dixon- 
Yates thing. The Scripps-Howard alliance, and I don’t agree with 
those people—they had me for a chopping block for 25 years I have 
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been in public office—but if I had ever put fine print out of the paper 
and not let that Scripps-Howard bunch including this grey-headed 
fellow McNeil who rode my carcass for 20 years—if I had ever put 
2 contract out in fine print and didn’t let him see it he would have 
torn the city hall down. That is what is bad behind this. The 
Scripps-Howard alliance is the greatest support in America the Presi- 
dent has. I speak respectfully “because I have great admiration fo1 
him. Still they carried Tennessee, a Democratic State, for Eisen- 
hower. I would say if they had not supported him with the 3 big 
papers, the 2 in Memphis and 1 in Knoxville, he would not have 
carried Tennessee by 150,000 majority. They are his pals and friends. 
What did they say? The Governor mentioned it today. I will em- 
phasize it a bit. 

It said “Get off the hook.” Old Cordell Hull, for whom I have the 
greatest respect, and this man is a protege of his and coming along 
fine, and I am proud of our Senators—he had a saying, “God protect 
me from my friends. I can take care of my own enemies.” I am 
respectfully telling the President of the United States, if I may, as a 
small man—I am a small manufacturer. I am not a Socialist. My 
company paid about a million dollars in income taxes and I am proud 
of everything, except that I am an American, that my company could 
pay that; I don’t kick on taxes—but I say, Mr. President, “You need 
to be protected from your alleged friends” because this is not his idea. 
His friends have sold him this bill of goods down there and I say, 
“Cut that clipping out of Cordell Hull’s book and stop this thing 
now.” If it gets out on top of the table, gentlemen, and discussed by 
the whole Congress, I am sure they will vote that down because the 
people in America don’t like stuff done under the table, especially 
when they are fooling with public funds. 

I thank you very much for your courtesy. 

Represe ntative Price. Just a minute, Mayor. I have about, three 
questions. You do not believe, then, that TVA is creeping socialism ? 

Mr. Dempster. No, sir. The fact is I know it is not. I have 
watched those people work down there. This is something, too. I 
am glad you mentioned that. They believe you have to have lowest 
and best bid, gentlemen, to get business from them. I have gone up 
there and bid and bid and if I didn’t have the lowest and best the sy 
would pitch me out on my fanny and make me like it, too. After 21 
years of this unblemished record, a record that has been investigated 
by 3 or 4 Congresses, about their buying methods, then they say, all 
right, Mr. TVA, throw all that out the window. That is allover. We 
have started a new deal or raw deal or something else. We want you 
now to not to have competitive bidding. Don’t a dozen other people, 
but you, pick the anointed bones, the ones I have anointed Dixon- 
Yates and you deal with them on such and such a basis, on a guaran- 
teed basis and paying the freight and taxes. Gentlemen, I think it is 
an outrage. 

Representative Price. I want to ask one more question because I 
think you raised a very important point when you were talking about 
the site and location and, in particular, about the foundation. The 
foundation is a very expensive part of the construction. If they get 
into trouble on foundation, and they have some limitation on cost. be- 
cause of the rate they will be allowed—at least AEC claims they have 
tied them down on cost by a certain restriction that they claim they 
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have placed in this contract—so if they get into trouble on the founda 
tion, 1t might be expected that they would take some shortcuts and not 
try to go overboard on costs; is that true ¢ 

Mr. Dempster. Yes, si 

Representative Price. If that would be the case, then that might 
affect the operation of the equipment, might it not / 

Mr. Demester. Yes, sir. 

Representative Price. Could that cause any failure of equipment ? 

Mr. Dempster. The specifications should be tied and in writing in 
bold print that this is not to cost any more than this bee ause if they 
go in there with a cost-plus basis they will percent you to death. The 
costs and the overhead will come in and destroy any contract you have. 

Representative Price. It could cause failure of equipment there ? 

Mr. Dempster. Oh, yes, sir. 

Represent: ative Price. Then it is mentioned in section 8.05 of the 
force mayjuere there is listed one of the points of a shutdown due to 

failure of equipment, the Government continues to pay a capacity 
charge. This could cost the Government considerably more ¢ 

Mr. Dempster. Yes, unlimited. Senator. if it is a good location—— 

Chairman Core. You addressed him. Tle is a Congressman 

Mr. Dempster. I beg your pardon. I thought all the brass hats 
up here were Senators. I beg your pardon. I have great respect for 
you. Thank you, sir. 

Representative Price. This is a peculiar committee in that respect. 

Mr. Dempster. These power people are smart. Did you ever hear 
one of them building one of their own plants in a swamp? I don’t 
believe there is a plant built in the swamp in the world. They just 
don’t do that, sir, because they know what the foundation costs ar 
This is something that will have fine print in there and if there is 
any additional cost. we will pay the freight. 

Representative Parrerson. In your statement you say you are a 
manufacturer. What do you manufacture / 

Mr. Dempster. As I said, some items under some patents I have been 
issued by the United States Government. 

Chairman Core. It is in the record. Let us not repeat. 

Representative Parrerson. Just to keep the record straight, I want 
to tell his honor, the mayor, in New England we pay two and a half 
times as much for power as you people do in Tennessee. 

Mr. Dempster. Yes, sir. 

Representative Parrerson. Again, as a Representative from Con- 
necticut, I want to thank you for your gracious offer to help us obtain 
lower rates. 

Mr. Demrester. You have a wonderful country there. And that 
much power developed would change your whole complexion. In- 
cidentally, we have not robbed you, sir. That came out when Mr. 
Cooper came down—— 

Representative Patrrerson. I did not say you robbed us. We helped 
to subsidize you. 

Mr. Dempster. We are paying the freight back. 

Representative Parrerson. How? 

Mr. Dempster. In the interest we are paying. It is your property ; 
not mine. I want to emphasize this. I have heard a lot of talk about 
the subsidy in Tennessee Valley. 
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Representative Parrerson. You have not heard anything about it 
at all during these hearings but I assure you, you are going to. 

Mr. Dempsrer. I have no doubt about that. I want to put this in 
the record, too. We don’t want to be treated as good as your enemies— 
I mean as good as your frie nds, like England and France—we want 
you to treat us just as good as you do your enemies, that is Germany, 
Ttaly, and Japan, where you are spending billions of dollars. I don’t 
want the debt to increase because I am Scotch and I don’t like to pay 
the taxes. You are putting billions of dollars in a country where you 
don’t have a friend in the world. We are friendly people. We are 
part of America. When you put money there, it will be paid back. I 
say if you pay $4 billion and get kicked out of the place, you ought to 
look with a little compassion on us and make $400 million available 
for the Fulton plant. It is your property. We have a yardstick 
established—-—— 

Representative Parrerson. You, as a manufacturer, would not want 
the positions reversed. You would not want to be in New England 
paying this terrific tax? 

Mr. Dempster. I would be up there, sir. 

Representative Parrerson. In competition with yourself? 4 am 
surprised at you, as a manufacturer, making the statement. 

Mr. Dempster. No, sir. I would be pleading, sir, if you please, let 
us come and give us some of this and help us with some of this public 
power. 

Representative Parrerson. I feel sorry for you people i in Tennessee. 

Mr. Demesrer. We didn’t rob you, sir. North Carolina took your 
industry. We didn’t take it. We have one plant in Tennessee from 
New England. 

Representative Parrerson. North Carolina? How? 

Mr. Demrster. The Duke private power company. 

Representative Parrerson. Do you believe in private enterprise ? 

Mr. Dempster. Yes, sir. 

Representative Parrerson. That is all. 

Mr. Dempster. Thank you very much, sir. I appreciate the 
courtesy extended to me. 

Chairman Corr. The Chair wishes to file some communications 
which have been sent to the chairman, both for and against the 
proposal. 

(The telegrams referred to follow :) 

West Mempuis, ArKk., November 1, 1954. 
Congressman STERLING COLE, 


Chairman, Joint Congressional Atomic Energy Committee, 
House Office Building, Washington, D. C.: 


Urge that approval be given to proposed Dixon-Yates contract in the interest 
of supporting private enterprise. 


MERCHANTS & PLANTERS BANK. 






— 


Pine Biurr, ARK., November 8, 1954. 
Congressman W. STERLING COLE, 


Chairman, Joint Congressional Atomic Energy Committee, 
House Office Building, Washington, D. C.: 


Firmly believe the construction of the steam-generating plant in West Memphis, 
Ark.,'is in the best interest of the public. Urge you and your committee to give 
serious consideration of immediately going forward with your recommendation 
for the construction of the plant. 

W. A. SToneE, 
Erecutive Vice President, the Simmons National Bank, Pine Bluff, Ark. 
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OSCEOLA, ARK., 
November 3, 1954. 
Congressman STERLING COLE, 
Chairman, Joint Congressional Atomic Energy Commission, 
The House Office: 
Respectfully urge favorable consideration Dixon-Yates contract free enter- 
prise—need encouragement. 
MISSISSIPPI COUNTY BANK, OSCEOLA, ARK. 


FORREST CITY, ARK., 
November 4, 1954. 
Hon. STERLING COLE, 
Chairman, Joint Congressional Atomic Energy Commission, 
House Office Building: 
We believe granting West Memphis power contract to Dixon-Yates group 

preferable to public operation. 

PLANTERS BANK AND Trust COMPANY. 


SAVANNAH, GA., 
November 9, 1954. 
Congressman W. STERLING COLE, 
Care, House of Representatives, 
Washington, D. C.: 

Following resolution adopted today at Region 2 meeting of National Rural 
Electric Cooperative Association: Whereas the administration has required that 
the Joint Committee on Atomic Energy of the Congress waive the 30-day waiting 
period required under the law with respect to the consummation of the contract 
between the Atomic Energy Commission and the Mississippi Valley Generating 
Company, generally known as the Dixon-Yates contract ; and 

Whereas the electric systems of Georgia, South Carolina, and Florida are un 
alterably opposed to the principles involved in the planning and execution of this 
contract; and 

Whereas the thirty-day waiting period required under the law is for the pur- 
pose of protecting the public interest ; 

Now, therefore, let it be resolved that the Region 2 meeting of the National 
Rural Electric Cooperative Association, assembled in Savannah, Georgia, on 
this eighth day of November 1954, urges that the Joint Committee on Atomic 
Energy insist that the thirty-day waiting period provided by law be fully effectu- 
ated and not be waived, and that the rural electric systems be given adequate 
opportunity to present their views to the Joint Committee before any congres- 
sional action is taken to endorse this contract or place it in force, and 

Ke it further resolved that the Executive Committeemen for Region 2 of the 
National Rural Electric Cooperative Association be instructed to transmit copies 
o¥ this resolution by telegram to all members of the Joint Committee on Atomic 
Energy of the Congress. 

W. W. HENLEY, 
Executive Committeeman, Region 2, National Rural Electric Cooperative 
Association. 


Chairman Cote. May the Chair express appreciation to the mem- 
bers of the committee for sacrificing the evening in order to accomo 
date our witnesses from Tennessee. 

Tomorrow morning we will meet in executive meeting at 10 o’clock 
and adjourn to meet at an open hearing at 11 o’clock, at which time 
the witnesses will begin with Mayor Tobey of the city of Memphis; 
and tomorrow afternoon we will hear Representatives and Senators, 
depending what action the committee takes tomorrow morning. 

The committee is now adjourned. 

(Whereupon, at 9:40 p. m., Tuesday, November 9, 1954, the com- 
mittee recessed, to reconvene at 10 a. m., Wednesday, November 10, 
1954.) 
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EXERCISE OF STATUTORY REQUIREMENTS OF 
SECTION 164, ATOMIC ENERGY ACT OF 1954 


UTILITY CONTRACT BETWEEN ATOMIC ENERGY COMMIS- 
SION AND MISSISSIPPI VALLEY GENERATING CO. 


WEDNESDAY, NOVEMBER 10, 1954 


Coneress oF THE UNtrep Srares. 
Joint CoMMITTEE ON ATomMIC ENERGY, 
Washington, D. C. 

The Joint Committee met at 11:20 a. m., pursuant to recess, in the 
Old Supreme Court Chamber of the Capitol, Hon. W. Sterling Cole 
(chairman of the joint committee) presiding. 

Present: Representative Cole (presiding), Senator Hickenlooper, 
Senator Millikin, Senator Bricker, Senator Anderson, Senator Pas- 
tore, and Senator Gore; and Representative Hinshaw, Representative 
Van Zandt, Representative Patterson, Representative Jenkins, Rep- 
resentative Durham, Representative Holifield, Representative Price, 
and Representative Kilday. 

Also present: Corbin C. Allardice, executive director of the Joint 
Committee on Atomic Energy. 

Chairman Core. The hearing will be in order. The Chair observes 
a quorum present. 

Yesterday, the Senator from Rhode Island submitted a resolution 
for consideration by the Joint Committee and released the resolution 
for public information. Senator Pastore requested an executive meet- 
ing of the Joint Committee to consider that resolution. The Joint 
Committee has met in executive session and has determined by a major- 
ity vote of 10 to 8 that the resolution be laid on the table. 

Subsequently, the Joint Committee with unanimity determined to 
proceed to hear the witnesses who have been scheduled to appear for 
today, those consisting of Mayor Tobey, of Memphis, and Mark 
Stewart, of the Sand Mountain REA, and such members of the House 
and Senate as may wish to testify. 

Upon completion of that list of witnesses, further hearings will be 
suspended on this matter until the chairman of the committee has 
been advised by the Atomic Energy Commission that a completed 
contract has been executed by the signatures of the two parties. 

The first. witness to be called now is Mayor Tobey. 

Mr. Tobey, do you solemnly swear the testimony you shall give in 
the proceeding before the committee will be the truth, the whole truth 
and nothing but the truth, so help you God ? 

Mr. Tosey. I do. 
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Senator Gore. Mr. Chairman, may I respectfully call the attention 
of the committee to the presence of the charming Mrs. Tobey? Will 
you stand, Mrs. Tobey ? 

Chairman Cote. Mr. Tobey, will you proceed ? 


TESTIMONY OF FRANK T. TOBEY, MAYOR OF THE CITY OF 
MEMPHIS, TENN. 


Mr. Tosey. I am Frank Tobey, mayor of the city of Memphis, 
Tenn. 

We are appearing here before the Joint Committee of the Congress, 
representing the people of Memphis and Shelby County, Tenn., who 
have an interest in any legislation or administrative action affecting 
the welfare of the Tennessee V alley Authority. 

The Memphis Light, Gas and Water Division is a branch of the 
city government and operates the municipally owned electric, gas, and 
water utilities of the city of Memphis. 

Neither the city nor the division is in anywise a party to the pro- 
posed contract between the Atomic Energy Commission and a new 
corporation jointly owned by Mid-South U tilities, Inc ., and the South- 
ern Co., which I will refer to as Dixon-Yates, for the construction of 
a steam plant at West Memphis, Ark., having a capacity of 650,000 
kilowatts, of which 600,000 kilowatts is to be delivered to TV A’s sys- 
tem at the Arkansas-Tennessee State line, south of Memphis, for the 
account of the AEC. 

But the power generated at West Memphis will be delivered to 
TVA to serve the Memphis market and adjacent areas in west Ten- 
nessee and northern Mississippi within operating reach of the plant. 
The excess of 50,000 kilowatts is normally avail: ible to serve the Arkan- 
sas Power & Light Co.’s system and to some extent the Mississippi 
and Louisiana companies in the Middle South Utilities group. It is 
the declared purpose to supply this power to the Memphis market to 
release an equivalent amount of power for use in AEC plants else- 
where. 

The Dixon-Yates West Memphis plant, therefore, would become 
the primary source of power for the city of Memphis and Shelby 
County, and surely we have a vital interest in this matter and it 
becomes my duty as mayor of the city of Memphis to inquire into 
all phases of this matter. We are entitled to know and we should 
be derelict in our duty if we do not know all there is to know about 
this contract. 

With the exception of the water supply and sanitary facilities, the 
most important service rendered to the people of our city is electric 
service. 

But at no time has the city government nor the division been con- 
sulted as to this proposed agreement which has been hatched in secret 
and shrouded in mystery. Even at this moment the terms of this 
agreement have not been made known to the officials of the city or 
officers of the division in a forthr ight, open way. 

The city of Memphis is concer ned in four m: ajor factors, all essential 
to a suitable power supply. 

The supply must be adequate. 
It must be available in advance of needs. 
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3. It must be reliable. 
4. It must be purchased by the division at the lowest possible cost 
consistent with sound management. 

Presently, the Memphis system has a maximum demand of 504,000 
kilowatts. I am informed by the division that present estimates 
indicate that Memphis will require 600,000 kilowatts in 6 or 7 years. 
‘The proposed West Memphis plant would have capacity adequate to 
supply the Memphis load for the immediate future. We are con- 
cerned about a source of supply on a long-range basis. What reliance 
has the city of Memphis that addition: il power will be supplied when 
the needs demand it? What source can we look to, if the growth in 
Memphis exceeds these estimates? Will the AEC continue to provide 
2 power supply to TVA for serving Memphis in the years to come? 
Adequacy requires a program of power deve lopment that can be 
depended upon. 

By what procedure can we be sure that an adequate supply of power 
will be made available in advance of needs? 

Will the AEC assume the responsibility of predetermining the 
needs in the Memphis, west Tennessee, and northern Mississippi areas 
now served entirely by TVA and of making the power actually avail- 
able when the loads demand increased beyond the 600,000 kilowatts 
presently proposed to be furnished from a plant proposed for West 
Memphis ? 

Who must we approach from time to time and by what procedure 
will we seek an answer to our future power problems! 

The city of Memphis will not jeopardize its development by com- 
mitting its future into the hands of a corporation outside the State and 
that can be reached only indirectly through a Government agency 
which has no direct interest in supplying the Memphis power needs. 
Nor do we look with confidence on the present roundabout procedure 
through the AEC as a safe program for an adequate supply of power, 
ready “when needed to serve the city of Memphis. 

Nor can we see any reason for building this plant on the Arkansas 
side of the river since its ostensible purpose is to supply power to the 
city of Memphis and the TVA system, which is located, of course, on 
the other side of the river. 

It seems to us that the cost and hazard of a river crossing should be 
avoided. The cost of this crossing would be a substantial sum of 
money and the past history of the single- circuit river crossing which 
already connects the Arkansas Power & Light Co.’s system to TVA’s 
system should make it plain that a real hazard does exist. When this 
crossing was first built, the tower on the east side of the river was 
1,000 feet inland. Today, this tower stands in the middle of the 
Mississippi River. It has been necessary to build a third tower on 
the newly established eastern shore to maintain a safe crossing for 
this line. 

Nor are we particularly keen about a generating plant located 
behind a levee which has been known to fail. We are not alone in the 
opinion that this is a hazard. In developing President Island for 
industrial sites with river frontage, the United States engineers raised 
this property to a level 5 feet above the top of the highest Arkansas 
levee. 
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We question to a large extent the reliability of a system predicated 
upon a plant located as proposed. 

Memphis has grown in a remarkable way. We are fortunate in 
having plants that produce a wide diversity of products. This indus- 
trial growth in the Memphis area has been accomplished without 
robbing other sections of the country of their industrial development. 

We expect the city of Memphis to continue to grow industrially. 
Memphis has so many advantages—clean government, mild and 
healthy climate, good schools, excellent parks, a multitude of play- 
grounds, an excellent water supply, and an abundant supply of natural 
gas which is used almost universally, resulting in clear kins and clean 
atmosphere. It is a city of homes, attractive streets, and pleasant 
yards and gardens. Itisacity of many churches. There are actually 
more churches in our city than filling stations. It is a cultural center 
with three teaching institutions of university status—one of which is 
the key to a marvelous medical center. These advantages make—— 

Senator Bricker. You have changed the other sentence. 

Mr. Tozer. No, sir; [have not. 1 beg your pardon. 

Crooks have discovered that it is a dangerous place in which to 
operate. I wish to emphasize that fact. 

Senator Bricker. I did not want you to leave that out, mayor. 

Senator Gore. Your failure to read that did not indicate any recent 
change? 

Mr. Tosey. That is correct. 

These advantages make it unnecessary to steal industry from other 
sections. I also wish to emphasize that, sir. But the growth of 
Memphis commercially and industrially, and the comfort and con- 
venience in homes of the city all depend upon an adequate—and I will 
change the next word “cheap” to “reasonable”—and reliable power 
supply. 

Having established a partnership with the United States Govern- 
ment in the development of the TVA service area, we have enjoyed a 
development electrically which has been profitable to Memphis and 
to the Nation. We have played our part in the development of TV A’s 
successful operations. When we have paid for the purchase of whole- 
sale power from TVA, we have paid all the costs of producing that 
power, of amortizing the indebtedness to the United States Treasury 
on the one-fortieth a year basis, and more than sufficient return to pay 
the interest on the money that the Government has borrowed from 
the people at large to finance this project. 

Whether the power needs of the TVA area are furnished by public 
or private power, after all, the money comes from the public, and the 
financial program of TVA provides that the public shall be paid back 
what it has put up and be paid a return on its money. If this can be 
accomplished and the power produced more cheaply by TVA, we can 
see no possible excuse for paying $3,685,000 per year or $92 million 
in 25 years, in excess of what it would cost TVA to generate the same 
amount of power over the same period of time. 

We learned from the newspaper on the morning of November 5 
that copies of the Dixon-Yates contract in final form have been dis- 
tributed, but we had not received a copy in Memphis at the time this 
statement was prepared. 

All the published calculations as to the cost of power from the West 
Memphis plant indicate that engineers for the AEC, representatives 
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d of FPC, and representatives of TVA all agree that if the plant pro- 
duces 5.2 billion kilowatt-hours a year at 100 percent load factor for 
a the next 25 years, the cost will be approximately $92 million more than 


it would cost if the same block of power were produced by a plant 
owned and operated by TVA at Fulton Landing, Tenn.; TVA pre- 


. pared estimates indicating that the actual difference in cost will run 
° somewhere in the vicinity of $130 million over the life of the contract. 
These figures. are based on the assumption that the full 5.2 billion kilo- 


watt-hours will be delivered by the Dixon- Yates group to TVA for use 


| by the city of Memphis and adjacent areas in Tennessee and Missis- 
) sippi for the account of AEC. 
It is self-evident that if the plant is to be built for 650,000 kilowatts 


capacity, 50,000 kilowatts at least will be delivered to the Arkansas 
system. Under the terms of the contract, the AEC will pay a fixed 
charge on the full cost of a 650,000 kilowatt plant, but the 50,000 kilo- 
watts will be supplied to the Arkansas Power & Light Co.’s system 
at the low figure of 1.863 mills at the partial expense of the people of 
the United States. 

Looking at it in another light, if the whole output of 5.2 billion 
kilowatt-hours a year were actually absorbed by the TVA system, the 
cost to AEC would be 3.96 mills, but the cost to the Arkansas Power 
& Light Co. for the 438 million kilowatt-hours would be only 1.863 
mills, 

On the other hand, if the city of Memphis and TVA are unable to 
absorb the full 5.2 billion kilowatt-hours a year, any part of it which 
is not. absorbed by Memphis and TVA will be available to Arkansas 
Power & Light Co. at 1.863 mills without reducing in any fashion the 
fixed monthly charge that will be paid by the Government to the 
Dixon- Yates group whether or not the power is used. 

In looking at the economics of this proposed transaction, it seems 
to us logical that while the AEC is now picking up the check for the 
exorbitant overcost of power that after a while the AEC will grow 
tired of its generosity; and as the power would be delivered to TVA 
could not this cost be transferred to TVA in the same manner in which 
AEC has been persuaded to presently accept this obligation and the 
bill passed to TVA for payment? 

Surely, sooner or later, Members of the Congress serving on the 

; AEC Committee would see the injustice of burdening the AEC with 
tq this excess cost. It likewise seems reasonable that if this bill is passed 
on to TVA, that sooner or later TVA would grow tired of making 
ti this exorbitant payment for the sole benefit of the people of Memphis. 

; Surely, the municipal and cooperative distributors throughout the 

valley would recognize that the wholesale price of power would be 
1a burdened by this excess cost to serve the city of Memphis: and we sus- 
. pect that in the not-too-distant future that this cost would be handed 
to the people of Memphis to absorb. This contract in the light of these 
probabilities becomes a vital matter to the citizens of Memphis, Tenn. 

We also see in the structure being erected by this group a reproduc- 
tion in all its manifold evils of the holding company system that 
proved to be so disastrous in the early 1930’s. 

We are here to protest the wisdom of this contract and the manner 
: in which this contract has been handled. Despite the tremendous 
interest of the city government and the people of Memphis and Shelby 
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County in this contract, they have never been invited a have a look 
atit. Engineers have prowled around the city to find ways and means 
of bringing the power into Memphis without so much i consulting 
our engineering department as to the feasibility of rights-of-way. If 
this contract is ; good for the AEC and a good contract for the people 
of Memphis and of the United States, should it not have been dis- 
cussed openly with the officials of the city of Memphis and the 
division ? 

Again, we protest this contract and seek the opportunity to read it 
and study it in its final form for such comments as our technical 
staffs may wish to make. 

Certainly this cannot be accomplished if this committee waives the 
30-day waiting period. This 30-day waiting period was provided 
that the Congress might have an opportunity to study the provisions 
of this contract and to determine as a body its desirability, its fair- 
ness, and its economic advantages to the United States Government, 
if any advantage exists. 

For this purpose was the legislation passed by Congress that te 
vided the 30-day waiting period. What’s the hurry? If this plant 
is built, it is expected to be good for over a quarter of a century. Can 
30 days be so very important to so few ? 

Chairman Cotz. Thank you, Mayor Tobey 

Are there questions from Members of the Senate? 

Senator Bricker. I have read with interest your statement, and I 
commend you upon the fine community program and your rather 
illuminating portrayal of the city of Memphis and its advantages. 

I note at the bottom of page 2 where you say that you have addi- 
tional power and the supply and needs of the future will be deter- 
mined by that source. Is that a different problem from what any 
other city of the United States has? 

Mr. Toney. Yes, sir. I think it is quite different in that we entered 
into a contract with TVA some years ago to furnish us with our 
needs and demands and we have, of course, relied upon that contract 
being fulfilled. We have gone on with our extensions and betterments 
and improvements to our light, gas, and water division, feeling and 
thinking—and we believe we have every right to feel—that TVA 
would supply our demands when the time arose that we need such 
action. 

Senator Bricker. The difference is that the other cities and com- 
munities of the country have to furnish their own supply, either by 
tax money or through private sources of supply from electrical com- 
panies, and you do not. You are depending upon this Government 
project that has now been established and expanded and you are 
cut off from your own supply. You cannot furnish your own supply 
and there is no private utility that could furnish it for you; is that 
the situation ? 

Mr. Tosey. In that connection I simply wish to say this: That I 
think that the experts who have examined the TVA setup and the 
TVA’s financial experience will agree with me that it is not being 
supported by the people of the U nited States as a whole, but. that it 
is actually a self-supporting project; and that as we pay the rates 
for TVA power we are paying all of the costs in connection with 
producing that power. 
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Senator Bricker. That is a matter of argument, and a matter of 
personal opinion. But the only distinction between your commu- 
nity and any other community is that the Government originally fur- 
nished the money with which to build a producing system, while the 
other communities of the country must supply their own either directly 
through tax money as they do in many communities, or through a 
supply contract with a private utility. That is the only distinction 
that I can get. 

Your problem of the future is no different than what it is in my 
hometown or any other communities in the ¢ ountry. 

Mr. Torey. Well, of course, we are fortunate in that we are located 
in the Tennessee Valley. 

Senator Bricker. That is exactly the situation. 

Mr. Tosry. And that, of course, made it not only feasible, but made 
it a very profitable project for the United States Government to 
sponsor. 

Senator Bricker. Assuming that to be true, is there not just as 
equal a claim on the part of every other community that has a valley 
in its locality for the same kind of Government support? And that 
would mean an extension of the TVA program all over the United 
States, would it not, if we are to treat all citizens and all communities 
fairly ? 

Mr. Toney. I think that is a matter for the Federal Government to 
decide, just where they shall construct these power systems. I think 
that has been studied. 

Senator Bricker. But you have not answered my question. You 
have not answered my question: Is there any difference in the respon- 
sibilities of the Federal Government to my State, or to the Western 
States, from what there is to the TVA? 

Mr. Tovey. The responsibility of the Federal Government to all 
sections of the country, of course, is just the same. 

Senator Bricker. That is right. 

Mr. Toney. But we have certain advantages in the Tennessee Valley 
that other sections of the country do not have, and are we to be 
handicapped simply——— 

Senator Bricker. What are those advantages? 

Mr. Torry. By reason of the fact that we have the Tennessee River 
Valley. 

Senator Bricker. Well, there are other valleys comparable in the 
country; are there not? 

Mr. Torry. That is very, very desirable for such a power project 
as TVA is now operating. 

Senator Bricker. Well, there are many other valleys in the country 
that are comparable. ] 

Mr. Tosry. I say again that is a matter for the Federal Government 
to decide. 

Senator Bricker. Would you advocate that? 

Mr. Toser. Would I advocate it? 

Senator Bricker. Yes. 

Mr. Topey. I certainly have not made any such comprehensive 
study to say that I would or would not advocate it. 

Senator Bricker. In other words, the Federal Government has 
established this program of power production in your community, 
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and you want it continued and expanded. Now, your city is dependent 
upon that which is made possible by Feder ‘al appropriation while 
the other communities must depend upon their local resources, either 
private or public. That is the only distinction I can see. 

Mr. Tosey. Well, of course, I can’t agree with you, simply because, 
as I say, physical conditions and other conditions apparently made it 
more desirable for the Federal Government to select the Tennessee 
Valley for such a project than any other location in the United States. 

Senator Bricker. And the whole public supported that program. 
It was done by Federal money through taxes, and now why does not 
the Ohio Valley, the Muskingum V alley, and why do not the valleys 
up in New E ngl: and deserve the same kind of consideration if we are 
going to expand the TVA?. Why not go into those areas, and expand 
the Federal program and produce power for those communities so 
that they can have this beautiful picture that you present here for 
Memphis? 

Mr. Tosry. Unquestionably, the conditions in these particular sec- 
tions do not lend themselves to such a project. 

Senator Bricker. Do you know in what way ? 

Mr. Toney. I told you just a minute ago, and I wish to emphasize 

I have not made any comprehensive study of these projects over 
the entire Nation, but I think that I am well informed on the benefits 
not only to the Tennessee Valley people, but to the Nation as a whole. 

Senator Bricker. I do not discount those at all. But we have made 
studies, many of us, of other communities, and we can see no dis- 
tinction and no reason why one should be favored rather than another 
if you are going to expand the public power problem. 

This is a question of whether you are going to rely upon public 
power furnished by the Federal Government, or rely on your own 
resources, as I see it, as the other communities of the country are 
doing. 

Mr. Tosry. You say we have made a study; and who do you mean 
by “we” ¢ 

Senator Bricker. The Congress has made a lot of studies, and I 
made some of them personally, and I know many valuable com- 
munities of this country that are taking care of their own needs. 

Mr. Tosry. There must have been some good and sufficient reason 
why the Federal Government didn’t take up your recommendation. 

Senator Bricker. The only reason I know is that they are self- 
reliant and have taken care of their own needs. That is the only 
distinction that I can find. 

Now, this program started out not as a supply of electricity, but it 
was a program of reclamation, as I understand it. It was flood con- 
trol, and protection of property. It has been expanded now to where 
their steam plants have taken over the supply of 70 or 75 percent of 
the power that is produced in that valley. The result is that they have 
driven out all private supply ; not only that, but they have relieved the 
city of Memphis of its responsibilities of taking care of its own 
individual city needs, as I see it, when we in my city take care of our 
own. We havea municipal plant, and we have a contract with private 
supply, and we pay our rates commensurate with what the utilities 
commission fixes as a rate reasonable and fair. 
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You mentioned cheap here, and I think that that is the crux of this 
whole problem when you changed it to “reasonable.” I think the 
original manuscript was possibly the real truth of the matter. 

Mr. Tosry. Well, let me say just this: That TVA rates have been 
found to be reasonable. They have been found to be producing sufh- 
cient revenues to pay all of the costs of whatever nature in producing 
this power, and as long as the ratepayers are paying their way and as 
long as the Federal Government has seen fit to construct this project, 
I don’t think that the people of Tennessee Valley can be criticized in 
any way for going on with the project that has been proven not only 
beneficial to the people of the valley, but to the people of the Nation. 

Our city has spent about $60 million on TVA alone for this power. 
So it isn’t being subsidized by the people in other sections of the coun- 
try; but in its final analysis I am sure that any one who has taken the 
time to go into the financial experience of the TVA will agree with 
me and support me in my statement when I say that it is entirely self- 
supporting. 

Senator Bricker. Of course, cost accounting is a complicated thing, 
and there are many who differ with your conclusions in that matter. 

But nobody is criticizing the Tennessee Valley people in any way, 
shape, or form, nor you for your desire to continue this very favorable 
situation. I do not think that anybody wants to stop it as far as that 
is concerned. 

But I am trying to get a logical analysis of why you are entitled to 
Federal money for the production of your power, and the other com- 
munities have taken care of their own, and supplied the original cost. 
Even if your analysis of the cost is correct, they have supplied the 
money for the original cost. It is just a question of whether or not we 
are going to expand this Federal-power program all over the country 
or let the local communities rely upon their own facilities and their 
own abilities to take care of their needs for the future. 

Every community has got the same problem you have got. I live in 
a community that has expanded tremendously, and I thought perhaps 
you were describing that community here when you pictured that 
beautiful situation. But certainly we have taken care of our own 
power needs. We have paid for them, whatever they have cost. 

I think it is a reasonable and fair rate, or at least the public-utilities 
commission has said so. 

Mr. Torry. We have in the past taken care of and paid for the cost 
of power there, and that is all that we are asking to do in the future; 
simply to be able and be in a position to continue a project that has 
unquestionably proven to be sound financially, economically ; and from 
every standpoint that it can be examined or looked into, TVA has been 
beneficial to not just the people of the Tennessee Valley, but to the 
Nation as a whole. We must support it. The entire Nation must 
a it. That isnot just the people of the valley. 

Senator Bricker. Could any other community not argue for the 
same thing? 

Mr. Torey. I wouldn’t say that they couldn’t argue for the same 
thing, but whether they have the same conditions or not I am not 
informed well enough to answer that question. But I do say this: 
That certainly the Federal Government has looked into these projects 
and if they have seen fit in the past to expand the TVA project, cer- 
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tainly it must be operated on a good, sound basis and a fair basis; 
ctherwise it wouldn’t be in existence today. 

Senator Bricker. Your presumption may be sound and your con- 
clusion may be sound, but there are those who would argue differently. 
I cannot get anything from yor statement here except that you are 
fearful that in the future your rates may be higher and that is your 
only interest in this contract. 

Mr. Tosey. It is not only that the rates may be higher; but the rates 
will unquestionably be higher. It is the service that we are thinking 
about, even more than the rates. We know we had good, dependa- 
ble, and reliable service under TVA. We don’t know that we will get 
it under the Dixon- Yates contract. 

Senator Bricker. You are fearful that you will not, and that is your 
real interest; is that not right? 

Mr. Tonry. We are very fearful that we will not get the service, 
that we will not get the power as needed for the successful progress of 
our community. 

Senator Bricker. Every other community is interested in the same 
problem. Now, would you advocate doing away with all income taxes 
on the part of all private utilities so that they might furnish cheaper 
power to the other communities of the country ? 

Mr. Tosry. No, sir; I would not. Private interests and private 
business certainly must pay their way the same as public ownership. 
Senator Bricker. They do not pay any income taxes; do they? 

Mr. Tosry. Well, they pay taxes in the form of taxes; yes; and, if 
you go into their financial experience of TVA, you will find that the 
return that they are receiving makes it a very, very profitable opera- 
tion for the Federal Government and for the people of the entire 
United States. 

Senator Bricker. Well, then, would you put the Federal Govern- 
ment in any business that would prove profitable to them, in compe- 
tition ? 

Mr. Torry. | would put municipal governments and I would put 
State governments, and I would put every level of government into 
public business provided that business vitally affected the public 
interest. 

Now, in Memphis we have found from experience that we can suc- 
cessfully own and operate public utilities. We feel that our public 
utilities are vital to our health and to our ec onomy, and we certainly 
have our own sanitary work going on which is, of course, publicly 
handled. We collect our own ‘garbage, and we don’t contract any of 
our work out. That is your water, lights, gas, and your sanitary and 
health facilities which are so vital to the health and progress of any 
community. 

I say they should not only be publicly owned, but they should be 
publicly operated. 

Senator Bricker. What about an other business, then, that might 
affect the public interest? The public interest has been attached to a 
lot of businesses, as you well know. A lot of businesses are charged 
with the public interest, and now the question is whether that is a local 
responsibility or whether it is the responsibility of the Federal Gov- 
ernment. 

Mr. Torry, Well, of course, I am not putting myself up as an expert 
on municipal government or TVA or anything else. However, I do 
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believe that my 31 years’ experience with the city of Memphis and 
my training and study of municipal government probably qualify 
me to testify relative to the advisability and expediency of owning 
and operating certain public utilities. That has been my experience. 

Senator Bricker. Do you believe that the public ownership then, 
say, of an or gas supply, and of garbage disposal— 

Mr, Tozer. I didn’t say telephones, but I said power, light, and 
sanitary facilities, asphalt plants, and things that we and our economy 
are vitally affected ie. As a matter of fact it is becoming—while 
1 didn’t in the past attach too much importance to public ownership 
of mass transportation systems but as time goes on I believe that 
that is going to be the answer to that; that it is going to come through 
public ownership and public operation of your mass transportation 
systems. 

Senator Bricker. Railroads, for instance, and the truck lines? 

Mr. Tosry. I said mass transportation systems locally. 

Senator Bricker. What is the difference / 

Mr. Tosry. What is the difference? Local mass transportation 
systems, as you probably know as well as I do, are in a very, very bad 
fix financially. Their fare structures are going up each year. If you 
will examine the fares in your various municipalities, you will find 
that those transportation costs are going up. 

Senator Bricker. That is true of both privately owned and pub- 
licly owned; is it not? 

Mr. TopEy. Yes; that is true of both. But it could be much more 
economically and efficiently handled in a city like Memphis than it 
could under private ownership. Now, we have had experience in 
public <ovnbalian 

Senator Bricker. Would the same principle not apply to the Fed- 

eral Government operating the railroads and the truck lines? 

Mr. Tosey. I think it is an entirely different matter. Your rail- 
roads, while probably they are not showing the profit that they have 
in the past, at the same time they cannot be put on the same basis as 
your mass transportation companies in your local cities. Everyone 
knows that has had reason to study this problem, that it is very, very 
vital. In other words, they are letiie money and the higher they 
raise those rates the more revenue passengers they lose. That is by 
increasing those fares. 

So it has just reached the point in my mind that I think that the 
time will probably come when we might own and operate our own 
mass transportation system in the city of Memphis due to the fact 
that it is vital to our economy. 

I had the experience of operating and serving as the administrator 
of our John Gaston Hospital there in the city of Memphis for a while. 
We had unfortunately, a strike in the mass transportation system. 
That strike called to my attention very forcibly the importance of 
mass transportation systems to any municipalities. 

Senator Bricker. Would you prohibit strikes if the public owned 
the transportation system ? 

Mr. Torry. Certainly not. 

Senator Bricker. What would be the difference then? 

Mr. Toney. What would be the difference? We have always, across 
the years, managed to get along with both organized and unorganized 


labor in our community. 
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Senator Bricker. I am asking what is the distinction between a 
public-owned transportation system and a private-owned transporta- 
tion system as far as the incidence of strike is concerned? 

Mr. Tosey. I just answered that by saying that in our city we have 
been very, very fortunate in respect to both organized and unorgan- 
ized labor in that we are getting along without strikes as far as the 
municipality is concerned. 

Chairman Cote. May the Chair respectfully suggest that while the 
discussion between the Senator and the witness is very interesting, 
and very important, it is somewhat foreign to the immediate prob- 
lem before the committee, although of course it is involved in it. 

Senator Bricker. Mr. Chairman, it goes to the whole philosophy of 
public ownership and private ownership, and that is a very impor- 
tant phase of the whole program of the TVA. I shall be very happy to 
desist, and we can move along. 

Chairman Core. It was so interesting that the Chair hesitated to 
interrupt, but felt that perhaps we should in order to accommodate 
the other witnesses in accordance with the schedule the committee has 
laid out. 

Senator Bricker. I apologize for taking so much time. 

Chairman Cote. The Chair apologizes for the interruption. 

Representative Hinsnaw. Mr. Chairman, Mr. Mayor, on yesterday 
the president of your Memphis Light & Gas & Water Division, whom 
I see sitting beside you today, Mr. Allen, in the conclusion of his re- 
marks spoke as follows: 

If the United States Government through any of its agencies would be willing 
to contract with the city of Memphis for a 650,000 kilowatt steam-generating 
plant located on the east— 


and I note it is on the east side and not the west side of the river— 


in the vicinity of Memphis, which contains all of the provisions and terms 
and conditions as set out in the proposal made by Dixon-Yates to the Atomic 
Energy Commission, I would enthusiastically recommend to the city govern- 
ment and to the people of Memphis that the city of Memphis consider the in- 
viting profits inherent in such a contract, and am sure that any number of plants 
could be built under similar conditions. 

May I inquire as to whether or not you adhere to that statement? 

Mr. Tosry. I have known and worked with Major Allen for a num- 
ber of years. We, the people of the city of Memphis have the great- 
est confidence and respect in his ability and intelligence and integrity. 
I can assure you while I am only one member of the city commission, 
I can assure you that I believe that whatever recommendation that 
Major Allen might make in that connection, I think I can safely say 
that it would be followed by the city commission. 

Representative Hinsnaw. And that the city commission hence 
would be willing to support the proposal ? 

Mr. Tosry. I am sure that they would; yes. 

Representative HinsHaw. And I would not want to ask you person- 
ally if it was a matter of embarrassment to you, and you may signify 
that you do not care to answer it personally, whether or not you, your- 
self, would support such a proposal ? 

Mr. Tosey. I would certainly support such a proposal; yes, sir. 

Representative Hinsuaw. Thank you. Now that proposal, as I 
understand it, that the United States Government is making at the 











UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO. 487 


present time involves the private financing, and in other words the 
city of Memphis took it over and it would be the city of Memphis 

financing of a 650,000-kilowatt steam-generating plant on the east 

side of the river; and the city of Memphis would correspondingly be 

invited to supply the financing for the project. Is that correct? 

Mr. Tosey. That is correct. 

Representative Hinsuaw. Now, in view of the fact that the city of 
Memphis would be utilizing or using most, if not all, of the power 
thus supplied, obviously the city of Memphis would be paying as well 
as receiving the profits; would it not? 

Mr. Tosey. That is true; yes, sir. 

Representative Hinsuaw. Therefore, it would amount to the same 
thing if the city of Memphis offered to build a 650,000-kilowatt gen- 
erating plant and declined the balance of the provisions in the con- 
tract, namely the paying and receiving of profits; is that not true? 

Mr. Tosry. That is true. Of course, if we were going to finance the 
project we would certainly expect to benefit by reason of this opera- 
tion and financing of it. 

Representative Hinsuaw. There would be no sense in both paying 
and receiving the profits. You might as well get them in the begin- 
ning in the form of lower rates ; is that not true? 

Mr. Tosry. That is right. 

Representative Hinsuaw. I presume that that would require a con- 
tract between the city of Memphis, or a modification of a contract, 
may I say, between the city of Memphis and the TVA;; is that correct ? 

Mr. Tosey. Yes; that is correct. That is correct. 

Representative Hinsuaw. I do not know how long the contract of 
the city of Memphis with the TVA has yet torun. I have not known 
that. But I presume that might be a number of years? 

Mr. Tosey. I think it is 1958. 

Representative Hinsnaw. Well, obviously this is an appropriate 
time to renegotiate that contract; is it not? 

Mr. Tosey. Certainly we should be thinking in that direction. 

Representative Hinsuaw. Certainly. And may I suggest that the 
city of Memphis—may I make bold to suggest that at this time the 
city of Memphis considers exactly just that proposition? That is to 
say, financing a 650,000-kilowatt generating plant on the east side of 
the Mississippi River and the renegotiation of its contract as of 1958 
about the time it would be completed with the TVA for both the 
furnishing of its additional power for the time being and for the 
obtaining of standby power as would be required under the contract 
with the other company ¢ 

Mr. Tosey. Well, of course we have to depend upon our technical 
people in connection with such matters. There are contracts involv- 
ing TVA or any other power contract. As I stated a minute ago, I 
would certainly personally go along with Major Allen in his proposal. 

Now, just what kind of a contract, and what kind of a proposal he 
would recommend, that would be up to him. I wouldn’t attempt to 
discuss the details of such a contract. 

Representative H1nsHaw. But, Mr. Mayor, may I suggest that you 
are here oe, to this presently proposed Dixon- Yates contract, and 
that you do not wish it to go into effect in any way whatsoever? 

Mr. Tosry. That is true. 
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Representative H1insuaw. Hence the alternative as has been pre- 

sented by Major Allen, and I think succinctly presented, would be for 
the city of Memphis to take up the building of a 650,000-kilowatt 
plant, would it not? 

Representative Price. Would the gentleman from California yield 
for a moment? 

Mr. Tosry. Of course, if I am not mistaken, the Government offered 
certain terms here, and now if those terms were similar then I am sure 
that Major Allen would go along with it and I would certainly follow 
his recommendations. 

Representative Hinsaaw. The Government, as I understand 
has not offered to put up a dime in respect to this Dixon- Yates con- 
tract, and it is merely obtaining power at a rate which it intends 
through the TVA, which is a Government institution, to supply to 
the city of Memphis. 

So the Government is not offering any money in connection with 
the Dixon- Yates program and I would suppose that the city of Mem- 
phis according to this statement, would be offering to put up all of 
the money or finance the project entirely as is the Dixon- Yates 
proposal, 

Mr. Torney. But the Government is making certain guaranties to 
Dixon- Yates, and those certain guaranties are factors to be considered. 

Representative Hinsuaw. Those certain guaranties are entirely in 
the matter of the purchase of power, are they not? 

Mr. Tosey. Well, it is not only the purchase of power, but guaran- 
teeing the return on their mone y that the y invest. <As I say, now you 
get me into the details of a contract that I have never seen. I simply 
answered your question and told you that I would go along with 
Major Allen’s recommendation. 

Now, he knows a great deal more about the terms of that contract 
than I do. I am simply here to state that the city of Memphis, I, 
personally, would follow Major Allen’s recommendations. 

Representative HinsHaw. Well, I suggest that if you follow Major 
Allen’s recomméndation that you are both in for receiv ing the entire 
profit, if any, in the project, and also for receiving the lower rates if 

the profit were to be eliminated ; and that you would be in a position, 
the city of Memphis would be in a position, let us say, of building its 
own 650,000-kilowatt generating plant and making a contract with 
the TVA just as the AEC is making a contract or proposing to make 
a contract with the TVA for the purpose of furnishing to it its power 
manufactured in addition to the amount required by the city of 
Memphis, is it not? 

Perhaps it is unfair for me to ask you all of those questions—— 

Mr. Toney. I stated a minute ago that while I am not familiar with 
all of the details of the contract, it would be impossible for me to 
answer your questions without getting the information from someone. 

Representative Hinsuaw. It would be impossible for you to answer 
that question now. But do you not think, just as a councilman of the 
city of Memphis, that it would be highly desirable for the city council 
to contemplate an early reconsideration of this proposal that they 
build a 650,000 or thereabouts generating plant and finance it them- 


selves if they wished to make a “proposal to the United States in con- 
nection therewith ? 
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Mr. Tosey. It would be in case we received the same guaranties, 
and we are getting into details of the contract which I am not familiar 
with. As a matter of fact I have never seen a copy of the contract. 

Representative Hinsnaw. Well, neither have we. 

Mr. ToseEy. So, until such time, and until we have all of the informa- 
tion regarding the contract, certainly I am in no position to answer 
that question. 

Representative Hinsnaw. Well, you are in that respect in the same 
position as the committee because the committee has not yet seen a 
signed contract. They have seen proposed contracts, but not signed 
contracts. 

Mr. Tosry. I haven’t seen even the proposed contract. 

Representative Hinsuaw. I do not suppose it would be proper for 
me to ask at this time whether you think that it is advisable for the 
city of Memphis to own its own electric light and powerplant ¢ 

Mr. Topry. I will answer you this way. Suppose you let AEC make 
a formal proposal to us in writing. 

Representative Hinsnaw. But they did not make a proposal to Mr. 
Yates and Mr. Dixon; Messrs. Dixon and Yates made a proposal to the 
AEC, 

Mr. Toney. Well, we simply are stating this: That if we had such a 
proposal, then we would be able to better answer your question. 

Representative Hinsuaw. Maybe you could make a better pro- 
posal ¢ 

Mr. Tosry. We might be able to. 

Representative HinsHaw. And how about entering upon the invita- 
tion for proposal and make a better proposal to the AEC, or to the 
TVA, which is the same thing because, as I understand it, the AEC 
has made this proposal for the benefit of the TVA? 

Mr. Tosry. Well, that would be a matter, of course, that 1 would 
have to have technical advice on, and I am sure that our men that are 
working and getting into this contract have gone into all of the phases 
of it. 

Representative HinsHaw. Of course, [ should have said instead of 
saying for the benefit of the TVA, for the supplying of power to the 
TVA system. It is largely for the benefit of Memphis. 

Mr. Chairman, I think that that isa proposal which might very well 
be considered by the Atomic Energy Commission and by the others 
interested. 

Chairman Core. Are there questions from the members on the right 
of the Chair? 

Senator Gore. Mr. Mayor, if the Government of the United States 
adopts a policy of handing out such contracts with the possibility 
of windfall construction profits sufficient to supply all of the capital 
without competition and without risk, virtually guaranteed profits 
at a minimum of 9 percent, would it be any surprise to you that they 
would receive many takers ¢ 

Mr. Torry. That they would receive many takers, surely they 
would; certainly they would. 

Senator Gore. Do you not suppose that not only the city of Mem- 
phis, but other cities and a plethora of private individuals and over- 
night. corporations would be willing to grant such contracts? 

Mr. Topey. I am sure of it, yes. 
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Senator Gore. We might have a few enterprising Tennesseeans 
who would organize corporations to take such a windfall, do you not 
think ? 

Mr. Tosey. I wouldn’t think that there would be any difficulty in 
forming such a group. 

Senator ne Do you think one might even be formed in Memphis? 

Mr. Tosry. I don’t think we would have any trouble in getting a 
group formed there very quickly. 

Senator Gore. You spelled out very clearly, Mr. Mayor, the possi- 
bility of large windfall blocks of power going to Arkansas Power & 
Light at the low rate of 1.8 mills, and you also said from your under- 
st inding of the contract that has been represented to you, that even 
though that power should go to Arkansas Power & Light at that low 

rate, it would have already been paid for or would be paid for under 
this contract by the Federal Government? 

Mr. Toney. That is true. 

Senator Gore. Do you realize that the contract also provides for 
building a free transmission line to deliver this bounty to Arkansas 
Power & Light? 

Mr. Tosry. As I stated before, I am not informed about that thing. 
I have heard it mentioned, but I certainly have no reason to state here 
or answer that question. 

Senator Gorge. Then I will not press you on the details of the 
contract. 

You have testified as the mayor of the city of Memphis? 

Mr. Tosry. That is true. 

Senator Gore. As a citizen of the United States you would be con- 
cerned about the improvidence of any Government contract ? 

Mr. Tosry. I certainly would. 

Senator Gorr. Thank you, Mr. Mayor. I want to compliment you 
on your testimony and also upon bringing the charming Mrs. Tobey 
with you. 

Chairman Core. Are there any further questions from the left 
of the Chair? 

Representative Duruam. Mr. Mayor, I would like to ask you the 
first question, and ask you how much, if you can answer it, how much 


taxes the municipality of the city of Memphis collects total ? 
Mr. Toney. Total taxes? 


Representative DurHam. Yes. 

Mr. Torry. Do you mean from all sources? 

Representative Durmam. From all sources; yes. 

Mr, Tozer. I am going to have to answer it this way: Our city 
government is broken down; first we have the general city government 
budget and that runs approximately $26 million a year. Now, that 
includes your parks and your schools : and your libraries. 

Representative DurHam. Just give me the total amount of taxes that 
you collect, all told, on a yearly basis. 

Mr. Tosey. Well, I will have to give it to you 

Representative DurHam. Somebody ought to be able to give me it 
from this municipality ; probably some of the younger men. 

Mr. Tosry. No; they can’t. I can give you a better answer on that 


question than these other gentlemen. They are interested, of course, 
in utilities. 
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Representative Durnam. What I am trying to do, Mayor, is to make 
a comparison here, since we are going to refund taxes to a private 
individual concern. And in this whole contract, to me the crux of 
the thing is the city of Memphis, as to how they are going to secure 
power and on what basis. Because it does not make any difference 
if the question of subsidy has been raised here in regard to TVA 
which I do not fully agree with—but here we have a plain case of 
subsidizing a private concern for refunds of taxes so we can meet the 
competition at the present kilowatt-hour basis of charge to your city 
of Memphis, as I see it. That is what you are paying TVA under your 
present contract. In effect that is what it is. 

I want to get placed in my mind as to whether we are refunding too 
much here in this $3,635,000 per year which will eventually amount 
to $90 million of a refund of taxes. 

How long would it take you to spend $90 million in your city? 

Mr. Toney. That is what I was trying to explain. I was trying to 
explain to you that our city government is broken down into those 
five different operations, and new the city government collects in taxes, 
total taxes, approximately $26 nuillion a year. 

Representative DurHam. $26 million a year? 

Mr. Torry. That is correct. 

Representative Durnam. Here is almost one-eighth, then, of your 
total tax refund in this one item here. Do you not think that that is 
a pretty large refund? And if you could have gotten into this con- 
tract, and if you could go and sit down, if your people that rendered 
the municipality utilities could have seen this contract they could 
have arrived at some kind of a conclusion as to whether or not this 
is a fair amount of refund which necessarily we have got to take out 
of the pockets of every individual in this country ? 

Mr. Toney. Do you mean the refund of TVA te the city of Memphis, 
in the way of taxes? 

Representative Durnam. Well, that is primarily the principle on 
which this is based, that we are going to refund taxes here, total taxes 
here, which primarily will go for serving the city of Memphis. 

Suppose you were to say to the AE C “Here we are not going to 
take this power, we do not need a contract.” 

Where would we be as a Government agency? We would be left 
out in the cold. Suppose that there is no right-of-way agreed on; 
does the city of Memphis have anything to do with the right-of-way 
of their powerline? 

Mr. Tosry. The city of Memphis does not have anything in the 
world to do with rights-of-way outside and beyond the corporate 
limits of the city of Memphis. 

Representative Durnam. That is correct. But you do take that 
power and distribute it for the people of the city of Memphis? 

Mr. Tosey. That is right. 

Representative Durnam. Now suppose that you were to say to the 
AEC, “We are not going to take this power from across the Missis- 
sippi River. W e will build our own plants and form our own corpora- 
tions.” 


Mr. Tosey. Well, what about it? 
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Representative Durnam. Well, what would happen? We would 
be holding the bag, would we not, because you people are the ones who 
are going to use the power? 

Mr. Tosry. I don’t know that you would be holding the ba 

Representative Duruam. We would have a contract for 
here. 

Mr. Tosry. Dixon-Yates probably would be holding the bag. 

Representative DurHAmM. Oh, no, we have got a signed contract and 
we are liable under the contract for 45 years in fact. 

Mr. Tosry. Well, of course, here is the point: Do you mean then 
that if Dixon- Yates plant goes on, and they construct it, and then the 
city of Memphis decides to enter into that 

Representative DuruHAm. I am assuming when this thing comes to 
you, when they present this contract to you, AEC, and you say, “I do 
not like it, and I am not going to have anything to do with it and I 
am not going to take this 300,000 kilowatt-hours of electricity that 
you propose to give to the city of Memphis; I am not going to take it.’ 

And you are going to operate under a different contract. This will be 
a different contract than the one that you are operating under with 
TVA. You have got to negotiate a contract with AEC? 

Mr. Tosry. That is true. 

Representative Dunnam. Suppose you do not like it and say, “Well, 
we are not going to have anything to do with it”? 

Mr. Toney. We will cross that bridge when we get to it. We are 
not ready; we have not even had a proposal here. 

Representative Durnam. That is the point I am raising, that all 
of these suppositions as to this crazy type of contract, it is not con- 
sidering the people at all who are going to use the power and we are 
signing a 25-year contract for that purpose. You people have not even 
made up your minds as to whether or not you will take it under a con- 
tract offered by AEC. You do not know anything about it. 

Mr. Torry. We know absolutely nothing whatever about it. That 
is why I say that we should and we will have to have some kind of 
proposal be fore we can answer questions of this kind. 

Representative DurHaM. You are just a third party sitting in the 
middle and you do not know what you are going to get and you do 
not know how you are going to get it and you do not know what you 
are going to have to pay for it; and you are the consumer ? 

Mr. Topey. You are exactly right. 

Chairman Corr. Any other questions from the right side ? 

Senator Hickentoorrr. I would like to clear up in my own mind 
this particular matter that has been discussed here recently, Mr. 
Mayor. This is the first time that 1 have heard it contended that the 
city of Memphis is to take this power. I have understood that the pro- 
posal is that this power goes into the TVA system and that the TVA 
furnishes power to Memphis. Is there any proposed contract or ar- 
rangement in which the city of Memphis makes any contract with the 
AEC or Dixon- Yates or anything of that kind? 

Mr. Tosry. No, sir. It is not my understanding; no, sir; we do 
not. Nor will we make any contract with Dixon- Yates. 

Senator Hicken.Loorrer. Then the arrangements with the city of 
Memphis for the securing of power is with TVA ¢ 

Mr. Tosry. That is true. 
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Senator Hicken oorer. And so whatever the arrangements with 


TVA are, so far as the city of Memphis is concerned, that is your con- 


tractual situation ? 

Mr. Tosey. That is right; that is true. 

Senator Hickentoorer. The power to be delivered from this Dixon- 
Yates construction, if it ee go through, is power delivered into 
the entire TVA system as I understand it. Ts that your understanding ¢ 

Mr. Torey. My understanding would be that it would be in the 
TVA system, but to serve the Memphis area, and west Tennessee. In 
other words, it would not be transmitted away over into the eastern 
section of the State. That is just my understanding. 

Senator Hicken.oorer. Well, that is probably a technical distine- 
tion, but it goes into the TVA system and out of the TVA system and 
Memphis to be served out of that, as Memphis is being served now? 

Mr. Torey. That is right. 

Senator Hickentoorer. Do you have any rough idea at the moment 
as to what portion of the TVA capacity or the TVA system oe of 
electricity, 650,000-kilowatt capacity would be? What that ratio 
would be? 

Mr. Tosry. It is about 10 percent. 

Senator Hicken.oorer. In other words, the TVA system has a 
cacapity of somewhere in the neighborhood of 6,500,000 kilowatts ? 

Mr. Tosey. And we receive approximately 10 percent of the output. 

Senator Hickentoorer. Now, do you know—I do not mean that 
Memphis receives it, but do you know that 650,000-kilowatt capacity is 
about 10 percent of the total TVA c apacity operation? I just want 
to get this straight. 

Mr. Tosry. That is right. 

Senator HickenLoorer. Now, did you mention in your statement, 
or have you testified as to your understanding as to about what the 
average rate per kilowatt-hour would be under the Dixon-Yates 
contract ? 

Mr. Toney. I think we did. It is 3.96, and 1.863 to Arkansas Power 
& Light. 

Senator Hickenwoorer. Well, what is that figure; 3.96? 

Mr. Tosry. 3.96, I think. 

Senator HickENLoorer. What do you pay TVA now for electricity ? 

Mr. Tosey. Four mills. 

Senator Hicken Looper. So that the amount according to your own 
figure there would be forty one-hundredths of a mill less under the 
Dixon- Yates contract than you are now paying TVA ? 

Mr. Topey. No. 

Senator Hickentoorrer. My arithmetic merely took your figure of 
3.96, which you estimated to be the price. 

Mr. Torry. That is based on 100 percent load factor, and I think 
that that is mentioned in here. It is based on a 100 percent load factor 
whereas we are getting it at about 60 percent load factor. And it 
would really amount to about 6 mills, close to 6 mills. 

Senator Hickentoorer. The 6 mills would apply to what? What 
rate, from what source? All I am trying to do, Mr. Mayor, is to 
find out what your view as to the comparable price would be # 

Mr. Toney. From any source, from Dixon-Yates or any other 


source, 
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Senator HickenLoorer. Are you contending that the price of the 
electricity furnished to the Dixon-Yates contract, as you understand 


the proposal now, is substantially more than the price of present TVA 
power ¢ 


Mr. Tosey. Yes, sir. 

Senator HickENLoorer. How much more do you understand ? 

Mr. Tosry. About 2 mills, approximately 2 mills higher. 

Senator Hicken Looper. The source of your figures would be what; 
the source from which you get that estimate? 

Mr. Toney. It would be from my technical men here. 

Senator HickeNntoorer. I say that because we have had evidence 
which I think is not seriously disputed here, that the difference in the 
price would be only a fraction of a mill. 

Mr. Torry. Well, they give it to me as being 2 mills. 

Senator Hicxentoorer. If the differential would be 2 mills, going 
into TV A’s system, and the 650,000-kilowatt capacity was a tenth of 
the total TVA capacity, then if 650,000 were diluted into the TVA 
system and if that tenth even were 2 mills higher, diluted through 
the system, it could only possibly make a difference of about two-tenths 
of a mill in the whole price. Would that follow your theory ? 

Mr. Toney. I think the technical men here are basing their calcula- 
tions on 100 percent load factor and a 60 percent load factor, which 
makes that difference of 2 mills. 

Senator Hicken.oorer. Well, I think there is a differential also in 
the use of electricity depending upon the demand and the time of the 
day and all of the rest of the situations involved. Are you of the 
opinion that by 1957, let us say, late 1957, that the TVA demand or 
need for electricity will be in a very serious situation indeed unless 
facilities are constructed to furnish more electricity there ? 

Mr. Tosey. Well, certainly we are going to need a substantial in- 
crease in electrical energy there in Memphis; yes. 

Senator HickeNn.Loorrer. Do you agree with the statement of former 
Chairman Clapp which in effect said that unless facilities are con- 
structed in that area, that is, in the area to supply the TVA, that 
by 1957 the electrical situation will be almost in a state of catastrophe 
there? I forget the exact words, and if someone remembers the 
words he used in his letter, I will be glad to correct it. 

Mr. Tosry. No, sir. 

Senator Hicken.Loorer. Then you do not anticipate that there will 
be any emergent demand for electricity before the close of 1957? 

Mr. Torey. There will be a demand, but no emergency. 

Senator HickEn.Loorrr. Well, then, according to you there will be 
no emergent need now for building the Fulton plant, would there? 

Mr. Topey. Yes; while we say there is no emergency, but it will 
require 4 years to construct that plant, 3 to 4 years to build that plant, 
and certainly by that. time our needs will be materially increased. 
That is our power needs. 

Senator Hicken.oorer. Well, I think most of the other questions 
that I might have asked have been covered by others, so I will desist 
at this time. 

Representative Horrerm.p. Mr. Chairman 

Mayor Tobey, in order to get it clear in our minds what the city of 
Memphis is using, is it not true that they are using their load varies 
from about 70,000 kilowatts to about 304,000 kilowatts ? 
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Mr. Torry. That is correct. 
Representative Hotirietp. Now, your anticipated overall needs by 
1957 is 450,000 kilowatts ? 

Mr. Tosry. That is correct. 

Representative Houirretp. In other words, your need as you see it 
at this time, as your experts have planned it, is for an additional 
150,000 kilowatts by 1957 ¢ 

Mr. Tosey. That is right. 

Representative Houirrety. Over that which is being supplied you 
now by the TVA? 

Mr. Tosry. That is correct, sir. 

Representative Hoxririetp. Then, without going into the future 
years, after 1957, at the present time the building of this 600,000-kilo- 
watt plant will actually, as far as Memphis is concerned, give a capac- 
ity of 450,000 more kilowatts than will be needed by the city of 
Memphis in 1957 ¢ 

Mr. Tosey. Yes, sir; that is correct. 

Representative Houirretp. If a 1-generator plant was built at Ful- 
ton, on the Fulton side of the system contemplated in this project, 
which would furnish a net production of 217,000 kilowatts, these 
being 235,000-kilowatt generators with a net of 217,000, then 1 gen- 
erator built at the Fulton site would furnish you with your contem- 
plated needs for 1957, and possibly 1958 ¢ 

Mr. Torsey. That is correct. 

You understand that is plus what we are getting now? 

Representative Hoxirretp. Yes; plus what you are getting now. 
but you are getting that now on your firm contract ? 

Mr. Torry. That is right. 

Representative Houirre.p. So, looking at this thing from the stand- 
point of a minimum investment, or minimum credit expenditure of 
the Government, that type of a service could be rendered, could it not, 
and obviate the necessity of this 600,000-kilowatt plant over behind 
the levies in Arkansas? 

Mr. Tosey. State that again; I didn’t get all of that. 

Representative Hotirrevp. If the Congress should see fit to author- 
ize the building of 1 generator at the Fulton plant of 225,000-kilowatt 
capacity, under the regular TVA authorization which already exists, 
would that not serve the city of Memphis, as far as you are concerned, 
for the contemplated need ¢ 

Mr. Tosey. Yes; it would up to that time. 

Representative Hotirietp. Up to that time. And we understand 
that in the future you are going to continue to grow, as all other cities 
in the United States are? 

Mr. Topey. Yes. 

Representative Hotirrevp. If the four additional generators which 
are sunie authorized, smaller generators by the bay, at the Johnson- 
ville steam plant, from which you are now receiving your TVA power, 
were built, would not that give you more than your contemplated 
power? 

What are the generators at Johnsonville? 

Mr. Tosey. One hundred and fifty, I think. 

Representative Hotirrecp. Then, a minimum of 2 generators would 
give 340,000 net capability at the Johnsonville steam plant, which 
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would take care of your needs, not only for 1957, but on into the future, 
would it not, for some space of years? 

Mr. Torney. Yes, sir. 

Representative Hoxrrretp. Would not that seem to be the simple 
way, and the way of least Government credit or bond obligations, to 
proceed ? 

Mr. Tosey. Yes, I think so. 

Representative Hottrtetp. Would that not be in harmony with the 
previous procedures in the Tennessee Valley ? 

Mr. Tosey. That is right. 

Representative Ho.iF1teLp. Now, could I ask you when your present 
contract with TVA expires? 

Mr. Topery. I think it is in 1958. 

Representative Houtrrerp. In 1958? 

Mr. Tosey. Yes, sir. 

Representative Hoxrrrerp. All right, then in 1958, that is 4 years 
from now, and you will be then at that time forced to negotiate a new 
contract with your supplier, will you not? 

Mr. Toney. That is true. 

Representative Hotirteip. You understand that this contract pro- 
vides a 4-year notice of termination by the Dixon- Yates people from 
AKC to the Dixon- Yates people? 

Mr. Toney. Well, I don’t know about that. 

Represents itive Honirieip. Well, I think that I can assure you that 
AEC does have the right to give notice of termination to the Dixon- 
Yates people, and at that time they must start absorbing back at least 
100,000 kilowatts a year for 5 years, or 6 years, if it is 600,000. But 
they can take back all of it, if that notice of termination is given by 
AEC. So, at the end of that time, at the end of 4 years, and let us 
assume that the AEC does give notice of termination, as provided 
by the law, then at that time when your contract is expiring, you would 
be subject to such rates as TVA could negotiate with Dixon-Yates 
at that time, would you not? 

Mr. Topey. Yes, sir; that is true. 

Representative Horrrrerp. And if those rates were higher, you 
would have to pay it, would you not? 

Mr. Tosry. That is right. 

Representative Howtrrerp. So just by coincidence, the contract 
does coincide with the termination of your contract, and you are the 
biggest user of this power which is contemplated to be supplied, so 
that it is entirely possible under the terms of the contract, and I am 
not saying this is going to happen, but it is a legal possibility and it 
might be « called a profit probability to Dixon- Yates or of advantage to 
Dixon-Yates that this occur at that time because then they could 
charge higher rates allowed bythe power commission of the State 
of Arkansas to TVA, because it is deliverability at the State line in the 
middle of the Mississippi River. 

Is that not true? 

Mr. Tosey. Yes, that is true. 

Representative Horirreip. And would it not be to the advantage of 
the AEC also to give that notice of termination in view of the fact 
that they are being charged a budget item to pay the taxes, the whole 
State and Federal taxes of the Dixon-Yates people on their properties, 
the Dixon- Yates properties at this site in the State of Arkansas? 
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Do you know that, that the contract calls for them paying those 
taxes, do you not? 

Mr. Toxry. I understand that that is what the contract calls for. 
I haven’t seen it. 

Representative Hortrretp. That would be in-lieu taxes, for State 
and local taxes are paid directly and that the Federal income taxes 
of the corporation are paid indirectly in the formula set up which is 
approximately $495,000 a year, adjustable up and down subsequent 
to the payment of taxes, so that, in effect, it is a circumvention of the 
Gore amendment, and it is a formula set up to do indirectly what by 
law they are obligated not to do directly. 

You are aware of that, are you not? 

Mr. Tosey. Yes, sir. 

Representative Ho.trievp. I think this is a very interesting point, 
that the biggest user of this power, and it is something that you and 
the people of Memphis should know, that your contract expires about 
at the time that AEC’s right to terminate occurs. 

So in presenting your people’s views on this matter, before this 
committee, I might say that you are presenting them within the 4-year 
deadline for the people of Memphis to continue their present appar- 
ently satisfactory contractual relations with TVA. 

That is all, Mr. Chairman. 

Chairman Corr. Does the Chair understand that the gentleman’s 
point is that there appears a likelihood—just a moment—that upon the 
completion of the construction of these plants, which presumably 
would be 3 or 4 years, immediately as soon as they become in a posi- 
tion to be productive of power, that the Commission would notify the 
Dixon- Yates people, canceling the contract to the end that their 
TVA consumers might be exposed to the mercies of the Dixon- Yates 
people and with the result that the Federal Government would be 
saddled with a cancellation cost of many, many millions of dollars? 
Is that the gentleman’s contention ? 

It is true it is possible. But is it the contention that it is probable? 

Representative Hotirtetp. The gentleman’s contention is not 
exactly that. The gentleman’s contention is that the contract provides 
that this can occur, and it provides that if the Dixon and Yates people 
absorb this amount of electricity there is no liability of $40 million 
to the Government, but the liability then occurs on the consumers of 
the area in the form of raised rates because, if on notice of termination 
the Dixon and Yates people absorb the full amount, there is no can- 
cellation liability; if they do not absorb it, there is cancellation 
liability. 

It is true. But I am pointing out a possibility, and, I say, a prob- 
ability. And if I was a good businessman as Dixon jad Yates, I 
believe, are good businessmen, I would avail myself of that, if I could 
make an arrangement with the AEC Commissioners who might be in 
charge at that time, and they might be in favor of that because it 
would be of advantage to them in their budgetary presentations to 
this Congress to remove this incubus which is placed upon them 

against their will and foreign to their mission, which is to produce 
weapons for the protection of the security of the free world. 
Chairman Cote. Mr. Tobey, I have a question or two. 
Representative Price. Mr. Chairman, I had a question. 
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Mr. Mayor 

Chairman Core. Permit me; I wish we could conclude by 1 o’clock, 
although that is not firm. 

Representative Price. I have just a few questions. 

Mr. Mayor, you stated in your prepared statement that the city of 
Memphis had no knowledge or had not been contacted by either the 
AEC or Dixon- Yates prior to the consummation of this contract? 

Mr. Torry. That is true. 

Representative Price. Is that a true statement ? 

Mr. Tosry. Yes. 

Representative Price. Do you or did you not have strong convic- 
tions that they should have? Why do you think the city of Memphis 
should have been contacted by the proposers of the contract and the 
AEC? 

Mr. Torry. Well, due to the fact that of course the city of Memphis 
is the one most interested in this matter, and certainly we have a 
stake here in this contract with Dixon- Yates, I think for that reason 
that we should be informed as to the conditions of this contract. 

Representative Price. I certainly agree with you, and I was amazed 
to learn here the first time that the officials of the city of Memphis 
were not taken into at least a courtesy meeting on the proposal, es- 
pecially in view of the fact that Memphis is so directly involved 
within the market for the power and in view of the fact that the con- 
struction of the plant is proposed for a site across the river from 
Memphis. 

Also, since there is some thought here that this is a stopgap move 
until the time we can resolve the question of private versus public 
power and what they are going to do with TVA, that if they were 
considering making a definite change in the philosophy that they were 
going to revert to private power through the valley, and particularly 
in the Memphis area, would not the people who would have the first 
choice of a company to receive a franchise from the city—would not 
they be the people of the city of Memphis? 

Mr. Torry. Yes, sir. 

Representative Price. Would you not want to have something to 
do with the choice of the company who would receive the franchise? 

Mr. Toney. I certainly would. 

tepresentative Price. In making this presentation to the Securi- 
ties and Exchange Commission, this company will have to justify 
and cite potential markets for the use of power in the event that the 
AEC withdrew its demands. Do you feel confident that one of the 
chief justifications they will use in the potential market will be the 
city of Memphis? 

Mr. Tosry. Unquestionably, yes. 

Representative Price. Then, would you not feel as a city official 
that you would want to do some of the negotiations on that contract? 

Mr. Tosey. Yes, sir. 

Representative Price. It could be that you might want to go to 
some other private companies before you let them into the area, as a 
matter of franchise? 

Mr. Toney. That is true. 

Representative Price. Do you not have a feeling then that in this 
Dixon- Yates matter you have been deprived of the opportunity of the 
city to select the franchise holder ? 
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Mr. Tosey. We certainly feel that way at home; yes, sir. 
Representative Price. Now, I was interested in the statement that 
Major Allen made here yesterday, in which he said: 

From the location of this plant, it is reasonable to assume that the Dixon- 
Yates group is interested in capturing the Memphis market, rather than in 
serving the ANC. 

If that is true, that places greater emphasis on this point about who 
should hold the franchise, is that not right, at some future date? 

Mr. Tosry. Yes, sir, it certainly does. 

Representative Price. And if this contract goes through, it will be a 
little bit difficult for you to have a choice of people? 

Mr. Trsey. It would probably eliminate any such choice. 

Representative Price. You would not have a choice? 

Mr. Tosey. That is right. 

Representative Price. And would eliminate all further competi- 
tion, is that correct ? 

Mr. Tosey. That is correct. 

Representative Price. Now, there has been some reference made to 
the proposal that the city of Memphis could make. You could not 
make a proposal if you did not know negotiations were going on, 
could you? 

Mr. Toxsry. No, sir. 

Representative Price. It would seem that the Commission was not 
very zealous in obtaining a proposal; would it not seem so to you? 

Mr. Toney. That is the way we feel about it; yes, sir. 

Representative Price. That is all I have right at the moment. 

Chairman Corz. Mr. Tobey, it is a fact, is it not, that as mayor of 
the city of Memphis, no matter what the terms of the contract with 
Dixon- Yates might be, you would still be opposed to it ? 

Mr. Toney. No; I wouldn’t say that. ° 

Chairman Cote. Well, it is impossible to draw any other conclu- 
sion than that. You have told us that you have not seen the contract, 
you do not know the terms of the contract, and yet you are opposed 
to the contract; therefore, it must logically follow that, no matter 
what the terms of the contract are, you would be opposed to it. 

Mr. Toney. Mr. Chairman, I think it has been very clearly stated 
here, and asked me that question, who advised me as to the terms of the 
contract and I told you and your committee that it was my technical 
men here with me. 

I certainly have been informed as to certain conditions of the con- 
tract, but I have not read it, and I have not even read the proposed 
contract, because you did not submit it to us. 

Chairman Core. Well, you have said that you are not familiar with 
the terms of the contract ; yet you are opposed to it. 

Mr. Tosey. In detail. 

Chairman Cotz. And I cannot draw any other conclusion. 

Mr. Tosry. I have expressed myself very clearly in that respect. 

Chairman Cote. Do you mean to say, then, if a contract with Dixon 
and Yates contains provisions to your satisfaction, that you would 
approve of it? 

Mr. Toszy. If they contained conditions to my satisfaction, would 
I approve of it ? 
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Chairman Core. Yes. 
Mr. Tozer. I wouldn’t approve of any contract unless I knew the 
conditions of that contract and had the time to advise with my tech- 
nical men regarding the contract. 

Chairman Core. After satisfying yourself that the terms of the 
contract met your approval as mayor, would you approve of a contract 
between the AEC and the Dixon- Yates group? 

Mr. Tozer. We, of course, prefer to do business with the TVA; yes, 
sir. 
Chairman Coz. Then the answer is that you would not approve ? 

Mr. Tosey. I answered the question, we prefer to do business with 
TVA, 

Chairman Core. Sure, well, all right, in pursuance to that prefer- 
ence, carrying out that preferenc e, it must necessarily follow that you 
would not approve of a contract with Dixon- Yates? 

Mr. Torry. Well, Mr. Chairman, you can assume, of course, what- 
ever you like; I have made a clear statement. 

Chairman Core. Is that an unfair assumption ? 

Mr. Tosry. Let me say this, so much has been said about this pro- 
posal, why not let Major Allen testify ? 

Chairman Corr. I am asking you as mayor of the city of Memphis. 

Mr. Tosry. And I am trying to give you a clear-cut answer to 
every question that I possibly can answer. 

Chairman Core. Well, your answers have been sufficiently clear to 
convince me that because of your preference that this power be pro- 
duced by TVA that therefore as mayor of the city you would not 
appove of any contract with the Dixon-Yates. That is my con- 
clusion. And your responses to the questions and your appearance 
here before the committee has convinced me of that conclusion. 

If there are no further questions, we will recess now to meet at 2 
o'clock this afternoon. 

Mr. Torry. Mr. Chairman, Major Allen wants to say something, if 
he might. 

Major ALLEN. I would like to comment on Mr. Hinshaw’s discus- 
sion of this last statement in my paper of yesterday. I think it should 
be made plain that I am assuming that if in this particular paragraph 
in what I wrote yesterday, that the AEC or the TVA or some govern- 
mental agent would agree to buy poyer to take 5.2 million kilowatt- 
hours a year and handle the whole thing in exactly the same way as 
proposed for Dixon-Yates, they would guarantee the demand charge 
of about 9 million and the energy charge of 1.863—in other words, 
if they would duplicate the exact conditions that are being considered 
by the AEC for a contract with Dixon- Yates. 

Now, any modification of that would not make this offer anything 
like a reasonable offer for us to make. If we just have to build a 
plant aa if we are going to finance a plant, I will tell you right now 
we don’t want to build a “pl: int. We want to continue to be served by 
the Tennessee Valley Authority in exactly the same way we have here- 
tofore been served. But if this kind of an offer were made so we 
had all of the advantages offered to Dixon- Yates, I think it is some- 
thing that we could seriously consider. 

Chairman Cote. Thank you, Major Allen. 
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The committee is adjourned to meet at 2 o’clock this afternoon to 
hear Mr. Stewart, who will be followed by Members of the Senate and 
the House, who have expressed a desire to appear. 

(Thereupon at 1:05 p. m., a recess was taken until 2 p. m. the same 
day.) 


AFTERNOON SESSION 


Chairman Corr. The committee will come to order. 

The Chair observes a quorum of the members in attendance, and we 
may proceed. 

(Present: the chairman, Senators Pastor, Bricker, and Gore, and 
Repesentatives Durham, Price, and Holifield.) 

Chairman Core. A letter was received by the chairman from the 
President, on this subject. which was of sufficient interest to be read. 
It is dated November 10, which is today. I will omit the salutation. 


On several occasions you and I have discussed the administration plan to 
relieve TVA of part of its obligation to furaish electric power to AEC in order 
that TVA, without additional steam plants built at taxpayers’ expense, may 
have an adequate supply of electric power for its customers through 1957. 

My general thinking on the subject is this: It seems to me that all arguments 
for the construction by the Federal Government of the additional steam plants 
ignore this one and very important truth: If the Federal Government assumes 
responsibility in perpetuity for providing the TVA area with all the power it 
can accept, generated by any means whatsoever, it has a similar responsibility 
with respect to every other area and region and corner of the United States of 
America. 

Logically, every section of the United States should have the same oppor- 
tunities, and the Federal Government should not discriminate between the 
several regions in helping to provide this type of facility. My own conviction is 
that we have not been alert enough in making certain of this equality of treat- 
ment. If this is the case, then it is high time that other regions were getting 
the same opportunities. 

I cannot believe that Americans, in general, disapprove of attempting to place 
all regions on a basis of equality in this regard. Consequently, there must either 
be some reexamination of any plans which would call for the Federal Govern- 
ment to supply all the additional power capacity that might be needed in the 
future in the Tennessee Valley, or logically we would have to begin plans for a 
gigantic power development to cover the entire Nation equitably. 

The directive to the AEC to make arrangements for the purchase of private 
power—either directly or by finding a new private source to replace available 
TVA power—was designed to allow time for a thorough examination of this 
whole vast field, without hurting the citizens of the valley. 

As a consequence of these facts, I believe that the project for building new 
plants at Federal expense—implying a purpose of continuing this process in- 
definitely in the future—is therefore wholly indefensible unless it should become 
part of a vast national plan. If this is to be national policy, it is most certainly 
a project that demands earnest and prayerful study. In the meantime, the citi- 
zens of that region will not be deprived of the additional power they need for 
the next several years. 

It seems to me that there has been a very great deal of talk and argument— 
much of it partisan—about issues that are really clear and simple. No one in 
this administration has any intention of destroying or damaging TVA or of 
diminishing its effectiveness in any way. But this is not the same thing as 
fastening on the Federal Government a continuing and never-ending responsi- 
bility which I frankly do not believe is logical nor, in the long run, in the best 
interests of the country. 

The administration plan, and all facts concerning its development, have been 
before the public for months. I hope that the Joint Atomic Energy Committee 
will give the plan, and the proposed contract to carry it into effect, the fullest 
consideration that the committee deems necessary. If, however, after such con- 
sideration, the committee is of the opinion that the final contract terms are 





502 UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO. 


completely satisfactory, it would be clearly desirable and in the best interests 
of the people of the TVA area that any additional waiting periods be waived, 
so that construction may begin as soon as possible and people in the TVA area 
may make their plans for the future. 

With warm personal regard, 

Sincerely, 
Dwicnt D. EISENHOWER. 

Chairman Corr. That letter has been authorized for release. 

Senator Gore. Is the letter subject, properly, for discussion at this 
time ? ‘ 

Chairman Core. If you solicit the opinion of the Chair, it would 
be in the negative since the schedule for hearings this afternoon 
has already been fixed by the committee at the meeting this morning. 
However, if the Senator desires an observation and reasonably brief 
discussion, of course. 

Senator Gore. I thank you, Mr. Chairman. 

In the paragraph at the top of page 2, the first paragraph, the 
President takes a position with respect to any further generating 
capacity by the TVA. I quote: 

As a consequence of these facts, I believe that the project for building new 
plants at Federal expense—implying a purpose of continuing this process indefi- 
nitely in the future—is therefore wholly indefensible unless it should become 
part of a vast national plan. 

If I interpret that correctly, President Eisenhower is now saying 
emphatically that he opposes any further growth of generating facili- 
ties by TVA and, therefore, he proposes the Dixon- Yates contract. 
On the first page of the letter he refers to this as a stopgap procedure 
in order to give the administration time to do, something—I am not 
quite sure what. It seems to me this is a strange stopgap. Signing 
a 25-year contract is hardly temporary. This letter makes it plain, 
as has been charged, that the whole purpose of the Dixon- Yates 
contract is to alter the TVA program. 

Thank you. 

Chairman Corr. Of course, each one of us has an equal right to 
interpret what was the intention of the President when he gave ex- 
pression which he did in the letter. So far as I am concerned, I would 
prefer to let the letter speak for itself and allow the President himself 
to interpret his own expressions. ‘ 

The first witness for this afternoon, according to the previous an- 
nouncement, is Mr. Stewart, representing the Sand Mountain REA. 
Following Mr. Stewart are a number of Members of the House and 
the Senate. 

Do you solemnly swear that the testimony you shall give in the 
proceeding before this committee will be the truth, the whole truth, 
and nothing but the truth, so help you God? 

Mr. Srewart. I do. 


TESTIMONY OF M. C. STEWART, MANAGER, SAND MOUNTAIN 
ELECTRIC COOPERATIVE, FORT PAYNE, ALA. 


Mr. Stewart. Chairman Cole and gentlemen of the committee, 
my name is M. C. Stewart, and I am manager of the Sand Mountain 
Electric Cooperative of Fort Payne, Ala. This cooperative was or- 
ganized in 1940 to serve the northeast corner of Alabama, the Georgia 
State line being the eastern boundary, the Tennessee State line the 
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northern boundary, the Tennessee River, Guntersville Reservoir the 
western boundary, while we join the Marshall-DeKalb Electric Co- 
operative, the Cherokee Electric Cooperative, and the Alabama Power 
Co. on the south, about 80 miles from the Tennessee State line. The 
Sand Mountain Electric Cooperative is now serving some 10,500 
members, or approximately 50,000 people. 

To you I doubt that this seems very important, but to these members 
it is very important. And I mean no disrespect to the committee or 
Congress. I know you gentlemen are very busy and have important 
matters on your hands, but I am here representing the people of the 
Sand Mountain area. But to these members it is very important, so 
much so that the board of trustees instructed me to do any and every- 
thing that I could fairly and honestly to protect their electric rates 
and supply of electricity. That is why I am here, and I appreciate, 
as do all the members of the Sand Mountain Electric Cooperative, 
your allowing me this time. 

I have served as manager of the cooperative since it first began 
operations in July 1940. It was formed because the people of this 
area wanted electric service and the power company would not provide 
the same. They [the power company] had built a few lines on Sand 
Mountain in an effert to stop the talk of TV A power, but our president, 
though less than a quarter mile from the line, was unable to get power, 
as was the case of many others, until the cooperative was organized, 
when the power company immediately came out and built the line to 
his place. He waited, however, until the cooperative took over before 
wiring his home and having the power connected. 

On transfer day, July 18, 1940, the cooperative bought 309 miles 
of distribution line serving 3 small towns and a small part of the rural 
area, in all, 1,813 consumers. Now today the cooperative has 1,785 
miles of line and 10,500 consumers with electric service available to 
better than 98 percent of the people in its area. 

This service is very important to these people, some of whom live so 
far off the main roads, on side roads and trails, that in bad wet weather 
the meter reader has to leave his truck and walk sometimes as much as 
a mile to read the meter. Thus the electric wires provide these mem- 
bers their most important link with their fellowmen, for they bring 
light, power, heat, and entertainment all at a price they can afford to 
pay, in most instances, though I am sorry to say there are a few who 
cannot afford it at the low TVA rates, 

In 1940 the power company customers were paying a rate so high 
that they boabl afford to use only a small amount of electricity. The 
average residential use was only 57 kilowatt-hours per month, used 
mainly for lights and radio. This includes those living in the small 
towns where a few had electric refrigerators. 

Today about 85 percent of our members have refrigerators and 
better than 50 percent electric ranges, and now the average residential 
use is 273 kilowatt-hours per month. This would not be possible if 
it were not for the low TVA rates. The cooperative operates on a 
very small margin, and in order to maintain its system properly it 
must sell its members many kilowatt-hours. This is the principle upon 
which many American businesses have prospered, but not the private 
electric companies until recent years, when those surrounding the 
TVA and other public-power areas were forced into this method of 
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business, and have prospered beyond the average of all companies in 
the United States. This, though, has made these companies work 
harder than before and that, our - members feel, is why they are trying 
so hard to increase TVA rates. 

To you, Senator, a small increase in rates of the Sand Mountain 
Electric Cooperative would probably seem rather unimportant, but to 
the 50,000 people who would have their new way of life affected it is 
very important, and that is why they think that this Dixon- Yates 
contract should not be signed. We feel that it would be the private 
companies’ foot in the door to come back and force high electric rates 
upon us. If we become dependent upon the private companies for 
power in the TVA area, what is to prevent their increasing their rates 
to us when the opportunity affords? Nothing. That is why they 
would like to build around the TVA area a series of plants, and pre- 
vent TVA from building additional plants. 

It has already been pointed out to your committee that this Dixon- 
Yates power will cost more than power from the Fulton plant that 
TVA has asked to build. 

This probably is not important to you, but to we who have to pay 
the increased cost it is very important. And we in the valley will 
pay our share of the taxes to support AEC if they assume the increased 
cost, while if it falls on TVA it will come back to us directly in in- 
creased electric rates. 

[ am sure you have already heard that TVA power consumers last 
year saved $70 million by obt: aining electricity at TVA rates, rather 
than paying for it at rates prev: ‘ailing generally throughout the 
country. The share of this saving accruing to Sand Mountain Electric 
Cooperative members was estimated to be $267,000, or for 10,300 mem- 
bers, $25.92 each, or $2.16 each month. I doubt seriously if many of 
our members could afford to keep their electric service if they had 
to pay this average increase of $2.16 per month for the service they 
are now receiving. 

When and if this happens and the cooperative rates are increased, 
our members with their limited incomes will have to cut down on their 
use of electricity, which will then mean less revenue to the cooperative. 
This would not go far until the cooperative would be unable to meet 
its payments to REA on its loan and would then of course default. 
This, then, would be a loss to the Government of interest and princi- 
pal that the cooperative is now paying regularly. The same would 
be true of many other cooperatives. 

As you know, TVA serves cooperatives in Alabama, Mississippi, 
Kentucky, and Georgia, as well as Tennessee. 

However, with continued low rates our members can and will make 
additional use of their electric service to improve their farm operations 
and increase their income. In 1940 cotton and corn were about all that 
a farmer tried to produce in our area, and while they are still the prin- 
cipal crops, there is much more diversification. In 1940 there were 
three grade A dairies in the area. It is almost impossible to have a 
grade A dairy without electricity. Today there are 83 grade A dairies 
served by the cooperative. 

For instance, Albert Browder, Route 2, Fort Payne, who lives only 

3 miles from Fort Payne, had no service though the power company 
ling was less than a mile away, until the cooperative built to him in 
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1943. He has gone into dairying and now uses approximately 1,400 
kilowatt-hours per month. He says without electricity he would still 
be row cropping. 

Another member, Willie Shipman, on Lookout Mountain, who first 
received service in 1947 has turned to chickens and is using 760 kilo- 
watt-hours per month, much of it in his broiler houses. 

Our president, Gus Marshall, and his son, a former county agent 
who returned to the home farm when electricity took the place of the 
hired hand, have abandoned cotton for grain feeds, cattle, and hogs. 
With seed dryer, feed crusher, and an electrified farm shop, they are 
now averaging about 600 kilowatt-hours per month. This is the same 
man whom the power company would not serve until the cooperative 
was organized. 

Many members are thus using electricity to increase their income, 
and consequently paying more income taxes. With this increased in- 
come they are purchasing appliances and tools with which to further 
better their way of living. This makes jobs in the factories, for some- 
one must produce and sell these tools. If you increase the price of 
electricity to where our members cannot continue to eeaians their 
use, the effect will be felt in the factories of the North and East in 
less than a year’s time. It could be the start of another depression 
such as we are trying to avoid. 

Gentlemen, though to you this may not seem very important, to us 
it is and we are asking that you abide with the intent of the law and 
hold approval of the contract until C ongress has a chance to look into 
the matter and we have had a chance to study the contract. As yet 
we have not seen a copy of the contract, though we asked to see the 
same several months ago. We think the whole Congress should pass 
on this contract. 

Thank you, gentlemen. 

Chairman Corr. Are there any questions from any of the members 
of the Senate side? Members of the House? 

If none, permit me just to raise a question of you, Mr. Stewart, 
which I have also raised of other witnesses who have appeared in 
opposition to the contract. If you could be assured—or at least, for 
the sake of discussion, let us assume that the Dixon-Yates project 
does not result in any added expenses to TVA upon which an increase 
in TVA rates to TVA consumers might be predicated, would you still 
be opposed to the at Yates project ? 

Mr. Stewart. Yes. I do not see how that could be brought about. 

Chairman Corr. I say assuming it for the sake of argument. 

Mr. Stewart. Assuming it could be fixed where there would not 
be any chance of increase of rates for the 25-year life of the contract ? 

Chairman Core. Because of the Dixon-Yates project, would you 
still be opposed to it? 

Mr. Stewart. I just cannot quite see how you could bring anything 
like that about. 

Chairman Core. Don’t equivocate, answer straightforward now. I 
am not trying to trip you. Take a position. I would like a straight- 
forward position. If you people are apprehensive of the Dixon- 
Yates project because of your fear it might result in added rates to 
your consumers, which is an understandable apprehension, say so. 
However, if you can be assured—and for the sake of argument let’s 
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assume the assurance—that the Dixon-Yates project will not result 
in added costs to TVA consumers, then would you still be opposed 
to it? 

Mr. Srewarr. Knowing the power companies like I do 

Chairman Coir. That can be answered yes or no. Say you would 
rather not answer if you wish. 

Mr. Stewart. If it could be brought about so it would be absolutely, 
no doubt. then I do not believe our members would be opposed to it. 
But I do not think that could be brought about because I know these 
private companies and what they have done in the past and now to 
increase the rates in the TVA area 

Chairman Corr. Then your answer is that if you can be assured 
that the Dixon- Yates project will not result in added rates to TVA 
consumers, you have no objection? 

Mr. Stewarr. Over the period of the contract and the life of the 
plants. Let’s put it even beyond the pe riod of the contract. That is 
95 years. That plant will probably last 50 years. 

Chairman Coir. Then we can assume that if firm assurances are 
given that the Dixon- Yates approach to that project will not provide 
a justification for TVA to increase rates to consumers; then so far 
as your group is concerned, you would have no objection ? 

Mr. Srewarr. Under those circums oo I do not believe there 
would be any objection, but I do not believe those circumstances can 
be brought about after hearing the testimony here this morning. 

Chairman Corr. I think I have an understanding. 

Thank you, Mr. Stewart. 

Senator Gore. Mr. Stewart, in addition to being the representative 
of an electric distribution cooperative, do you not have objection to 
the Dixon-Yates contract as a citizen of the United States? 

Mr. Stewart. Yes, I have. 

Senator Gore. Regardless of its effect upon TVA rates or lack 
thereof / 

Mr. Srewart. From what I have been told and have read in the 
papers about the contract, | do not think the United States Gov- 
ernment should go into any such contract with any group, public, 
private, or otherwise. 

Senator Gore. Whether it would have effect upon TVA rates or 
not ? 

Mr. Srewarr. That is right. 

Senator Gore. Thank you. 

Chairman Core. Thank you. 

Mr. Whitten, please. I assume that you are aware that all previous 
witnesses have taken the oath. Do you solemnly swear the testimony 
and evidence which you shall give before the committee will be the 
truth, the whole truth, and nothing but the truth, so help you God? 

Representative Wuirren. I do. 


TESTIMONY OF JAMIE L. WHITTEN, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF MISSISSIPPI 


Representative Warren, I appreciate this opportunity of appear- 
ing before this Joint Committee on Atomic Energy, particularly in 
view of the serious effects that. the Dixon- Yates contract would have, 
not only on the region in the southern part of the United States but 
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throughout the country. For many years I served on the subcom- 
mittee which handled the TVA appropriation and was a member of 
the 80th Congress in which the Republicans then were in control and 
set out to require a return to the Federal Government of such amounts 
from the TVA activities as in my judgment would have seriously 
crippled its operation. 

Chairman Cote. Would you permit an interruption to inquire if 
your statement has been duplicated, if we have copies of it? 

Representative WHrrren. I am sorry. I have prepared a tentative 
draft, but I would like the privilege of talking extemporaneously 
if I might. 

Chairman Coir. The committee previously determined all witnesses 
would submit copies of their statement for the benefit of the com- 
mittee. 

Representative Wuirren. I have copies. I will try to do it. I 
was In hopes I would not be limited. 

Chairman Corr. I am not raising it from the standpoint of myself; 

I am simply trying to carry out the expressed desires of the committee. 
The committee is prepared to waive that requirement in the case of 
Mr. Whitten, but I think we should let the record indicate that. Is 
there objection to Mr. Whitten proceeding in spite of the fact that 
copies of his statement are not available to the committee ? 

I hear no objection, so now you are permitted to proceed. 

Representative Wuirren. I thank the committee for that action 
and would like to explain my situation. I have just returned after 
an Official inspection trip for the Appropriations Committee. I got 
in here Monday night. Asa result, I have had to do the best I could 
so far as getting ready for this appearance. I have been quite active 
in this field of work through the years I have been in Congress, and 
I do feel that I am qualified to some extent to discuss the issues before 
this committee, though I did not have time to prepare the statement 
in line with your polici ies. 

As I understand it, Mr. Chairman, the matter before this particular 
Atomic Energy Commmittee at this time is a request that the 30-day 
waiting period be waived in connection with the Dixon-Yates con- 
tract. If I am correct further, the facts are that the contract itself 
was not before the Joint Committee in its entirety in that certain mem- 

oranda of agreement and other things are not before the committee. It 
ase this committee in position of being asked to waive something 
prior to it being submitted. 

I come from the area of the South. My district is supplied by the 
TVA, about half of it. The half in which I happen to live is supplied 
with electrical energy by the Mississippi Power & Light Co., a pri- 

rately owned utility. Certainly it has been my desire in my efforts to 
try to see this thing fairly in the years I have been in the Congress. 

‘As I started to say, in the 80th Congress when the present adminis- 
tration or the present Republican Party was in control of the Con- 
gress, at that time strong efforts were made before our subcommittee, 
with us in the minority, and Senator Gore was a member of that com- 
mittee. At that time it was quite apparent that the desire of the pri- 

vate utilities was to increase the rates paid by the consumer. As you 
are aware, under the present law the benefits of the great TVA de- 
velopment shall go as directly as possible to the consumers. 
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As a result, the retail rates in that area do reflect the benefits which 
that region has in these deep mountain valleys and in the natural ter- 
rain which makes the generation of power quite feasible and which 
also, under the law, provide for a great number of people in between 
the generation and the consumer from getting a split, so to speak. 

In that Congress we were able to prevent efforts to pull out of this 
Government-owned corporation of sufficient amount every year to 
cripple its operation and run its rates up. We provide—and it is 
the law today—that in 40 years there must be returned in cash to 
the Federal Government as a dividend the entire cost of power invest- 
ment. So even after that is done and the total investment costs are 
returned to the Government, the TVA still will belong to the Gov- 
ernment. It is the Government. 

As a result of TVA and the example that it has given to the area, 
we have learned that the Federal investment in that region has added 
greatly to the national wealth because at there can be no ques- 
tion about the increased wealth of the area of the TVA. In my judg- 
ment, at least, the people in the half of my district supplied by the 
Mississippi Power & Light Co. have just as deep an interest in the 
TVA as do the people in the area served by TVA because the yard- 
stick of the TVA has resulted in reduced rates in the half of my dis- 
trict. 

There is one statement I have never seen contradicted by the utili- 
ties, and it is one I think clearly shows the national interest in this 
picture. That is, the closer the private utility to the TVA, or the 
closer they are to the public power development i in the Northw est, the 
greater the increase in the sale of electricity, the greater the decrease 
in rates, and the greater the increase in earnings of the company. 
The further you get away from these two deve lopments, the less the 
decrease in rates, the less the increase in power, and the less the earn- 
ings. That of itself shows a national interest. 

I hope [ may have the privilege of putting in the record my dis- 
cussion of the Dixon-Yates contract and how far out of line that 
it is, but knowing this committee has heard all of those details so 
many times, I would like to direct your attention to some other fac- 
tors. Here is a Joint Committee of the C ongress requested to waive 
a requirement of the law before the contract is before us, at a time 
when the people of the country have changed the ratio of this com- 
mittee between Democrats and Republicans. Here we are asked to 
speed up to save time. 

This decision on such an important matter, which, whether you 
agree with me or not, I think we must all agree this is a highly con- 
troversial national question. This is not in the nature of any threat. 
I have the highest regard for the members of this committee, each 
of whom enjoys the highest reputation for honor and integrity in 
the Congress, but we all have our responsibility. 

Should this Joint Committee waive this requirement, it will fall my 
duty as a member of the Appropriations Committee to offer the motion 
to prohibit the use of any funds to carry out a contract which seems 
to have as many questionable provisions. It is my judgment that 
the Congress would sustain efforts to prevent the use of any such 
funds for that purpose. : é 

I would like for you to bear with me while I discuss a situation 
that arose in 1943 where the situation was very similar and in which 
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the same motion was made. I made it. In 1943 the Government 
of the United States entered into a contract very much on the same 
basis as this one was entered into. I was a member of the Subcom- 
mittee on Naval Appropriations when there came before us what 
looked to be an innocuous request for a number of million dollars 
to consummate a contract with the Standard Oil Co. I asked about 
the contract, and no copies were available. Everybody started insist- 
ing that the contract was good and the Government had just merely 
agreed with the company ‘to dev elop Elk Hills, this great Navy oil 
reserve. 

For a matter of weeks everybody was insisting it was good. I 
talked to Secretary Knox, the Republican who was then Secretary of 
the Navy. He insisted that the contract was all right and there was 
nothing to worry about. We finally got a copy of that contract, as 
I hope } you gentlemen will get a copy of this. When we got the copy, 
it showed while the Standard Oil Co. owned only 20 percent of the 
land in the Elk Hills area under that contract, they were getting 
36 percent of all the oil. 

The contract, when we finally got it, further showed that for the 
first several years up to 25 million barrels of all the oil went to 
the company. Of course, they said they had to repay the oil to the 
Government, and when you checked it it was at a rate less than inter- 
est. The contract was in perpetuity, from now on. 

In that case they did not have the approval of the Solicitor or 
the attorney for the Navy Department. In this case there has been 
no legal opinion from the attorney for the Federal Power Com- 
mission. 1 may be in error, but that is my information about. it. 

In that case the details of the contract were not made available 
to the committees of the Congress that were dealing with it until 
we got into it and refused to appropriate the money to carry it out. 
In that case the head of the Department was busy insisting that. it 
was a good contract. In that case the argument was that the Gov- 
ernment is going to enter into partnership with private business for 
the good of all of us. 

That being true, when we made the motion and I finally got ahold 
of the contract, I pointed out the Government was coming out second 
best and private industry was being put in business. The Congress 
supported my motion to strike out the appropriation. When we did, 
we got the Department of Justice to restudy the matter, and it was 
declared illegal, although it was signed and in operation. The con- 
tract ceased, and from that time on the Standard Oil Co. has never 
sued the United States on the terms of that contract. 

The similarity there to the present situation is great. May I say that 
Secretary Knox, who was a Republican, later came before the com- 
mittee and admitted he had pulled a boner. Great oil reserves were 
saved, amounting to hundreds of millions of dollars. 

In the present case you can clearly see in the actions of the Congress 
the same desire of the private utilities to increase the rates to the retail 
consumers in the TVA area so that they in turn won’t have that 
yardstick and can raise the rates in the area where they are serving. 
I would like to point out to you how you can see that. This adminis- 
tration, from the Committee on Appropriations, brought out a bill 
which said that the retail rates were beyond the reach of the TVA, that 





510 UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO. 


from here on the TVA shall not require that the benefits of this great 
TVA development shall go to the people. 

That was an open invitation to the 150 communities and the coopera- 
tives and the rest in that area to finance everything under the sun. 
In other words, this administration, through its Appropriations Com- 
mittee on which it has 30 members to our 20, said that above all you 
must fix it so that the retail rates will be raised. Apparently they did 
not care who got the money because they didn’t say. 

Now we find in the Dixon-Yates contract a directive, apparently 
from the head of the United States to enter into such a private contract. 
Nobody has even seen it. I heard the letter read, but I have not heard 
of anybody who has seen the whole contract, including the provisions 
covered by memorandum agreement. In this case, however, it is made 
very clear who will get the money. 

Fortunately, we struck out the House provision which was brought 
in to let them retail rates regardless of who got the money. In this 
contract it is quite apparent who will get the money. In this case there 
are so many things that I do not see how anybody dealing with public 
contracts could in good conscience approve them; that is, to build a 
plant across the river only to move the power back across to the other 
side for use. 

I do not see how in good conscience we could let a contract of this 
magnitude without competition. I do not see how in good conscience 
we could direct one agency of the Government to enter into contracts 
to produce power under authority when it is not to go to them but to 
go to someone else. I cannot see how we could guarantee the profits 
that are guaranteed in this contract. I cannot see how this committee 
could accept this—and I say it in all fairness—just before the new 
Congress comes in where the makeup of this committee will shift from 
10 Republicans to 8 Democrats. 

It will then be 10 Democrats to 8 Republicans under the will of the 
people of the United States, and for this committee to act now, prior 
to the 1st of January at best could save only 90 days in time. When 
the will of the American people is thwarted, it does not usually work 
out to be successful. 

You will recall in Nevada the Republican attorney general set out 
to say that the Republican-appointed Senator would serve for the 
next 2 years. The people did not like that. They returned him to 
private life. In one of the Southern States where the action was by 
a Democratic governor where there was provided no popular vote 
by the people on who would be in the United States Congress, the 
people wrote in the name to elect a Senator. 

There are so many questions in this that it makes it terribly bad 
for it to be foisted on the region or the United States. Whether you 
agree with me or not, whether you agree with all of us in that area, 
you must see this is a red hot, live national question and the issue 
before you is whether you shall waive a requirement of law that this 
contract shall not be effected until at least 30 days after the new con- 
tract is convened. 

With that issue before you and a red hot, live question that this is in 
the public eye, I cannot see how this committee could be asked to take 
the load to save 90 days, to approve a contract which I understand 
you folks know more about than perhaps I, but which has not been 
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fully made available to you. I think it is a constantly changing thing. 

With that I would like to say again that we have a very deep. interest 
in the welfare of the TVA because it is the utility of that region. It 
is one place where the natural valleys and great natural resources of 
the area are harnessed through the sale of Government bonds and 
made available to the people, not without return of the money to the 
Federal Government. The law requires that and it is being carried 
out. 

The only thing that I see that the private utilities oppose is the fact 
that the benefits of this national investment for which the money is 
being returned to the Treasury must flow to the people rather than 
being gobbled up between the generation of power and the retailer on 
the line. 

Now it is not that they have any great feeling toward the people 
that happen to benefit by living within a region with these great 
natural valleys and this great development, but it is because as long as 
the TVA can show the actual cost of generating power, as long as it 
can show the actual cost of distribution, as long as it shows that there 
is more profit in greater and greater use of electricity with cheaper 
and cheaper rates—if they can get rid of that, then the rates of the 
private companies can go up. Believe you me, they will go up the 
minute that through some scheme the retail rates get raised by the 
TVA. The very next move will be an increase in rates by the private 
utility. 

May I repeat again that I cannot see how any committee of the 
Congress could be asked to approve in advance a contract before it is 
submitted or before you fully understand it. I cannot see how any 
Congress of any administration after just suffering defeat at the polls 
could take action here within less than 60 days of the new Congress to 
let this contract be entered into. 

Again this is no threat, but there are many of us on the Appropria- 
tions Committee—and remember in the new Congress it will be 30 
Democrats and 20 Republicans—who will make every effort to pro- 
hibit the use of any funds to carry out this contract entered into under 
the circumstances which apparently surround this one, entering into a 
partnership with a private business. That is what they said in the 
Standard Oil case, but it is like the old statement—and I am being 
trite in saying it—of the eat and the mule stew; 1 rabbit and 1 mule. 
In this instance not only to Dixon-Yates but to the private utilities 
throughout the country mite re the TVA and other public-power devel- 
a’ extends, a yé ardstick should be set so the utility governing 

bodies in the’ various States have somewhere to look as to what the rate 
structure should be. 

[ appreciate again the opportunity of calling this to your attention. 
Having served with you members, | cannot see how you could take 
favorable action on the request that is now before you. You may not 
agres that this is bad, but throughout my experience—and I served 
as district attorney 3 times, about 814 years—if a county board of 
supervisors in the United States were to do what is being done in 
this case, they would be indicted. Whether the evidence would sus- 
tain it would depend on the evidence you could get, but. public opinion 
in a county would not stand for the circumstances that surround this 
contract. Certainly those who deal with public affairs—and you 
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should know it as I do—those who deal with the letting of public 
contracts must ever be on guard not to give away the public’s interest. 
Like Caesar’s wife, not only should they be careful not to do it, but 
they must avoid bad appearances. They must be above reproach. 

I would like to file this statement for the record. 

Chairman Coir. Thank you. 
(The statement referred to follows :) 


STATEMENT OF CONGRESSMAN JAMIE L, WHITTEN, OF MISSISSIPPI, BEFORE JOINT 
COMMITTEE ON ATOMIC ENERGY 





Mr. Chairman, I appreciate this opportunity to appear before your Joint Com- 
mittee in opposition to the request made of this Joint Committee to waive the 
requirement of law that the Dixon-Yates contract not be effective until 30 days 
after Congress shall have been in session. If this action is taken I shall move 
in the Appropriations Committee to prohibit the payment of any funds to carry 
out such contract. Such a motion is not without precedent. 

Mr. Chairman, may I remind you of the Elk Hills contract of a number of 
years ago, somewhat similar in nature, whereby the Government was favoring 
one company and losing part of our vast wealth in oil. I offered the motion to 
withhold all appropriations to consummate that contract. In that instance I 
was successful. The contract had been signed, but when Congress refused to 
appropriate funds to consummate it such contract was voided and Navy Secre- 
tary Knox, of your party, told me that he “pulled a boner” in ever approving 
it. I wish I had time to review all the circumstances involved, which appear 
in the hearings before the Appropriations Committee Naval Subcommittee of 
1944, pages 675-684, and in the Congressional Record, volume 89, part 12 and 
part 11, pages A5376 and A38240. I believe a reading of the testimony in that 
case would be worthwhile. 

Briefly, in that case in 1948 I discovered while serving on the Navy Subcom 
mittee of the Appropriations Committee that the Navy Department had entered 
into a partnership with the Standard Oil Co. to develop the Elk Hills reserve. 
Upon my inquiry it developed that the Standard Oil Co. owned only about 20 
percent of the land while the Navy owned 80 percent; but under the terms of 
the contract the Standard Oil Co. would get 36 percent of the oil. The contract 
gave Standard all the oil for several years, to be paid back at a rate less than 
interest. The contract, in perpetuity, was not submitted to the Legal depart- 
ment for approval. 

When the request came before our committee for funds to carry out this 
contract, I offered a motion to hold up any funds on the ground the contract was 
illegal. Mr. Knox, Republican Secretary of the Navy, just as strongly insisted 
that the contract was in the interest of the Government, just as the present 
administration urged about the Dixon-Yates contract. 

In that Democratic Congress the Appropriations Committee and the Congress 
approved my motion to withhold funds. On further review, the Justice Depart- 
ment held the existing contract illegal and voided it. Secretary Knox came 
back to say he had pulled a boner, and the Standard Oil Co. has never filed any 
suit, either. 

May I say, Mr. Chairman, that in the event your committee should waive this 
provision, as you are authorized to do, I can only say that I shall be one on the 
Appropriations Committee who would oppose any appropriation to consummate 
this contract so that it might be threshed out in the courts of the land. May I 
say that, with the Democrats in control of the Appropriations Committee, I 
believe a majority will agree with me. 

I am strongly opposed to the Dixon-Yates contract. I won't take up too much 
of the time in reviewing the many reasons why I and others throughout my area 
are strongly opposed to it. Briefly, and so that my statement will be complete, 
I would point out some reasons for opposing it. First, there was no competitive 
bidding on this contract. While there are arguments as to how much extra 
cost would be entailed, I know of no one who doesn’t agree that there would be 
considerable extra cost for this power, as compared to that for the TVA’s 
immediate future needs through the regular processes which it has used in past 
years. 

The documents showed that the contract will run for 25 years after the West 
Memphis plant goes into operation, which is expected to be some time in 1957. 
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The contract provides for the AEC to make an annual payment of $495,000 to 
Middle South Utilities, Inc., and the Southern Co., the two firms that joined to 
form the Dixon-Yates combine. This payment would represent a %-percent 
return on the investment of $5,500,000 which the combine plans to make in the 
steam plant. 

The rest of the money for the plant would be borrowed from private sources 
at an interest rate of about 314 percent, with this interest cost also to be paid by 
the Government. 

The Government will foot the bill indirectly for all taxes—Federal income 
taxes as well as State and local levies—except for payroll taxes such as social 
security. Under present estimates, the AEC will pay about $53,250 a year for 
the Federal income-tax item, the Commercial Appeal said. 

There is an escalator clause which provides for the AEC to pay more if the 
costs of fuel, labor, ete., go up, or to pay less if those costs go down. 

Although Dixon-Yates is assured a minimum 9-percent return, the contract 
provides that it may earn a larger income. Earnings in excess of $495,000 a 
year would be placed in a special reserve from which the company could draw 
if its annual earnings dropped below 9 percent in any future year. Whenever 
the reserve itself exceeded $500,000 the company and the AEC would split the 
excess 50-50. 

By citing these instances I do not mean to say that either I or members of your 
committee, lawyers though we may be, can fully say what the correct interpre- 
tations of provisions of the contract are, much less the memorandums of agree- 
ment which I have had no opportunity to see and which perhaps you have had 
little chance to see or to understand. 

May I say, Mr. Chairman, that I have been a strong advocate of the TVA 
since I have been in Congress. I believe that by the sale of Government bonds 
and the use of such funds to develop the great natural resources of the Ten- 
nessee Valley has been one of the greatest additions to the national wealth that 
this Government has ever made. The requirements of the TVA Act that the 
benefits of this great development of natural resources shall go as directly as 
possible to consumers has proven a boon not only to that area but to the Nation 
generally. 

I could spend much time pointing out the benefits to the region locally. So 
far as the Nation is concerned, I personally live in an area served by a privately 
owned utility. Substantially half of the district in which I live is supplied with 
power by the Mississippi Power & Light Co., which is part of the group identified 
with the Dixon-Yates contract. The TVA has been a great help to the section 
of my district supplied by the Mississippi Power & Light Co., and because of 
the TVA yardstick the private companies have certainly kept their rates more 
in line than would have been otherwise true. 

I think the one statement which clearly shows the value of the TVA as a 
yardstick is the fact that the closer to the TVA area the privately financed 
utilities are, the more the private company has increased its sales, reduced its 
rates, and increased its earnings. The further away from TVA and other public 
developments in the Northwest the less the private company has reduced rates, 
the less the increase in power sales, and the less the increase in earnings. TVA 
has shown the value of expanded use of electricity on a use basis with lower rates 
as being more profitable than high rates and less use. 

As strongly as I feel about this matter, my prime purpose here is not to try 
to resolve that question; but I would point out to you the atmosphere in which 
the committee is asked to waive a requirement of the law. This contract with 
Dixon-Yates has been termed “outrageous” and I think it is. It has been termed 
“favoritism” and it appears to me that it is. It has been termed even as a “steal” 
and certainlv involved in the terms of the contract, as I understand them. are 
assured profits without a requisite amount of chance taking by the Dixon-Yates 
group. 

The majority of the committee may agree with none of these charges, but they 
have been seriously made and the charges and denials constitute a national 
issue at the moment. 

All of you on the committee know that through the history of the TVA the 
private companies have made efforts to get rid of the TVA: they have made 
consistent efforts to prevent the benefits of the TVA production of power from 
being reflected to the consumers of electricity. The TVA is the Government 
It belongs to the Government and will continue to belong to the Government. 
In the Republican 80th Congress the so-called private utilities sponsored legisla- 
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tion before the Appropriations Subcommittee of which I was a member, which 
would have required that cash dividends be returned to the Government on 
such a basis as would have greatly increased TVA rates at retail. Fortunately 
those of us on the committee were able to soften the matter by providing that 
our investment in the TVA power facilities would be returned over a 40-year pe- 
riod, one-fourth each 10 years. Remember, after that the TVA will still belong 
to the Federal Government. 

Upon the coming of your administration, Mr. Chairman, during the present 
Congress, we find once again efforts of private companies to increase the retail 
rates to the consumer. That has been and is one of the prime objectives of all 
private utility companies. That in my judgment would return to the short- 
sighted policy of high rates, limited use, instead of continuing policies which 
they have had for the number of years under TVA competition of consistently 
increasing usage with lower rates, but increased earnings because of volume. 

May I call your attention once again to the fact that a majority of the mem- 
bers on the appropriations committee, members of your party, Mr. Chairman, 
clearly show the purpose and desire of the administration, and I quote from the 
appropriation bill which was reported to the Congress, making appropriations 
for the TVA in the present Congress (p. 44 of H. R. 8583); “* * * that no limita- 
tion shall be placed by the TVA on retail rates of power fixed by the local 
distributors.” 

Mr. Chairman, the author of that provision was one of the chief advocates, I 
am told, of the Dixon-Yates contract at the White House. If you will read 
that provision it clearly shows that the 150 municipalities and the many co- 
operatives who are partners in the distribution of power provided by the TVA 
were openly invited to finance anything under the sun out of proceeds of col- 
lections for retail use of TVA-generated power. In other words, Mr. Chairman, 
the majority of this subcommittee and of the Appropriations Committee, 30 
members of which were of your party. clearly went for increasing retail rates 
to the consumers and so far as the provisions of the bill were concerned it made 
no difference who got the money, just so the yardstick of the TVA was destroyed. 

Fortunately we were able to knock that provision out in the Congress. Now 
we find, Mr. Chairman, that under the Dixon-Yates contract, whereby a favored 
group is virtually set up in order to be given a special contract by the Federal 
Government, with special rates and special benefits, to produce power on one 
side of the Mississippi River, only to haul it across to the other side for use, 
to provide power not for the Atomic Energy Commission’s own use but in order 
to channel such high-cost power into the TVA. Here again we see the same 
efforts. 

We can argue about how much extra cost is involved in this contract; but 
there seems to be no question about there being more cost, all in order to 
channel it into higher rates for the retail consumers in the TVA area, all in 
order to destroy the yardstick values to the retail consumers of electricity in 
areas served by private utilities. 

Those are the facts which T think are supported by the record. Mr. Chairman, 
you and the majority of your committee may not agree with me, but many, 
many Americans do. When I say that this is a red-hot national issue I don’t 
think I exaggerate. It is under those circumstances that the law which pro 
vides that the effective date of any such contract entered into must be delayed 
for at least 30 days after Congress is in session, which is around the ist of 
February. It is a time when at least many of us are charging the foregoing 
to be the facts that you and a majority of your committee—-who will be the 
minority after the first of the year—are asked with no more information than 
you have to forestall the operations of law and the change which the American 
people have voted in the control of Congress. Mr. Chairman, IT cannot think 
of a single sound reason why you and your members should take the respon- 
sibility of passing on such a controversial issue in this atmosphere. Why should 
you and the Republican members of this committee take this load? 

No, Mr. Chairman, public business and particularly the letting of public 
contracts is something that we must always be careful to zealously see that 
every safeguard is provided to protect the public interest. Not only that, but 
history shows us that we had better be sure that the handling is not only fair 
but has the appearance of fairness. Like Caesar’s wife, those who let public 
contracts must hold themselves beyond reproach. 

May I remind you, Mr. Chairman, that no one in the days of President 
Grant’s administration ever accused the general of being involved personally 
in the things that went on during his administration; but I think all of you 
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know the low position that administration holds in the history of our country 
Certainly I should think that you would not want to risk a repetition of that 
in this administration, and certainly if that is to be risked, I would not think 
you members of this committee should be called on to take the risk in order 
to save less than 90 days’ time of destroying the clear intent of the Congress ; 
that 30 days should elapse after Congress convenes, before this contract should 
be effective. 

Chairman Corr. Are there any questions from the Members of the 
Senate? 

Senator Gorge. Congressman Whitten, I want to express my appre- 
ciation for your testimony, having served on the Appropriations 
Committee with you for some 10 years. I am fully aware of your 
capacity to examine contracts and a program having the public in- 
terest foremost in your mind. I want to submit to you a copy of the 
President’s letter which has just been read to this committee and ask 
you a few questions about it if I may. 

Representative Wuirren. Thank you, Senator. 

Senator Gore. If you will read in the first paragraph, you see the 
President uses the phrase “additional steam plants built at taxpayers’ 
expense.” Which would you say would be at the greater expense of 
the taxpayers, the Dixon- Yates contract or the Fulton steam plant ? 

Representative Wuirren. There is no question but what it would 
be the Dixon- Yates contract, and that is where the public does not 
get all the facts. 

Senator Gorr. Are they the same taxpayers ? 

Representative Wuirren. They are the same taxpayers, but if I can 
enlarge a minute, if the TVA builds a plant down there, the Federal 
Government will sell bonds and use the money to build a steam plant, 
adding to the wealth. It would own the steam plant. The Govern- 
ment would owe those bonds, but they could be sold at a much less 
rate of interest than otherwise. 

There is another way how the TVA could meet that need. The 
TVA has authority to sell its own bonds, but if they do, they would 
have to sell them at a higher rate of interest than the General Govern- 
ment can sellthem. Yet the General Government would be a ouaran- 
tor on the TVA bonds just as much so as if you issued them in the 
first instance. 

Under Dixon- Yates we do not issue bonds but the Federal Govern- 
ment contracts to pay. So whether you agree to pay bonds at a lower 
rate of interest and at a reduction in cost, or agree to pay by appro 
priation or rates under a structure which is higher, in either event the 
Federal Government is paying. Under the Dixon- Yates deal you are 
giving them unconscionable profits without any real chance taking on 
their part. Certainly it costs the taxpayers more to pay more than 
it would the taxpayers to pay less. ; 

Senator Gore. Did not the Atomic Energy Commission, the Budget 
Bureau, and the Federal Power Commission reach agreement on a 
statement of fact that the Dixon- Yates contract, the power from the 
Dixon- Yates contract would cost the taxpayers $3,685.000 per year 
more than the power from the proposed Fulton steam plant? 

Representative Wuirren. That is my understanding. 

Senator Gore. Then what relevancy does this term have here, “addi- 
tional steam plants at taxpayers’ expense” in condemning the Fulton 
steam plant? 
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Representative Wuirren. Of course, that is the argument that is 
presented, and like many things it is frequently argued on the side 
issues. The thing of it is here, who gets that extra $3 million that 
goes to the Dixon-Yates setup? The increased charges come because 
of additional payments or increased amounts above what the TVA 
could do the same thing for. 

Senator Gore. In conclusion on that particular point, would you 
say as a Congressman of many years’ experience and a member of the 
Appropriations Committee for several years that the Fulton steam 
plant and power from the Fulton steam plant would be a less ex 
pense to the taxpayers than the Dixon- Yates contract ? 

Representative Wuirren. It certainly would. Under the whole 
Tennessee Valley operation, while the Government issues bonds or 
provides the money for the investment, it is an investment because the 
plant would then belong to the Feder al Government. The law which 
you and I both helped to write at a time when they were trying to 
strangle the TVA ooo that the total investment be returned in 
cash dividends to the Nation over a 40-year period. That is the law 
now. It would still leave this investment the property of the Federal 
Government. So the taxpayers are not, contrary to general opinion, 
being faced with an annual appropriation to operate the TVA. They 
are not being faced with an annual outlay only as new investments 
are made in the area to meet the growing power needs of the area. 
But in every instance the law requires that the investment be returned 
in cash to the Federal Government and the operating agency still 
belongs to the Federal Government. 

Senator Gore. Going to the second paragraph, the President begins 
his sentence with these words, “If the Federal Government assumes 
responsibility.” Has not the Federal Government assumed responsi- 
bility by an act of Congress to supply the power for this region, one 
of those acts of Congress being a direction to the TVA to purchase 
the property of Commonw ealth & Southern and assume those responsi- 
bilities? 

Representative Wuirren. Certainly the TVA, whether a person is 
in Congress or out—when the Congress provided for the TVA, it 
accepted the ete for the operation of it on a practical basis 
so long as you had a TVA. If those who would destroy it through 
this means or that had the courage to meet the issue head on, they 
honestly would like to get rid of it for the reasons I have discussed. 
But Congress definitely set up the TVA as a utility for a great region. 

Our great President, when he became President, took over a country 
where the TVA already existed under the law to serve a great region. 
Many of our folks thought down there at the time of his election that 
he had a considerably different feeling toward the TVA from what we 

are now learning he has. But whatever his feelings are, the TVA is an 
established fact by law and it is, in fact, also the only utility for the 
vast region in which you happen to live and many others, and to which 
half of my district must look. 

Senator Gore. Do you subscribe to the theory that if the TVA pro- 
gram is to be altered and changed it should be done by direction rather 
than indirection ? 

Representative Wuirren. ( Yertainly it should be done by direction. 

Senator Gore. Don’t you think such a question should be submitted 
fairly to the Congress? 
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Representative Wuirren. There is no other right way to do it. 

Senator Gore. Congressman, in the third paragraph of the Presi- 
dent’s letter is contained this sentence : “Logically, every section of the 
United States should have the same opportunities.” Do you know of 
any other section of the United States that has the Tennessee River ? 

Representative Wuirren. No, nor the narrow deep mountain valleys 
which go with it and its tributaries which make it available as a won 
derful site for the increase of the national wealth because after all, the 
vealth of our Nation is in its power generation and in its ability to 
meet its needs. To fail to properly use this great region of our coun- 
try with its great natural resources would be a fai ‘lure to fully develop 
the wealth and worth of our Nation. 

It would be just as much to say that you ought to give to the deserts 
of our Western States the Tennessee River and the area that you 
have; or, saying it another way, we should move into some of the 
high, arid, rocky mountainsides the rich, deep soil of ours. Nature 
did not give all of us the same things. The Tennessee Valley is a 
wonderful area, but for all the mountains that it has, it gave up 
level land that some other sections have. To say that you should 
not develop it in the TVA because other sections do not have the 
same mountains and the same river valleys is, in my judgment, if it 
came from some other source than this letter, | would say it is 
ridiculous. 

Senator Gore. Do you think the farmers in your country in Mis- 
sissippi whom you so ably represent would be willing to sw ne some 
of their water for some of the rich land ? 

Representative Wuirren. They definitely would, but nature won't 
permit that to happen. 

Senator Gorr. Do you call to mind any other vast projects the 
development of whic ‘h have been assisted by the Federal Government 
that is peculiar to another area which this area has not the oppor- 
tunity of obtaining? 

Representative Whirren. I think that we have added to the 
national wealth in numerous instances by using the ability of the 
whole people. This generates and produces electricity which has 
a value locally and which provides a market for the rest of the 
country. But at one time we had private roads. We had roads 
where private capital put them up and charged tolls. But it did 
not take us long to learn it was much more advantageous to work 
through State and county units to meet the needs of the people. 
This area of 5 or 6 or 7 States, frankly, was too large for any private 
group that I ever heard of to fully develop. 

I think the Congress decided that in providing the TVA Act. 
But whatever you may think about it, the Congress decided that the 
whole people, through the instrument of the Government, should 
develop this area because some of us could not. Whatever your posi- 
tion is, it is a settled fact and the way to get rid of it is to repeal 
it. Anybody who has the courage of meeting the issue head on 
should set out to do it. 

If you read this letter, it reads like not so much opposition to 
the TVA if the TVA would spread all over the United States so 
everybody could have it. That sounds like it might be for enlarging 
the TVA. When you read further it says there shall be no further 
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development of steam power in that area to meet the needs of the 


region. 

Senator Gore. Do you think this same language would apply to 
the Columbia River Valley ?¢ 

Representative Wurrren. Certainly it does. 

Senator Gore. This yardstick of equality need not necessarily stop 
with the benefits of TVA. I wonder if you could not say the same 
thing about the Dixon-Yates contract? In the third paragraph the 
President says: 

If this is the case, then it is high time that other regions were getting the 
same opportunities. 

Why not other regions and companies getting the same oppor- 
tunities as Dixon- Yates ? 

Representative Wuirren. I sometimes am a little pessimistic, but 
[ think if the Dixon-Yates contract goes over, some of the rest of 
the country will get the same treatment. 

Senator Gore. I will come to that a little later. I think that is 
rather clear as we go on in the letter. Now in the last paragraph 
on page 1, the President says: 

The directive to the AEC to make arrangements for the purchase of private 
power—either directly or by finding a new private source 
and I will not read further there. I want to read the directive. 
The directive to the Commission was not to purchase private power 
directly or by finding a new source. 

Here is a letter of the Budget Director dated June 16, 1954: 

The President has asked me to instruct the Atomic Energy Commission to pro- 
ceed with negotiations with the sponsors of the proposal made by Messrs. Dixon 
and Yates with a view to signing a definitive contract on the basis generally 
within the terms of the proposal. 

I do not find this directive on all four’s with the President’s descrip- 
tion of it in his letter of November 10,1954. I do not find there very 
much discretion left. I do not find there a directive they secure the 
power directly. I do not even find the suggestion that the Atomic 
Energy Commission has leeway to develop a program in the most ef- 
ficient and economic manner. This is a directive to negotiate with 
Dixon- Yates to the end of signing a definitive contract. 

Further on in that same letter I find it even more specific, Con- 
gressman. The President took that second precedented step— 

In working out the arrangements between AEC and TVA it is contemplated 
(1) that the ABC will bear all local, State, and Federal taxes payable by the 
Government under the terms of the contract; (2) that the TVA will bear all 
costs necessary to receive the contract power at contract delivery points and 
all costs to move this power through the TVA transmission system. 

So this directive is rather specific. The President, through the 
Budget, directed the Atomic Energy Commission to negotiate a con- 
tract. with a specified concern within the interpretation of the pro- 
posal which that concern had presented. Furthermore, he directed 
the terms of the contract. 

Representative Wuirren. Senator, you are just as right as you can 
be. The directive speaks for itself. It was a specific direction. Now 
that the issue has gotten to be a national one and now that many of 
the facts are becoming understood, I trust by the President as well 
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as by the public, it has gotten to be a hot issue and a hot potato, in 
common language. 

The paragraph which you read in the letter today is one expressing 
the same thing after something became a red hot issue. It reads a 
whole lot like the bear is being held by the tail in connection with 
this matter because this letter would be taken to read as not necessarily 
being against the TVA, but don’t let those people have the benefits 
of the TVA. If they are going to have it, we have got to give it to 
the rest of the country. That will doubtless get some public reaction 
because it looks like there is really no effort to get rid of the TVA. 
Although it says “to this great region,” there will be no future de- 
velopment unless you have something similar to the Dixon- Yates 
contract. 

Senator Gore. Well, then, further in the last paragraph on the first 
page, the President says in referring to this Dixon- Yates proposal, 
it was “designed to allow time for a thorough examination of this 
whole vast field.””. Would you gather from reading this letter that 
the President requires additional time to make up his mind with 
respect to additional generating capacity within the TVA? 

Representative Wurrren. 1 do not know what is proper, Senator. 
I have the highest regard for our President, as I know we all do, as 
an individual and as a great American. But the whole letter reads 
like perhaps he, as I have, has studied this matter a whole lot since 
it first started because this is not near so strong as the directive 
which you mentioned, and it does rather intimate that now if you 
are not going along with my directive to seriously increase the rates 
actually of the TVA, and if you are going to keep it, then you ought to 
provide its benefits to the rest of the country. 

Senator Gore. You will agree that an examination of the letter 
submitted by the President to this committee at this time does not 
show any disrespect for either the person of the President or the 
high office he holds ? 

Representative Wurrren. Certainly I would not care to reflect in 
any way, because in the first place I do not feel that way about it. 
But when he states in the paragraph at the top of page 2 

Senator Gorr. I wish you would read that. You have heard my 
interpretation of it. If you do not mind, would you read that para 
graph and give your own interpretation of it? 

Chairman Core. Permit the Chair to interrupt for just a moment 
to say that we do have a rather long list of witnesses, all of whom are 
Members of the House or Senate, and they are waiting in the room to 
be heard. It is my hope that we might at least avoid a session this 
evening, and I am sure there are many questions that all of us would 
like to ask of the various witnesses. 

The witness has spoken for 20 minutes and Senator Gore has in- 
terrogated him or entered into a discussion for 20 minutes, and I am 
hoping that we might complete with the witness’ testimony by the 
end of a total of an hour, which will be 20 minutes from now. 

I do not have any desire to curtail the questioning by the Senator 
from Tennessee, but I would urge that we have in mind our large pro- 
gram and the fact that other Members of the Congress are awaiting 
to be heard. 
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Senator Gorr. I thank the chairman and I shall be as brief as pos- 
sible. I do believe, however, that it is important in the context of 
the question before this committee that we understand the meaning 
of the President’s letter. 

Chairman Corr. That is quite so, but an interpretation of the Presi- 
dent’s letter by Mr. Whitten, with all due respect to him, has no more 
or greater bearing or weight than an interpretation that might be 
placed on it by the Senator from Tennessee himself, or any other mem- 
ber of the committee or anybody else. Of course, it has a firm or valid 
force in reaching a real determination of what the President had in 
mind or what was his objective. 

Senator Gore. Thank you. 

Congressman, will you give your interpretation of the first para- 
graph on the second page ¢ 

Representative Wurrren. I would like to say, if I might, that the 
letter to me indicates a considerable change in expression, and a 
change from actual actions that were in the directive. 

Senator Gore. Does it sound like maintaining TVA at maximum 
efficiency to you ¢ 

Representative Wurrren. It does not. But it is so worded as to 
leave some who might wish to, to draw the conclusion that it was not 
necessarily again t the TVA, but the TVA would be all right if we 
hal one in every section of the United States. 

Che letter leaves it where those that might wish to find that in it 
would think thst there was no desire in any way to limit the TVA in 
meeting the needs of the people of the area. 

But if you vead the letter closely, you begin to see that there is a 
definite feeling against any increase in power generation in the TVA 
area, except through something similar to the Dixon- Yates approach 
to it. 

It further states in the paragraph at the top of page 2 that the 
TVA, to build new plants, to meet its needs, that that action in itself 
is wholly indefensible unless it should become part of a vast national 
plan. 

Now, Congress passed one act, the TVA. It passed another act, 
out in the Northwest for such development. That is it established 
law of the land to me and to you and to all others in the Federal Gov- 
ernment. Now, it is one thing to sponsor legislation to create such 
authorities in other regions, but as long as that is the law, not to carry 
out that law because they did not pass one for every region is, I think, 
a failure to meet the requirements that the Congress itself has put on 
people in Government in the passage of the TVA Act. 

Now, as we read further, we read where no one in this administra- 
tion has any intention of destroying or damaging TVA, or diminish- 
ing its effectiveness in any way. 

Let me point out again that the TVA Act prevides for the produc- 
tion of power. Then it provides for the distribution of the power. 
It further provides that the benefits of this great thing, and great 
development in the TVA shall flow as directly as possible to the peo- 
ple who consume the electricity. 

Now, this administration approved the provision in the appropria- 
tion bill which would have taken the bridle off and let the distributors 
charge any retail rate under the sun, do anything imaginable from 
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running the football team to supporting all of the churches and fine, 
benevolent. causes that exist in every community. 

Now, that was approved by this administration. 

Now, if that is not to destroy the effectiveness of the TVA I do not 
know what is. Of course, you can see the primary purpose. It is to 
raise TVA retail rates so as to get rid of the yardstick benefits. They 
did not care who got the money. 

Then we find the Dixon-Yates contract in spite of the fine inten- 
tions of our distinguished President and all others, which has the 

same net effect of reducing the movement of the benefits of this great 
development to the people as economically as possible. In this in- 
stance, the extra profits do go to particular people. 

Now, as we read on further: 

The administration plan and all facts concerning its development have been 
before the public for months. 

Coming from any other source, I would think that was a naive 
statement because certainly I have tried to find out what all of the 
facts are. I read in the press where this committee has tried to find 
out what all of the facts are. 

Certainly I know he is sincere when he thinks we know them, but 
I do not, and I have yet to find anybody who does. Apparently this 
is a continuing thing because I think it has been changed at least 9 
(imes since its ince ption, acc vording to some reports. 

This issue has gotten too hot to handle, gentlemen on this commit- 
tee, and it is being passed to you, asking you to waive the requirement 
of the law for 30 days before Congress when Congress convenes. 

Now let me read another section of this letter and then I shall close 
so far as my volunteer exhibits are concerned. 

If, however, after consideration, the committee is of the opinion that the 
tinal contract terms are completely satisfactory, 
then you should act. Even though you have been requested to waive 
the time and to let the contract become effective, this letter now says— 
Don’t you do it until you are satisfied completely. 

Here is an easy way out of this thing. It has gotten hot, and cer- 
tainly it is not your responsibility to take the load in this case, as I 
see it. 

Senator Gore. Congressman, I have just one more question in com- 
pliance with the chairman’s request or suggestion. If the President 
and the administration find that the TVA plan, and the TVA pro- 
gram as it is now legally constituted— 
is therefore wholly indefensible unless it should become a part of a vast national 
plan— 


are we not to reasonably conclude that any further generating capacity 
to be recommended by the President for the TV A region will be by 
some plan other than the TVA program? Are we to reasonably con- 
clude that there would be other Dixon- Yates contracts? 

Representative Wuirren. There is no other interpretation when 
the letter clearly states— 


The building of new plants at Federal expense, implying a purpose of contin 
uing the process indetinitely. 
54602—54 34 
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And that is not necessarily true. The Congress meets each year and 
it can act separately and independently and each Congress is new. 
Presuming it does so imply, he says that— 

New plants at Federal expense is therefore wholly indefensible. 

That is if you are not going to provide them all over the United 
States. We know that the latter is not going to be done. In fact, 
we all agree that it should not be done. I have never thought that 
we should try to take over the private power interests. But neither 
is it sound for the private interests to take over the TVA to get rid of 
the yardstick. But the letter definitely says that until you provide 
generating plants throughout the U nited States by the Governme nt, 
that any future generation of electricity by the TVA through its 
normal channel, and in the normal way, as provided by the law, is 
indefensible. That is a rather strong word. Certainly it will indi- 
cate that we cannot defend it and it certainly would be taken that 
the administration has no idea of defending the future expansion. 

Chairman Core. Mr. Durham. 

Representative Duruam. I know the gentleman from the House is 
more qualified to speak on this subject than the gentleman from 
Mississippi; he has been fair in all of his considerations. 

Since he will probably become chairman of the subcommittee of 
the House, and I assume he will, I would like to ask him this question : 
1 assume that you will continue to oppose this in all means available 
to you? 

Representative Wuirren. I certainly will. 

Mr. Durham, I appreciate your kind reference to my service in the 
Congress, and certainly I am glad to say that I will, in every way 
that I know how. I will make a motion to prevent the appropriation 
of any funds, and will write such provisions as may prevent the use 
of any funds that may heretofore been appropriated. 

As I tried to point out, that is not without precedent. In 1943 
I made the same motion where the Federal Government had entered 
into a contract with private business claiming for the mutual benefit, 
where the contract, as here, was not available and we had an awful 
time getting it, and the terms of which when we did get it showed that 
the Standard Oil Co. got tremendous advantages above their real 
investment. When we got it and the Congress backed the motion 
to not make the funds available, the contract, although it had been 
signed and was in operation, was set aside; and there has never been 
any suit on it. 

I conjecture that if the Congress should back such a motion this 
time, there will never be a suit “by Mr. Dixon and Mr. Yates on this 
contract, should it unfortunately be entered into. 

Representative Horirretp. Mr. Chairman, I want to cooperate, and 
you have asked that this questioning be shortened, and I recognize 
there are other witnesses in the room. I would like to give them as 
much time as possible, too; but I believe with Congressman Durham 
that because of Congressman Whitten’s position as chairman of the 
Subcommittee on Appropriations which will have to deal with this 
matter, and J believe you will be the chairman—— 

Representative Wurrren. Not this particular matter. I served on 
this subcommittee for many years dealing with the TVA, and during 
that period of time I was active in a number of provisions that are 
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in the present law, including the ones about returning all of the in- 
vestment in the power facilities. 1 will be chairman of the one han- 
dling REA appropriations in the coming Congress, and a member of 
the whole Committee on Appropriations. 

Representative Hoiirieip. Because of the Congressman’s great ex 
perience and knowledge of this law, I think that we should avail our- 
selves of such information as he has. Iam going, however, to shorten 
my questions very much. ‘That is in view of the chairman’s request, 
because he has been most patient with all of the que stioners, and I 
appreciate it, 

There are a few points. In the first place, 1 wish you would observe 
that this letter is apparently in the nature of a personal letter, and 
it begins with the salutation on a personal basis. It is not addressed 
to the chairman as the chairman of the Joint Committee on Atomic 
Energy. I suppose, however, that we are to consider that as an offi- 
cial letter from the President as long as it has been directed to our 
chairman in a personal way and has been placed in the record. If I 
am wrong in this assumption, I will ask my chairman to correct me 
at this time. 

Chairman Cote. You are eminently correct in the assumption that 
it was a communication to me as chairman, and not as an individual. 

Representative Hoxtrrevp. It is as chairman of the committee ? 

Chairman Coie. Surely. 

Representative Hoxirrevp. [ could not gather that from the saluta- 
tion, but I will accept your explanation. 

Chairman Core. I trust the Congressman is not going to find fault 
with that. 

Representative Hoiirmtp. I think it is an honor, and I would be 
very honored if the President would address a letter to me saying 
“Dear Chet.” I mean that sincerely, and I did not say that for any 
other purpose than sincerely, because I have a great respect for the 
President of the United States. 

However, I do want to say certain things, and that is this: That this 
Is a personal opinion of the President. I assume that it has been 
gathered from those that have advised him, because his re port of the 
press comments indicates he has been advised, and that in some in- 
stances I think he has been advised wrong, and in some instances not 
completely advised, from the results of reading the reports of his 
press conference. 

However, if this be his personal opinion, and I grant that he is 
entitled to it, nevertheless this is not a policy for the President to set; 
this is a policy for the Congress to set, is it not ? 

Representative Wuirren. It definitely is under the law. 

Representative Hoxirietp. Now, reference has been made to the 
Tennessee Valley Authority Act, which was passed by the Congress, 
is that not true? 

Representative Wurrren. That is right. 

Representative Horirrecp. Was not the Bonneville Power Act 
passed by the Congress / 

tepresentative Wuirren. It was. 

Representative Hoxitrretp. Was not the Hoover Dam Act, the Colo- 

rado River Act, passed by the Congress ? 

Representative Wuirren. Definitely. 
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Representative Horirrerp. And is it not true that all of those great 
public power developments of legislation which, while similar, dif- 
fered in certain respects to accommodate itself to the natural facilities 
and the consuming ability and the transmission problems of their area ? 

Representative Wuirren. And to different views of the respective 
Congresses which passed them. 

Representative Hoxirreip. So that if this problem is to be met, 
and if a new policy is to be set, is that not the province of the Congress 
of the United States rather than the President ? 

Representative Wuirren. And I would welcome such recommenda- 
tions as the administration has on the changes in the law. It is this 
thing such as the Appropriations Committee trying to let the dis- 
tributors charge what they please at retail rates, even though you 
have got a TV. A, that is going to deprive the people of the benefits 
by letting them charge anything at retail. 

It is this thing of going around through the Dixon- Yates approach. 
Let me say something that the President certainly has covered in this 
as fully in as many places as I think he should. The Federal Gov- 
ernment, if it puts up a plant, is committed to pay for the plant. 
The bonds which might be issued are involved, but if the Federal 
Government enters into a contract with Dixon- Yates, it is also com- 
mitted to make the payments. In the one case you pay less and get 
better service, and in the other case you pay more and in my judgment 
at least you get less. 

Representative Hoitrreip. Was not the Federal Power Act which 
makes all of these public developments available, passed during the 
term of President Theodore Roosevelt, a Republican / 

Representative Wuirren. It is my understanding that that was 
perhaps one of the first great moves in this country to fully utilize 
and fully develop the natural potentials of the country. Let me say 
again the wealth of this country is not the dollars and cents that 
you have; the wealth is in the great natural resources, and in the 
full development of them; the great ability to produce power and 
factories and all of that sort of thing. 

So if all of us invest in fully utilizing the facilities that are not 
now developed, the resources that are not now developed, we add to 
the total wealth. To leave them undeveloped, to that extent you fail 
to fully use what is in sight. 

Representative Horirretp. Was it not true that the Colorado River 
Authority Act which resulted in the building of Hoover Dam was 
passed at the instance of another Republican President ? 

Representative Wuirren. I am sure that you are right. I do not 
recall offhand. 

Representative Hoxirretp. And it bears his name, the Honorable 
Herbert Hoover ? 

Representative Wuirren. Yes, sir. 

Representative Hoxirretp. Now, in the last paragraph of the letter 
to our chairman, the President says: 

I hope that the Joint Atomic Energy Committee will give the plan and the pro- 
posed contract to be carried into effect the fullest consideration that the com- 
mittee deems necessary. 

I certainly believe that that should be done, and I have pointed out 
in several instances that we have not had an analysis, section by sec- 
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tion, of this contract by an objective expert in the field of writing util- 
ity legislation. We do not have the benefit of that at this time and 
therefore I challenge the understanding of the members of this com- 
mittee, including myself, of all of the devious and intricate and com- 
plicated language, sume of it having technical formulas in the compu- 
tation about the use, and transferred into kilowatt-hours which are 
foreign in most instances from the ordinary Member of Congress’ 
background of experience and knowledge. 

Therefore, I say until we do have that we cannot say that we are 
completely satisfied, and that we know the provisions of this con- 
tract; and unless we do have that knowledge it will be difficult for 
us to waive it if we discharge our responsibilities to the other 435 
Members of Congress and the 96 Members of the Senate. 

Representative Wurrren. Being a lawyer, I can fully appreciate 
a contract of this length, that it would be difficult to reach any com 
mon understanding as to its interpretation. But could I ask this: 
I understand that this has been a changing picture, but am I correct 
in saying that all that this committee had before it is a tentative 
contract / 

Representative Hoxirretp. We have what has been described as a 
proposed contract. We have not seen 

Representative Wuirren. Subject to change in any particular, is 
it not ¢ 

Representative HoLirretp. Subject to change, as I understand, and 
a memorandum of understanding has not been submitted to this com- 
mittee; therefore we, by common agreement of all of the committee 
members, do not feel that we legally have an executed contract be- 
fore us. 

Representative Wuirren. Speaking as a lawyer—— 

Chairman Corr. I think the record should be reported to show that 
assurances have been given to the committee that if the committee 
acted on the proposed contract as submitted, there would be there- 
after no changes made in the contract by the Commission. 

Representative Wuirren. That is in the nature of a firm com- 
mittal by the Commission / 

Chairman Corr. Yes. 

Representative Wurrren. Then it leaves us as the President said: 

If, however, after consideration the committee is of the opinion that the 
final contract terms are completely satisfactory 


that— 


it would be clearly desirable and in the best interests of the people of the TVA 
area that any additional waiting period be waived. 

I cannot see that it is so clearly to the best interests of the people 
of the TVA region that you go ahead. I know they do not agree, and 
I live in the Mississippi power and light area, just beyond it, and I 
know I do not agree. 

If our distinguished President feels that way, the people certainly 
differ with him in that region. 

Representative Hoxtrretp. I think the gentleman has answered this 
question already, but this committee as it is now constituted, as the 
gentleman has mentioned, will change after the first of the year. That 
is as a result of the action of the people of the United States. There- 
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fore, we do have in effect what is commonly called a lame-duck com- 
mittee, although we are legally in a position to do this, I think, and 
every member of this committee is officially capable of casting his 
vote on this matter. But actually we are a lame-duck committee in 
view of the fact that the membership will change and the majority 
control of the committee will change after the first of the year. 

Therefore, if action is taken upon this waiver at this time, it must 
be taken with that in mind. 

Representative Wurrren. It comes back to this, that the most you 
could say about waiving it, it would be 90 days less, and less than 
that. That is all that could be saved would be that amount of time. 

Representative Price. I have a few questions. 

Congressman Whitten, as a member of the Appropriations Com- 
mittee and a member of long standing on that committee, you can be 
regarded as one of the authorities on fiscal affairs of the Government. 
Do you believe it is sound fiscal policy to assume an excess cost or 
charge of over $90 million over a period of 25 years in order to pre- 
vent an expenditure of $100 million on the budget ? 

Representative Wuirren. Nobody would do that about his private 
business, and certainly I would not. 

Representative Pricer. Do you think that that enters into this par- 
ticular case ? 

Representative Wuirren. I think the whole thing, as I say—and 
there are a lot of fine people that have gone out for the Dixon- Yates 
contract in my judgment without fully appreciating its significance. 
But in my own judgment, having been through these wars since 1941 
when I came here on this subcommittee, the real motive behind those 
who initiated this approach is to get rid of the TVA as a yardstick. 
It is not toward saving money, because it will not save money. It 
will not. reduce the Government’s commitment to pay in the future, 
and in fact it will enlarge it. 

Representative Price. Would you say the letter that we have be- 
fore us from the White House today carried out your statement? 

Representative Wurrren. I think it is a nice letter from a great 
American, and a great fellow. I think it clearly shows that even 
there that some things are beginning to become more apparent than 
they were at the initiation of this thing. I think the American people 
found out there is a whole lot more involved than at first impression. 

Lots of people thought the only folks affected was the TVA region, 
but I think now you can clearly see that the whole Nation has a defi- 
nite interest in it. 

Representative Price. I think in view of the letter that we have 
before us, there is no longer any question about the matter. 

Representative Warrren. The committee now is definitely under 
this letter; you are definitely led to delay this matter unless you are 
fully satisfied as to every condition of the contract. 

Representative Price. Now, in the paragraph at the head of page 2 
of the letter it says— 


I believe the project for building new plants at Federal expense * * * 


Whose expense is this plant being built at, the Dixon- Yates plant ? 

Representative Wurrren. Quite definitely at the expense of the 
American people because we permit ourselves to pay out these charges. 
It definitely is a commitment and an obligation of the Federal Gov- 
ernment. 
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Representative Price. Now at the conclusion of the letter, the Pres- 
ident says: 





So that construction may begin as soon as possible, and the people in TVA 
area may make their plans for the future, it would be clearly desirable and in 
the best interests of the TVA area that any additional waiting period be waived. 

Now, I would like to ask you to comment on that. Do you not think 
that the people of the TV ‘A area, and also the people of the whole 
country, and the interes tts of the people of the country have been 
served ‘during the week we have del: aved this waiver / 

Representative Wurrren. I think it certainly has because the real 
issue is becoming more and more understood to the country as a whole. 
People in other areas are beginning to see the national interest. 

Representative Price. There have already been changes in the con- 
tract, in the interest of the Government and of the people, in the 
period that we have delayed in acting on this request for a- waiver, 
is that not true? 

Representative Wurrren. That is true. 

Representative Price. Unless the White House and the President 
has courier service between the White House and the AEC, do you 
think it is possible for him to know at this moment what is in this 
contract ? 

Representative Wuirren. Judging by developments, and the 
ability of some of the rest of us to find out what the full facts are, and 
to find out what the memorandum of agreement which is mentioned in 
the contract is, and which will have the force and effect as though it 
were a part of the contract, I just cannot see it. 

Representative Price. Is it not true since we started these hearings 
this contract has been changed on the hour every hour? 

Representative Wurrren. That is a little bit all inclusive, but the 
descriptive words you use indicate what has happened. 

Representative Price. That is all I have. 

Representative Wurrren. I would like to say this if I may in con- 
clusion, Mr. Price: That the issue, and I feel so strongly having been 
through these fights on this matter that it is hard to limit myself to 
the specific decision that is before us, but at most this committee is 
asked to speed this matter up less than 90 days. If this contract is 
sound, and I do not believe it is, it could well stand to wait 90 days. 
And if it should develop when we understand it fully that it is thor- 
oughly unsound, as I think it is, certainly it is well worthwhile for 
the majority of this committee not to take the load but to let the 
matter go over in the proper course as provided by law. 

I cannot think of a single solitary reason for this committee, if you 
will permit me to pass judgment on your responsibilities, but there 
is only one single reason that I can conceive of for this Jomt Commit- 
tee to take action now and that would be to get ahead of the change 
in its makeup beginning in the next Congress. I do not see any other 
reason. 

tepresentative Price. It would not have been necessary to make so 
many changes in the last week. 

Representative Wurrren. That is a matter of personal opinion and 
I do not mean to reflect on anyone because everyone is entitled to his 
opinion, and I am highly prejudiced in this matter, although I think 
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fair, because I have been in this thing for a long time and I have gone 
into it. 

[I think clearly behind it all is an effort to get rid of the yardstick 
benefits of the TVA, which affects all of the country, including my 
State out of the TVA area. 

Chairman Cote. I think it should be pointed out that the record 
shows that the Commission, either the Chairman or the General Man- 
ager, by letter to the chairman of the joint committee dated some date 
in August of this year, referred to the proposed contract and made a 
request for a waiver, so the record shows that the request for a waiver 
is not something that has developed recently, or has no connection or 
any connection with the recent election. 

Representative Wuirren. Mr. Chairman, could I point out the let- 
ter that was read into the record of November 10, which came from 
the President of the United States, and in which it is asked that you 
proceed immediately to cut off any further delay in the event that you 
are fully satisfied ? 

Chairman Core. I am talking about a letter from the Atomic 
Energy Commission to the committee. 

Representative Wurrren. And you have a letter here today which 
does call on the committee to act in the event that you are satisfied 
with the contract. 

Chairman Corr. Supplementing the request made last August. 

Representative Wurrren. May I say it has been renewed today by 
the highest authority in the land? 

Chairman Cone. Apparently with emphasis on the hope. Thank 
you. 

Representative Van Zanpr. Could we reach some agreement on the 
time? How many witnesses do we have left? 

Chairman Corte. There are four witnesses. 

Representative Wuirren. Thank you, Mr. Chairman, for the privi- 
lege of appearing before you. 

Re :presentative Van Zanpr. Would it be possible to establish a time 
here ¢ 

Chairman Corr. No, there are three, Representative Abernethy, 
Senators Hill, and Kefauver. Does the gentleman have any sugges- 
tion to make with reference to limitation of time? 

Representative Van Zanpr. Could we agree to adjourn at 6: 30 and 
divide the time among the 3 witnesses and limit the questioning of 
the members to 10 minutes each ? 

Representative Durnam. Since we did not limit the people who 
appeared from outside the Halls of Congress, I do not think that we 
should limit the Members of Congress. 

Chairman Corr. The next witness according to the list is Repre- 
sentative Abernethy. 

Representative Van Zanpr. Mr. Chairman, could we limit the time 
of questioning on the part of the members to 10 minutes each? 

Chairman Corr. Is there objection to the suggestion made by Mr. 
Van Zandt? 

Representative Price. We do not know the subject we might want 
to question on. This is an important matter and we have no contract 
before us, and until we do we have ample time to go into the matter 
thoroughly. 
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Chairman Corr. However, it is true that the interrogation of the 
witnesses has been concentrated in a few members of the committee. 
No doubt the failure of other members who may have question to ex- 
press those questions is their own responsibility. But I am sure that 
many of them have failed to raise the questions because they are anx- 
ious to expedite the hearings. 

Senator Hicxentoorer. I will waive my right to ask questions, Mr. 
Chairman. 

Chairman Cote. I hope that is a precedent and pattern which might 
be followed by other members of the committee. 

Mr. Abernethy, do you solemnly swear the testimony you shall give 
in this matter will be the truth, the whole truth, and nothing but the 
truth, so help you God ¢ 

Representative AperNeruy. I do. 


TESTIMONY OF HON. THOMAS G. ABERNETHY, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF MISSISSIPPI 


Representative Aperneruy. Mr. Chairman and members of the 
committee, the 16-county district which I have the honor to represent 
in the House of Representatives is, with the exception of a part of 
1 county, exclusively served by TVA power. ‘The city of Tupelo, in 
my district, was 'T'VA’s first customer. My people have watched the 
TVA program develop and have watched the country prosper as a 
result. ‘IVA is important to us. It is the only source of power we 
have. We in the Tennessee Valley believe that if TVA is to serve 
us adequately, it must be allowed to operate in a businesslike way, 
under 1 head, 1 board of management, and not under several boards 
or commissions with divided authority. TVA’s Board of Directors 
is charged by law with management functions, including provision 
of adequate power to meet the needs of its service area. The TVA 
Board cannot fulfill its responsibility if authority is divided or if 
its hands are tied. No utility would allow itself to get in the position 
of being dependent for its power supply on a source not under its 
control. That is exactly what would happen if the Dixon-Yates 
contract goes into effect. 

But, Mr. Chairman, let us get to the issue. And what is it? It 
is not whether the TVA is or is not a form of soci: alism as some say 
and others deny. It is not whether the financing methods of TVA 
are or are not a proper function of the Government. It is not whether 
TVA is influencing industry away from other sections as some charge 
and others deny. It is not whether someone should be given time 
to study TV A’s operations and methods, the President’s letter to the 
contrary notwithstanding. In fact, it is not whether one is for or 
against TVA. All of these are wholly beside the point. Mr. Chair- 
man, the only specific issue before this committee is whether or not 
circumstances as of this moment are so extraordinary and so com- 
pelling that this committee should assume that which is almost an 
arbitrary function and waive the conditions of the Atomic Energy 
Act, which require the contract in question to lie before the Congress 
for 30 days while the Congress is in session before becoming e sflective. 
Surely, there is no doubt. in the minds of any member of this com- 
mittee that the Congress expressly reserved the right to review the 
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contract. And, surely, there is no doubt that the Congress declined 
to surrender it under any circumstances short of extraordinary and 
compelling reasons. 

Here we are now within a very short time, about 50 days, of a 
new session of Congress. What is so urgent that this 50-day period 
should not be permitted to elapse and thereby permit the Congress 
to have a look at this contract? Assuming that the reasons sub- 
mitted for waiver are compelling and assuming further than a con- 
gressional session was 5 or 6 months or more away, there might be 
some argument from a standpoint of time for the committee to 
entertain a request to waive. But a new Congress is right on us. 
Just around the corner, so to speak. The congressional adjournment 
lias about run out. Even so, some who have appeared before your 
committee seem to be laboring under the misapprehension that. another 
session of the Congress is a long, long time away. 

Before this committee can take action w aiving the 30-day waiting 
period, it must affirmatively find: (1) That the proposal is sound and 
that the terms of the contract are such as to be in the interest of the 
United States Government; and (2) that an emergency exists which 
makes it imperative and compelling that the contract be made effec- 
tive immediately rather than after the passage of 30 days while 
Congress is 1n session. 

I believe it has been clearly established that the contract and the 
results which would accrue from it are not in the best interest of the 
people. But conceding, for the purpose of argument, that others have 
honest convictions to the contrary, I submit that the proponents of 
the contract have established no valid and compelling reason why 
this committee should take action to waive a condition of law estab- 
lished by the Congress. The only reason thus far advanced in support 
of a waiver is that such action would permit the contractor to pro- 
ceed immediately with construction. It is alleged that this is particu- 
lar ly important because the proposed site on the banks of the Missis- 
sippi River is subject to periodic inundation. This argument loses 
much of its force, however, when proponents of the contract turn 
around and seek to defend their selection of a site by emphatically 
denying that a plant located thereon would be endangered by the 
possibility of floods. 

Be that as it may, the entire argument for haste loses its validity in 
the absence of evidence that the contractor is actually ready to go to 
work immediately. No such evidence has been introduced. Evi- 
dently none exists. There is no evidence whatsoever that the granting 
of a waiver by this committee would advance initiation of con- 
struction, 

I cannot believe that AEC itself would desire that work be started 
under this contract until such time as arrangements with TVA have 
been completed. It has been brought out that modification of the 
existing TVA-AEC contract is still in the negotiating stages. Ap- 
parently there are still substantial questions unresolved. General 
Nichols has testified that AEC and TVA are still approximately 
$114 million apart on the question of who will pay the cost of this 
contract. The budget of both agencies will be affected by the decisions 
which may be reached. It is asserted that efforts will be made to 
work this matter out between the two Government agencies involved 
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in such a manner as to provide for operation of the contract “in the 
best interest of the United States Government.” 

This committee should know absolutely before it acts to make this 
contract effective that the arrangements are in the best interests of 
the United States Government. 

I have read in the papers that the negotiations by the AEC and 
TVA are to be resumed on November 12.* It may be that AEC 
prepared to go ahead before the negotiations are completed ; but cer- 
tainly this committee should not. 

One would think, in view of their haste to have this contract made 
effective, that the Mississippi Valley Generating Co. was standing by 
with large labor crews, materials, machinery, bulldozers, piledrivers, 
and so forth, eager to proceed the moment this committee gives them 
the green light. Why, according to the testimony before this com- 
mittee, no plans or specifications for the proposed plant have as yet 
been drawn. I am not an engineer, and I do not know how long it 
should take to complete such plans, at least, to the point that would 
permit work on foundation and footings to begin. I would think, 
however, it would require something more than a matter of days. 
So I have grave doubts, Mr. Chairman, that the contractor would be 
able to go ahead with actual work before the rainy season, even if all 
other obstacles to approval of this venture were overcome today. 
Actually, we are now told that the company has not yet taken the 
elementary preliminary step of applying to the Corps of Engineers 
for permission to do the necessary construction work. It may be, as 
indicated in a letter to the General Manager, that the Mississippi 
River Commission aims to please and does not propose to be an ob- 
structionist—whatever that means—and that an application when 
submitted will be expedited. Nevertheless, 1 am informed that such 
applications are not generally granted overnight. 

I have noted considerable testimony by proponents of this contract 
which would seem to indicate that the Dixon-Yates combine assumes 
great risks. It seems to me that the sponsor ing companies have been 
remarkably unwilling to ve nture much in the way of efforts to expedite 
construction. They haven’t applied for a construction permit, nor 
have they gone to the trouble of preparing plans and specifications. 
To me this indicates a possible lack of confidence on the part of Messrs. 
Dixon and Yates that this plant will ever be built. I would say their 
doubts are well founded. Perhaps, too, it should be noted that the 
absence of plans, coupled with the absence of any control over such 
plans by AEC, will permit the drawing of plans so as to fit the esti- 
mate, rather than so as to fit the requirements for power. 

But let’s return to the question of when work can begin under this 
contract. Section 8.15 of the contract provides that the obligations 
of the parties shall be subject, among other things, to— 

(1) The receipt of all regulatory approvals, in form and substances satisfac- 
tory to the Company, necessary to permit the Company to perform all the duties 
and obligations to be performed by it hereunder or necessary to permit it to 
issue shares of its capital stock to the Sponsoring Companies and to issue the 
indebtedness referred to herein. 

It is my understanding that at least two separate preceedings will 
be required in order to procure initial “regulatory approvals.” The 
contract contemplates the issuance by MVGC of certain shares of 
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capital stock in addition to bonds in an amount exceeding $100 million. 
Before this corporation can issue and sell these securities, they must 
comply with the provisions of the Securities and Exchange Act. An 
application must be filed before the SEC. So far as I am advised, 
this has not been done. In the normal course of events, at least 30 
days must expire before any certificate of registration can be effective. 

Then, too, it is proposed that the « -apital stock of MVGC will be 
acquired by Middle South Utilities, Inc., and the Southern Co., re- 
ferred to in the contract as the sponsoring companies. Since both 
the sponsoring companies are holding companies, their acquisition of 
the capital stock of an operating company must be approved by the 
SEC after appropriate proceedings before that Commission. No ap- 
plication for such approval has as yet been filed. I am informed that 
a number of parties will ask to intervene in any such proceedings that 
may be initiated and that hearings incident to any such application 
may be quite lengthy. 

Certainly no work can be done until both of these proceedings before 
the SEC are completed with rulings “satisfactory to the company.” 
This is true for the simple reason that until they sell their stock and 
bonds, MVGC, the contracting party, will have no funds. I am 
advised by attorneys in whose alguien I have confidence, that there 
is substantial question whether the proposed financial transactions 
would be approved by SEC under applicable law and regulations. 
Certainly, an unfavorable ruling by SEC in either of the proceedings 
would make this proceeding before this committee moot. It has been 
suggested that the company cannot initiate proceedings before SEC 
until this committee takes action to waive the 30-day waiting period. 
In my opinion, such a position cannot be legally supported and I sug- 
gest that this committee explore this aspect of the problem immediately. 

On the question as to whether or not the proposal is sound, I would 
like to make reference to two other points: (1) the question of replace- 
ment of power; and (2) the cost. 

This peculiar arrangement was developed in the months after the 
President’s budget message was delivered to the Congress. We all 
remember that the message stated that no money was being requested 
to add to generating capacity on the TVA system. As an alternative 
to provide new capacity to meet the load growth certain to occur in 
TVA’s service area, the administration proposed to relieve TVA of a 
portion of its contractual commitment to AEC. It was generally 
understood that the administration’s suggestion was that TVA, then 
under contract to provide 1,205,000 kilowatts of capacity of its Shaw- 
nee plant for the Paducah installations of the AEC, would be relieved 
of from 500,000 to 600,000 of that total; and that the Atomic Energy 
Commission would proceed to find another supplier. TVA would 
then be free to bring power from its Shawnee plant back into its sys- 
tem, as an alternative to building a new steam plant to aid in meeting 
the heavy load growth in its west Tennessee area. Actually, this Rube 
Goldberg arrangement will not replace a single kilowatt at Shawnee 
and not 1 kilowatt generated by Dixon-Yates will ever reach AEC 
installations. 

No one suggests that this is a bargain for the Government. The 
Dixon- Yates proposals have been analyzed and reanalyzed. The Joint 
Committee on Atomic Energy was advised that the AEC and the 
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Bureau of the Budget estimate that it will cost the Federal Govern- 
ment at least $3,685,000 more every year to support the arrangement 
for power supply to meet TV A’s obligations in the Memphis area than 
it would cost if [VA went ahead and built the Fulton la to supply 
the same area of load growth. AEC and the Budget say it will cost 
the Government a minimum of $3,685,000 in excess of TV A production 
costs; TVA says it will cost the Government a minimum of $4,567,000 
extra every year for 25 years. Under the lower estimate the total of 
excess, unnecessary costs, a subsidy to a private power combine, is 
approximately $90 million over the life of the contract. Under TV A’s 
estimates the total bonanza will be about $139 million. 

During these hearings I have heard Government proponents of the 
Dixon- Yates deal express profound concern over the possible power 
shortage in the valley and urge hasty action in order to avoid it. 
While the people of the valley no doubt appreciate their concern, even 
though it has come rather belatedly, the odd thing about it is that these 
one who are supposed to be the benefactors of this hasty proposal 
and, incidentally, would be most affected thereby, are perfectly will- 
ing to wait. They areinnohurry. Their willingness to wait has been 
and is now being conveyed to you through their representatives in the 
Congress and others. ‘They would prefer and are asking you to permit 
the Congress to thoroughly examine the contract and pass judgment 
upon it, all of which, barring good, extraordinary and compelling 
reasons, it was contemplated that the Congress would do. 

All of this sudden concern for taking care of the power needs is 
viewed in the valley with an equal measure of concern as to just what 
the real motives behind the request for hasty action might be. To my 
knowledge, not until now has anyone behind this Dixon-Yates pro- 
posal, in or out of Government, expressed so much affection for us or 
been so anxious to meet our problems. Some of them have been more 
concerned with having more and more time to study TVA policies, 
looking to some possible change in the present methods of operation 
and the supplying of power. It is said that this Dixon- Yates arrange- 
ment will afford them the opportunity to make a study. I could sug- 
gest a less costly method. And, I would urge a different set of teachers. 
J do not think it fair for the power consumers of TVA and the tax- 
payers of the Nation to join in providing a total of $90 million to $140 
million so as to provide them, under the tutelage of the private power 
companies, time to make this study. If, actually, time is needed to 
make a study, then all right, make it. But why manacle us to Dixon- 
Yates, an intruder in the TVA household, for 25 long years? 

With all deference, Mr. Chairman, we cannot help but suspect that 
the real reason behind this demand for hasty action is to avoid the 
searching eye of the new Congress. It is not to help the power con- 
sumers in the Tennessee Valley. 

Before reaching my closing points I would like to advise the com- 
mittee that we are now negotiating with a combine that is an avowed 
and recorded enemy of TVA. Parenthetically, I would like to say I 
have in my pocket the testimony of Mr. Yates, who appeared before 
several committees of the Congress back in the early thirties, where 
he vehemently opposed TVA and stated there was no necessity for 
increased power in the Tennessee Valley; and of course time -proved 
him to be quite mistaken. 














































Government proponents of the contract have indicated that they do 
not wish to do anything to harm or destroy TVA. Since this contract 
would force TVA to t: ake into its own household as full members of 
equal or superior standing, for a minimum period of 25 years, indi- 
viduals who are avowed enemies of the householder, does it not stand 
to reason that this would make for trouble, inefliciency, divided au- 
thority, serious harm, and possible destruction of TVA 4 

When Congress was first considering the Muscle Shoals Act, the 
forerunner of and which finally became the TVA Act, and a few years 
later when amendments to the act were being considered, Mr. Yates 
himself appeared before the committees handling the bill and the 
amendments and testified against them. He opposed them in their 
entirety. Until now he has expressed no change of opinion or heart. 
He stated that there was no need for additional power in the valley 
and that all of the hydroelectric sites that could be deve loped had 
already been developed. And I might say that he was so mistaken 
that at least 10 hydroelectric sites have been deve loped since he made 
that statement. Tl he error of his statements has since been proven time 
and time again. He just did not want TVA developed. Now that it 
has been developed and proven that there is great need in the valley 
for more and more power and further est: ablished that there were other 
hydroelectric sites which actually have been put in operation, he de- 
sires to get in on the operation with a guaranteed profit from the 
Government. 

It just doesn’t make sense to see the traditional enemies of the TVA 
selected for this job. This is a “foot in the door” whereby hostile 
utilities would begin to take over TVA. I can well visualize the sort 

of cooperation that would come from him once he was seated in the 
councils of TVA. 

In considering the contract, we can safely assume that there are 
many questions that the new Congress would want to pass upon, and 
ye the sake of the record I shall enumerate a few, as follows: 

The feasibility of making the Atomic Energy Commission a 
serail broker for the TVA. 

2. Whether there is actual replacement of power at AEC instal- 
lations. 

Whether the situation is such that it warrants the Government 
incurring the admittedly extra cost. 

4. Whether this arrangement is actually in the interest of TVA, the 
Government, the people of the valley, and the general public; and 

. Whether the charges of favoritism, conc ealment, subsidies to a 
or ioeta power combine, secrecy, and so forth, are true or untrue. 

Finally, Mr. Chairman, may I respectfully remind this great com- 
mittee that the proposed Dixon-Yates contract was only a few short 
days past the subject of a hotly debated political issue. 

Incidentally, I would like to insert here that Mr. Hamilton Moses, 
the president of the Arkansas Light & Power Co., some time ago made 
the statement that TVA had become as well known over the country 
as Hadacol. In regard to that, I would like to say that this contro- 
versy has made the names of Messrs. Dixon and Yates better known 
than that of the Lone Ranger or Ex-Lax. Their names have become 
household words in every home in our land. The eyes of the Nation 

are directed upon this proposal and this hearing. If anyone in or out 
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of Congress should be laboring under the impression that waiving the 
30-day period will finally close the issue or prevent the incoming Con- 
eress from turning the bright light of day upon it, then he is surely 
mistaken. I have not the least doubt that it is going to get a good and 
thorough going over. Should any or either of the charges be substan- 
tiated it would, in my judgment, definitely leave this committee in a 
rather embarrassing and, to say the least, a most awkward position; 

= this is more particularly true when the only thing to be gained 
by the waiver is an imaginary saving of about 8 weeks. From an 
element of time, this is rather insignificant when measured against the 
approximate 3 long years required to erect the plant and put in 
operation. 

And so, in conclusion, I say unless there are highly compelling 
reasons to waive, this committee should not do so. 

Senator Hicken.oorer. Thank you, Representative Abernethy. 

Senator Gore ¢ 

Senator Gore. Congressman Abernethy, I have only one question. 
What was your interpretation of the President’s letter with respect 
io the future of TVA % 

Representative Anernetiy. Well, I think my interpretation is, the 
letter is a direct repudiation of the promises which he made to the 
people of the Tennessee Valley when he was Candidate Eisenhowe1 
in October and November of 1952. He then appeared in the valley 
and made speeches in Memphis and in Knoxville and in other cities 
down there. Some question arose as to whether or not he and his ad- 
ministration would be friendly to the Tennessee Valley Authority. 
The people of the valley, and partic ularly the papers of Memphi - 
and Knoxville which supported the President, while they expressed the 
opinion themselves that they were not concerned but what the Presi 
dent was a friend of the Tennessee Valley Authority, did express the 
opinion that there was some doubt among the people of the valley. 
So they got in touch with the President. They sent him a wire and 
“io him to put his position clearly on the record, and he did. 

I do not happen to have his statement with me, but I well recall that 
on the day before the election, on Monday afternoon, there appeared 
on the front pages of the Memphis and Knoxville papers, statements 
over the signature of the President that he definitely was a friend of 
the Tennessee Valley Authority, and he assured them that nothing 
would happen during his administration to affect its efficient operation. 

With all deference, I, too, respect the President and his views, but I 
would just like to say that he has made a statement in the letter which 
is contrary to the commitments that Candidate Eisenhower made to 
the people in the valley in October and November of 1952. 

Representative Hotrrreip. I would like to ask only one question. 

Do you believe that the policy position which the President has 
taken in this letter of November 10, which is before us today, is 
applicable to all of the other public-power areas of the Nation just 
the same as it would be to the TVA if it were adopted and put into 
practice ? 

Representative Anernetuy. Why certainly it is. 

Representative Horirreip. You believe that the President by mak- 
ing this a matter of Federal Government responsibility, and applying 
his analogy here to every other area, region, and corner of the United 











536 UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO, 


States of America, indicates that this might be his personal and his 
administration’s policy with regard to these other great areas of the 
country ? 

Representative AperNetHy. Well, I do not see how he could segre- 
gate them. I do not think he could adopt one policy for one section 
and not made it applicable to all. I think that his statement or his 
letter clearly indicates that the policy with regard to the Columbia 
Basin and other similar projects, and I might say also to the irriga- 
tion projects—unfortunately, we do not have any irrigation down our 
way, and our section is not set up for it—I think it means, if he means 
what he says, that there will be a change in the policy applicable to 
all of these various projects in the country. 

Representative Horirrme.tp. Then this should be considered, you 
think, a general philosophy which apparently the President has. 
And I grant that the President has a right to any philosophy which 
he sees fit, and he has the right to make a recommendation to the Con- 
gress 

Representative ABERNETHY. Why, of course, he does. 

Representative Hoxtrrecp. For legislation. But I wonder if the 
gentleman believes that the President has a right to issue a directive 
of instructions to an administrative agency which changes the policy 
set up by the Congress in the statutes over the past 20 years? 

Representative Anernerny. I think he would have the right to 
issue a recommendation only. 

Representative Horirrecp, A recommendation only. 

Representative ABERNETHY. A recommendation. 

Representative Horirrecp. But not instructions to change the policy 
while the decision of the policy question.by the Congress is pending ? 

Representative AnErNETHY. Certainly not. I would like to say 
this, also, Mr. Holifield: I think that the President’s letter is wholly 
beside the issue before this committee. The Congress in the recent 
session specifically reserved to itself the right to examine this contract 
for a period of 30 days—not 29 days and not 28 days, or anything 
less, but 30 full days. 

It did provide that, in the event there was some urgent or com- 
pelling reason, this committee could waive it. 

Now, that is the only issue before this committee. The issue is 
not whether the TVA program is a good or a bad one. It is not 
whether it is socialism or not socialism. As I pointed out in my 
statement, the only issue before this committee is this: Is the situa- 
tion such or is it so compelling that this period of time should be 
waived and the Congress denied its opportunity to look at this 
contract ¢ 

The only testimony that has been offered in support of that move 
or that motion or that request has been that the weather might get 
bad down in the Midsouth. In fact, there has been no testimony as 
to what the weather generally is. And certainly there has been no 
testimony to indicate here that anybody is ready to go to work down 
there. In fact, I think the evidence clearly discloses that they are 
not ready to go to work because they have not been able to get 
together on the contract. 

Representative Houirrevp. I have no further questions, Mr. Chair- 
man. 
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Representative Price. Congressman Abernethy, I notice you have 
been an interested spectator throughout our hearings, and I have 
seen you sitting out there. 

Representative Anernetiy. I have been here every day. 

Representative Price. I assume that you have been. You have 
heard the fear expressed on the part of many witnesses who have 
ypposed the Dixon-Yates contract that this new power may result 
in increased power rates for consumers in the TVA area. 

Have you heard anyone during that time, or any proponent of this 
contract, point out any guaranties in the contract that there will 
not be a future increase in power rates to the consumers of the area ? 

Representative AperNeruy. Mr. Price, I have heard almost all of 
the testimony. There have been several witnesses that I have not 
heard. But of those that I have heard, I have not heard anyone 
positively assure the people of the valley that the rates would remain 
as they are today. 

Representative Price. The chairman of our committee has asked 
several witnesses the question whether, if there was an absolute guar- 
anty and an assurance that there would be no increase in power rates 
for the consumers in the valley, they would still be opposed to this 
contract. What would your answer be? 

Representative Anernerny. Why, sure I would. May I go further 
and say why ? 

Representative Price. I would like to hear you give your reasons. 

tepresentative AneRNeETHY. While rates are important, the thing 
which concerns the people of the Tennessee Valley the most is to have 
sitting at the council tables of the Tennessee Valley Authority a con- 
cern which is an enemy of the Tennessee Valley Authority, and which 
placed itself on record in 1935 and 1933, through half of the Dixon- 
Yates combine in the person of Mr. Yates himself, when he then and 
there testified in opposition to the establishment. of the Tennessee 
Valley Authority, and has since on numerous occasions done every- 
thing he could, he and his associates, to retard its progress. It is a 
foot-in-the-door proposition with us. They simply want to get their 
feet in the door and set themselves at the council tables of the TVA. 
And once they are in there, they are there for at least 25 years; and 
when they are there for 25 years, they will never get them out. That 
is the thing that concerns us. 

Representative Price. I take it that vou are a little fearful of the 
utility holding companies’ operations. Do you think they may return 
to the picture in the area? 

Representative AnernetHy. Here is what we are fearful of: Right 
now, Dixon- Yates represents the tail of the dog. It will not be long 
until the tail will be wagging the dog. 

Representative Price. In the President’s letter, at the top of page 2, 
he implies that the TVA plant would be built at Federal expense, and 
the inference is that this plant is not being built at Federal expense. 
What is your comment on that? 

Representative AnernetHy. Of course the Dixon-Yates plant is be 
ing built at Federal expense, and the admittedly extra cost will run 
as high as $90 million. 

I heard General Nichols state here the other day that he was in favor 
of anything that would save Uncle Sam some money. I might sug- 
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gest that he might save us some money on this deal if he would forget 
about Mr. Dixon and Mr. Yates. 

Representative Pricer. That is all I have, Mr. Chairman. 

Senator Hicken Looper. I waived my right to ask questions, so I 
will not ask one. But, Mr. Abernethy, I want to call attention to the 
statement which you made that the joint committee could, if compel- 
ling or—I have forgotten what you said—for emergent reasons, the 
joint committee could waive the 30-day period. I want to read the 
provision of the law to point out that there are no qualifications or 
conditions upon the right of the Joint Committee to waive the 30-day 
period. The law says: 

Provided, however, That the Joint Committee, after having received the pro- 
posed contract, may by resolution in writing, waive the conditions of or all or 
any portion of such thirty-day period. 

[ merely point out that the law does not place any qualifications on 
the right of this committee, or any conditions on that right. 

Representative AnernerHy. May I speak to that briefly? The 
statement which you have made, Senator, insofar as the exact lan- 
guage of the statute is concerned, is absolutely correct. But certainly 
it does not make good sense, with all deference—and I certainly do 
not want to be misunderstood in’ using that statement—that the Con- 
gress would reserve to itself the right to examine this contract if it 
did not feel that it was important for it to do so. Then certainly, 
feeling that it was important for it to do so, and so important that 
they wrote it into the law, it would not have surrendered it unless there 
was some compelling reason for it to be surrendered. That is my 
opinion about it. 

Senator Hickentoorer. Thank you. 

Senator Hill? 

Do you solemnly swear the testimony you shall give in this matter 
will be the truth, the whole truth, and nothing but the truth, so help 
you God? 

Senator Hii. I do. 


TESTIMONY OF HON. LISTER HILL, A UNITED STATES SENATOR 
FROM THE STATE OF ALABAMA 


Senator Hix. Mr. Chairman and gentlemen of the committee, I 
appreciate the opportunity to appear before your committee in op- 
position to the request of the Atomic Energy Commission for a waiver 
in the matter of the Dixon- Yates contract. I strongly hope this com- 
mittee will deny the request for a waiver, and I hope AEC will take 
steps to withdraw from this awkward and improvident arrangement. 

I regret that I have been unable to hear all the testimony before 
this committee. From an examination of the statements made avail- 
able, however, I am aware that representatives of the Bureau of the 
Budget and AEC have urged this waiver on the grounds that haste 
is essential if the power needs of the TVA are to be met in 1957. 

I should find that argument more persuasive, Mr. Chairman, had 
these same witnesses come before you with a record of concern about 
meeting those power requirements. The contrary is true. In 1953 
the Bureau of the Budget refused to endorse the request of the TVA 
Board for the capacity the Budget now admits is urgently required. 
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The Budget said then—and, as I understand it, on the basis of advice 
from private-utility consultants—that TVA had overestimated the 
load it was likely to have by that date. They lost 1 complacent 
year discovering that TVA power-load estimates are dependable 
forecasts. 

That did not end delay. The record shows that the Bureau of 
the Budget and AEC began the leisurely courtship of Mr. Dixon 
and Mr. Yates in December of 1953, a courtship concluded with 
the alliance announced in mid-June and the contract now before 
you. Six long months passed in conference and negotiation with 
private-power companies, and there is nothing in the record of those 
months, as disclosed by the selected documents made available by the 
Bureau of the Budget on August 21, which reveals any genuine concern 
for TVA or the area it serves. 

On the contrary, the record discloses that the Chairman and certain 
members of the staff of AEC were lending their great prestige, their 
talents, and their time to the promotion of a program devised by the 
enemies of TVA. 

In the light of this history, it occurs to me that the request by AEC 
for a waiver may be prompted, not by concern for the power require- 
ments of the TVA area in 1957, but by a desire on the part of AEC 
to have the advantage of this committee’s implied approval in the 
negotiations with TVA upon which the performance of this proposed 
contract before you must depend. The performance of this contract is 
absolutely de spende nt upon these negotiations between AEC and TVA, 
and those negotiations have not, as we know, yet been concluded. 
For 2 months these negotiations between AEC and TVA have been 
in progress. That AEC should request a waiver with respect to 
its contract with MVGC before the negotiations with TVA are con- 
cluded is a most disturbing sign to those of us who have watched this 
matter from the beginning and who are concerned with the future 
of TVA. 

Whatever crocodile tears may accompany the pleas for haste, 
let me assert here that this plan is not a plan to permit TVA to meet 
the power needs of the area it serves. This plan is a plan to prevent 
TVA from meeting those requirements. It is a plan to deliver the 
electricity consumers in the TVA region to the mercies of the very 
power companies the people of that region rejected as their suppliers 
20 years ago. 

Important public policies are presented by the story of Dixon- 
Yates. This is much more than a contract for power supply. The 
integrity of Government administration is involved, the candor of 
executive agencies in dealing with Congress is called in question, the 
reliability of public assurances respecting TVA is an issue, and the 
quality of the technical advice made available to the President as a 
basis for his decisions is dramatized. All of these questions are raised 
by the history of the Dixon-Yates negotiations with AEC. They 
must ultimately be considered by this committee and other committees 
of Congress. 

Surely no waiver should be granted while such questions are pend- 
ing. I want to go further to urge this committee to refuse a waiver. 
With all of the earnestness at my command, I should like to urge this 
committee to use its great influence with the Atomic Energy Commis- 






































sion to the end that the Commission will withdraw from this un- 
fortunate arrangement and return to the important responsibilities 
entrusted to the Commission by statute—responsibilities from which 
it should never have been diverted. Only in that way can the Com- 
mission, the Atomic Energy Commission, hope to rehabilitate its 
standing with the people of the United States, a standing grievously 
impaired by public knowledge of the Dixon- Yates affair. For as this 
committee considers this and other matters relating to AEC, we must 
recognize that the public knows now what no one knew last winter 
except the private utilities, the Bureau of the Budget, and the AEC. 

The public knows now how quickly the President’s assignment to 
AEC to explore the possibilities of relieving TVA of a portion of its 
contractual commitment to AEC turned into an exploration by AEC 
and private power companies of ways by which the TVA might be 
destroyed. The evidence is stark and clear in the partial record re- 
leased by AEC and the Budget pursuant to the instructions of the 
President last August. 

A letter under date of January 4, written, I emphasize, even prior 
to the release of the President’s budget message to the Congress, 
shows the celerity with which questions beyond the jurisdiction of 
AEC were put on the agenda. The letter is addressed to Mr. Walter 
Williams, assistant to the General Manager of the Atomic Energy 
Commission. It is signed by J. W. McAfee, president of the Union 
Electric Co., of Missouri. It refers to previous conversations. The 
second sentence reads: 

The more I consider the possibility you are investigating, the more impressed 
I am with the necessity of considering other alternatives before a final decision is 
made. 

Now, the language is admittedly obscure. The word “possibility” 
is not defined, but whatever it was, Mr. McA fee’s proposal of the best 
ways to achieve the possibility were designed to destroy the TVA, 
for he proposed either that the 150 municipal and cooperative dis- 
tributors of TVA power should be required to find other sources for 
their power supply or that TVA itself should be required to purchase 
power from private power companies for resale to its distributors. 

Now, such suggestions might be made out of ignorance by a paper- 
shuffling bureaucrat exhilarated by unaccustomed opportunities for 
decision. But these suggestions came from an experienced utility 
operator. He knew what the result would be—the dismemberment 
and destruction of the TVA power system. 

Such conversations and conferences between the utility executives 
and AEC continued during the winter. That was all last winter. 
The record even discloses one suggestion that private utilities might 
purchase TV A’s Shawnee plant near Paducah. There is no elabora- 
tion, so it is not clear how the conferees arrived at this novel proposal, 
which would scarcely be described as meeting the original effort to 
find a new source of power for AEC or the current justification for 
the pending contract to add capacity on the TVA system. It would 
be interesting to know what other proposals were made and why. 

At any rate, after such correspondence, conversations, and confer- 
ences, on March 3 last, Admiral Strauss, Chairman of AEC, sub- 
mitted to Mr. Dodge, then Director of the Bureau of the Budget, a 
proposal from the utilities. The letter of Admiral Strauss makes 
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abundantly clear that by this time the notion that AEC was seeking 
for an alternative source of power supp sly to relieve the TVA had been 
abandoned. We find the Chairman of the Atomic Energy Commis- 
sion prepared to usurp the statutory authority of the Board of TVA. 
We find him writing, after a discussion of certain unnecessary costs 
which would be incurred if the Dixon- Yates proposal were accepted— 
and I quote from his writing now— 

Since the proposed plant would be built to provide additional power for TVA, 
this increased cost should be assumed by that agency. 

And the increased cost to which he is referring appears to be the 
excess construction cost of the Dixon-Yates plant over the Shawnee 
plant. As I understand the Chairman’s letter, he is making the 
callous suggestion that AEC should have the advantage of the eco- 
nomical construction of the Shawnee plant by TVA, and that TVA 
should be saddled with the costs of the plant to be built by Dixon- 
Yates. Admiral Strauss and his staff appear to have de voted consid- 
erable time to this matter of TV A’s business. The final paragraph 
of the admiral’s letter reads, and I quote: 

We believe that we have explored the subject proposal to the extent practicable 
at this time. Higher authority will now presumably determine what course 
of action is in the best interest of the Government. 

And mark you, gentlemen, during all this time, weeks and months 
of time, TVA had been kept in the dark as to the actual scope of 
the negotiations. TVA was led to believe, and Members of the Con- 
gress were led to believe, that AEC and the Bureau of the Budget 
were trying to release a part of the capacity of the Shawnee plant 
to take care of TVA’s normal load growth. We were never told that 
AEC and the Bureau of the Budget were taking over the management 
of TVA. It was only after this first Dixon- Yates proposal had been 
submitted to the Bureau of the Budget that TVA was consulted. 
Then its function was limited to an analysis by TV A’s technical staff 
of the costs of the Dixon- Yates proposal. 

Upon analysis by the staff of TVA, it appeared that Admiral 
Strauss and AEC had grossly underestimated the excess costs to be 
incurred. “Higher authority” had not been provided with respon- 
sible data on which to make a judgment. But instead of abandoning 
the proposal at that point, instead of e xpressing appreciation to TVA 
for assistance in analysis, the Bureau. of the Budget apparently 
determined to solicit another offer from Messrs. Dixon and Yates. 
An offer somewhat more favorable to the Government was received 
on April 10. For that better offer, TVA can be thanked. It has not 
been thanked. Instead, it has been subject to a campaign of vitupera- 
tion by the General Manager of AEC. 

No one denies that acceptance of this second Dixon- Yates offer will 
cost the Government more than construction of the Fulton plant by 
TVA, recommended by TVA to meet the growing power requirements 
of its system. No one can read the record to which I have referred 
without realizing that the motivating force on the part of the persons 
most deeply involved must have been a deep desire for the destruction 
of TVA. Costs were only secondary. 

I shall not burden the members of the committee with a detailed 
recital of the illustrations which I have in mind. All of us will 
remember the attack on TVA made last summer by General Nichols. 
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Matters completely unrelated to the Dixon- Yates proposal were intro- 
duced into the discussion by him. Misleading statements, incomplete 
data were offered. General Nichols could have had only one pur- 
pose—to discredit the record of that fine agency which has done so 
much for AEC, to impugn the probity of the staff which had dared 
to question the basis for AEC’s conclusion. Mr. Chairman, such reck- 
less assaults are costly to the reputation of the public servants who 
launch them. I fear the AEC will pay a heavy price for its entangle- 
ment with Dixon- Yates. 

As a consequence of his willingness to usurp the authority of 
another independent agency of the Government, the Chairman of the 
Atomic Energy Commission, representing only a minority viewpoint, 
has not only diverted the time and talent of his staff from the grave 
matters which are their concern, he has gravely damaged the prestige 
of the agency for which he has responsibility. He has made us won- 
der if we can trust the AEC. We have learned that major members 
of his staff are careless with data, that their presentation of material 
is likely to be biased, that they are seemingly indifferent to the unnec- 
essary expenditures of millions of dollars every year. The Committee 
on Appropriations of the Senate, of which I am a member, must take 
on the burden of more careful analysis of every estimate, more skepti- 
cal appraisal of every argument. Before we can proceed in confidence 
that committee, and I am sure your committee and other committees, 
must determine why this Dixon- Yates proposal is advanced with such 
tenacity and stubbornness. What and who is behind it? 

The Board of TVA has never been in favor of this extravagant pro- 
posal, and that Board is entrusted by law, by the law of the Congress, 
with the responsibility for the activity most directly affected. The 
power consumers of the Tennessee Valley want no part of this deal. 
It is clear that. a majority of the Atomic Energy " ommission did not 
want any part of it at the time it was proposed. I do not believe the 
people of the United States approve this raid on TVA. 

I believe the people of this country want TVA to continue with its 
integrity and efficiency unimpaired. I believe the people of this coun- 
try want the problem of power supply in the TVA area to be returned 
to the agency charged by law and qualified by experience to handle 
it. I believe the people of this country want the AEC to give its full 
attention to the grave matters covered by its charter, covered by the 
law that Congress passed setting up the AEC. Your ‘committee, gen- 
tlemen, heard persuasive and compelling testimony from Commis- 
sioner Murray, of the AEC. Commissioner Murray told this commit- 
tee, and I quote: 

No one will ever be able to estimate the degree to which top-level Commission 
attention has been diverted from its primary responsibilities by an issue only 
distantly related thereto. 

Mr. Chairman, this is a danger to our national security. The sur- 
vival of our Nation may rest in decisions which must be made by the 
Atomic Energy Commission. I plead with this committee to take 
whatever action may be necessary to end this distressing chapter in 
the history of AEC. The Commission’s energies and talents must 
be released for solution of the grave national problems entrusted to it 
bv the Congress. It should not become an accomplice to the enemies 


of TVA. 
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Now, Mr. Chairman, may I add that since coming into the room to 
testify before this committee, I have seen a copy of the President’s 
letter addressed to the distinguished chairman of this Joint Commit- 
tee. This letter in itself constitutes the strongest possible reason why 
this committee should deny the request and not grant the waiver. 

We recall that the President of the United States in his budget mes- 
sage spoke of trying to work out a plan whereby power now being 
used by the AEC, now under commitment on the part of TVA to 
deliver to AEC, might be released back to TVA for the other cus- 
tomers and normal customers of TVA. 

Then, after the President spoke about an effort being made for this 
release of power, he went further and said that, in the event this 
release could not be worked out and was not feasible, further consid- 
eration would be given to the question of the construction of the Ful- 
ton plant by the TVA. 

Now, we have a letter coming here from the President. in which he 
throws out every proposition so far as the construction of any new 
plants of any kind or description are concerned. This expression of 
opinion by the President—and I do not at all question his right to 
express it; he is well within his rights in making this expression—but 
it is indeed distressing to me and to those of us interested deeply in 
TVA, and it goes to a great policy, not only the policy with reference 
to TV A, a policy set out and written out into law by the Congress of 
the United States, but it involves the whole question of the power 
policy of the Government of the United States, raising this whole 
question that goes not only to the policy written into the TVA Act, 
but it goes to the whole power policy of the Government of the United 
States. 

Surely this committee will want to take no action that would set 
any pattern or that would do anything that might handicap or might 
delimit or might prevent the Congress from fully and freely consider- 
ing this matter of policy. 

Chairman Corte. Thank you, Senator. 

Are there any questions? 

Representative Durnam. I have one question. 

Senator, since this question was first brought into the picture in the 
President’s message 2 years ago when he sent to the Congress his 
budget message, at that time, of course, his statement was that reex- 
amination of this entire policy was involved. 

In his letter today he reiterated that same statement, I believe, in 
the last paragraph or the paragraph next to the last. 

Since you follow this keenly, and as I observe from your statement 
you have kept up with it in all of the processes, are you aware today of 
any committee or group of people who have been appointed by the 
President to reexamine this and make a report? 

Senator Hitz. Not to my knowledge. I do not know of any such 
committee. All I know is what he said in his message that came to 
Congress, as I recall, on about the 4th of February, last Februar vy, in 
which he spoke of trying to work out some kind of an arrangement 
to release certain power back to TVA; and then in which he made the 
additional statement that if such a release could not be worked out, 
then the matter of the construction of the Fulton plant would be fully 
reviewed and considered. 








Representative Durnam. In view of that fact, how do you interpret 
the word “reexamination,” or what do you interpret it to mean? 

Senator Hinz. I really wish I knew who had advised the President 
on this matter, and I wish I knew of whom he had taken counsel. and 
I wish I knew who had inspired his position with reference to TVA. 

So far as a review is concerned, I think I would have to say frankly 
that this letter, as we find it on page 2, at the beginning of that para 
graph, the President said: 

* * * T believe that the project for building new plants at Federal expense— 
implying a purpose of continuing this process indefinitely in the future—is there- 
fore wholly indefensible unless it should become part of a vast national plan. 
And then he goes ahead and talks about not favoring a national plan. 

Representative Durnam. I observed here the Senator’s concern over 
the national defense and security. We are dependent, of course, upon 
that agency for that purpose to a large extent. 

Senator Hitt. I am glad the distinguished Congressman brought 
this out. This agency really had its beginning in the needs for na- 
tional defense. This agency had its beginning in section 124 of the 
National Defense Act of 1916. The Congress saw the war clouds of 
World War I gathering closer and closer to our home shores. In that 
act of 1916 they put in this section 124, which was the beginning and 
was the genesis of what we now have as the TVA, and the construction 
of your nitrate plants. Remember, the construction of the nitrate 
plants for war purposes, the act said, and for agricultural purposes in 
time of peace. 

Then there is another interesting provision in that section 124, and 
that was that those plants and any power facilities there established 
for the operation of those plants should never go into the hands of 
private parties. 

Representative Durnam. I think it demonstrated its usefulness in 
national defense, and I think the country is aware of TVA in that 
regard. That is why we have put so many agencies there, the great 
developments of weapons and the modern airplanes and everything 
else, because we had the power there. 

Senator Hitt. May I say that so much of the aluminum that went 
into the planes for winning the war in World War II came out of that 
valley, produced with TVA power; and of course I think we will all 
agree the record shows that but for TVA and the availability of its 
power, and the fact it was operating so well and had this power 
available, we would never have gotten the atomic bomb when we did. 

May I also say this: That about half of the power of the Tennessee 
Valley now is going right for immediate defense purposes. 

Representative Durnam. The question of emergency interests me 
because of the fact we have done such an excellent job in that area 
with the TVA plants. But then we are dependent upon power for the 
production of weapons. On this reexamination thing, which of course 
was in the Budget Bureau message, and again today, as far as I can 
find, I find no group reexamining it. There may be one, but I am not 
aware of it. However, I am not doubting that. 

Senator Hix. If there is, it has not come to my knowledge. 

Representative DurnHam. The question immediately before us, of 
course, and what we are concerned with, is the urgency of the matter 
before us. 
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Senator Hitt. The urgency to have that power ready, and to be 
ready to go for our defense. 

Representative Durnam. It has been pointed out by the general 
manager of AEC that we are almost in a position next spring where 
we have to have at least 150,000 kilowatts at Oak Ridge, and of course 
it is not in the picture here. 

Senator Hitt. But they are going to need additional power at Oak 
Ridge. 

Representative Durnam. This spring; yes. 

Senator Hini. May I add this, Mr. Chairman. This committee has 
been very gracious, and I do not want to take a lot of time, but I want 
to add this and I want to emphasize this fact: That this is a regional 
agency, but TVA is a national project. It came into being because of 
sentiment for it and support for it throughout the United States, and 
as fine as it has been for that region down there—and I certainly would 
not minimize its benefits—it has been a great project for the benefit of 
all of the people of the United States. 

Representative Durnam. I think, of course, that under world c« 
ditions, it is almost necessary that we have a pool of power saniaaiiia re, 
in other words, stockpiled, because I believe in that just as much as I 
believe in stockpiling manganese or any other item ; that it is necessary 
under present methods of weapons produc tion. 

Senator Hiri. Mr. Congressman, you have stated it better than I, 
and that is one thing that I base my plea on here indies 

Let us recognize TVA for what it is—as a mighty arsenal for the 
defense of our country. 

Chairman Core. Mr. Fairfield is obliged to point out a misstate- 
ment made by the gentleman from North Carolina, and I am sure it 
was an oversight, in which he referred to the President’s message on 
this matter of 2 years ago. It was mentioned first by the President 
in the budget message of 1954. 

Representative Durnam. Yes. 

Senator Hint. February 4, as I recall the date. It was about that 
time, anyway. 

Chairman Core. Are there any questions from the members to the 
right of the Chair? 

Senator Gore. I appreciate the opportunity of asking a few ques- 
tions of the distinguished senior Senator from Alabama who was 
coauthor of the TVA Act. I wonder if the distinguished Senator 
will recall that during the course of that small educational campaign 
in which he and I took a modest part that the junior Senator from 
‘Tennessee made the statement that in his opinion the effect upon 
TVA was secondary, the effect of the Dixon- Yates proposal; that the 
prime damage to the country, the question of the prime national 
interest was the prostitution of the Atomic Energy Commission under 
this program. 

Senator Hit. The Senator from Alabama not only remembers that 
statement, but the Senator from Alabama remembers that the Sena- 
tor from Tennessee stated again and again th: at those of us who sought 
to fight that battle sought to emphasize that very thing. That is 
one thing I have sought to emphasize here this afternoon. Here we 
have the Atomic Energy Commission, perhaps the most sensitive, 
vital agency of the Government drawn into a field where it has no 
place or business whatever. 
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Senator Gore. Misused. 

Senator Hitx. Misused, and I think the Senator in using the word 
“prostituted” used the correct term. 

Senator Gore. To the unfortunate and regrettable end of the state- 
ment of the Atomic Energy Commission which you quote in part on 


page 6 of your testimony, you quoted Mr. Murray 

Senator Hinn. Yes; I quoted Mr. Murray. 

Senator Gore. That result is further evidenced by the fact that the 
distinguished chairman of this committee on the same day on which 
Mr. Murray uttered this statement acknowledged that the atomic- 
energy program had been hurt by this unfortunate venture; that it 
had been beset, bedeviled, and bedamned. Does not that bear out in 
the Senator’s mind the apprehensions he and I shared at the begin- 
ning of the result of this unfortunate move ¢ 

Senator Hix. It does, indeed. It absolutely confirms what the 
distinguished Senator from Tennessee so fore ibly and eloque ‘ntly told 
the Senate as to what the effect would be on the AEC, ha ving the 
AEC injected into this matter where it has no place and had no place. 

Senator Gore. Does the Senator from Alabama believe that the 
Atomic Energy Commission should be disassociated from and above 
partisan politics ? 

Senator Hiti. The Senator from Alabama strongly feels that. In 
that connection, Mr. Chairman, since the distinguished Senator from 
‘Tennessee has asked a question, I would like to have the permission 
of the committee at the conclusion of my remarks to insert in your 
record a letter that appeared in the New York Times of this morn- 
ing, written by the former Chairman of the Atomic Energy Com 
mission, Mr. David E. Lilienthal, dealing with that very matter, that 
the Atomic Energy Commission ought not to be bipartisan, non- 
partisan, and no thought of partisanship should be in that Com 
mission. It should be above politics with one thought—the defense 
of the United States. 

Chairman Corr. Since the Senator has alluded to a statement made 
by me at one of the meetings recently, I feel impelled to insist that 
the statement which I made was not directed to the project itself 
with the characterization of being “bedeviled” and “hedamned” but 
rather to the failure to resolve the question in connection with the 
project. 

Senator Gore. I welcome the chairman’s interpretation of his 
eloquent remarks. 

What about the request of the Senator from Alabama? 

Chairman Cote. If there is no objection, it may be inserted. 

(The material referred to follows:) 





[From the New York Times, November 10, 1954] 


CHARACTER OF AKC—TeENDENCY To IDENTIFY MEMBERS’ PARTY AFFILIATIONS 
CRITICIZED 


(The writer of the following letter is the former Chairman of the United States 
Atomic Energy Commission. Previously he was for many years head of the 
Tennessee Valley Authority.) 

To the Eprtor or THE NEw York TIMES: 

The writer has been distressed to note that increasingly, during the past year 
or so, in the press, in public discussions, and in the public mind generally, the 
Atomic Energy Commission has come to be thought of, for the first time in its 
history, in terms of the political affiliations or obligations of its members. 
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On important matters, such as the verdict in the Oppenheimer case or the 
current issue over the Dixon-Yates power contract, the conflicting views of the 
Commissioners have been reported as if the AEC were a bipartisan body, 
organized on political lines, or even as an arm of the administration in power. 
For example, Chairman Strauss (although he had served on the AKC for 3% 
years by appointment of President Truman) is now commonly identified in the 
press as “a Republican member” or “an Eisenhower appointee’ in contrast with 
Dr. Smyth, Mr. Zuckert, and Mr. Murray, who were described as “the Demo 
cratic members,” as “the Truman holdovers” or in similar political terms. 

This has now come to be more than merely a matter of the terminology of 
public discussion and journalism. A fundamental transformation is in process 
in the very character of the body entrusted with the future of atomic science, 
the vast atomic industry, and nuclear weaponeering. That the change does not 
appear to have been a deliberate one does not make the result any less disturb- 
ing, nor the potential consequences, in the writer’s opinion, less injurious to the 
national interest. 

ESTABLISH MENT OF BODY 


It therefore seems relevant to recall that Congress, in 1946, established the 
AEC as a nonpartisan, not as a bipartisan, body. It was to be nonpolitical, not 
bipolitical. The members of the first Commission were not appointed as Demo 
crats or Republicans. The Democratic National Committee, Democratic Mem- 
hers of Congress, and President Truman, either as head of his party or as Chief 
Executive, had nothing whatever to do with AEC’s contracts for power supply, 
for equipment, the location of plants, or the employment of personnel. 

All the Commissioners joined in the AEC’s communications to the President ; 
major policy discussions with the Chief Executive were almost invariably between 
the President and the entire Commission. 

Such practices were deemed essential to promote and preserve the integral 
and political character of the Commission and of the enterprise itself. 

The establishment of a strictly nonpolitical atmosphere in the AEC goes back 
to the very beginning—the nomination of the first Commissioners. At his 
press conference in October 1946, in which President Truman announced the 
membership of the first AEC, a reporter inquired about the politics of the five 
men he had nominated. Mr. Truman announced that he hadn’t asked about 
their politics; that he wasn’t interested in knowing what party they belonged to. 
This was literally true. 

When Presitent Truman asked me to become a member and Chairman of the 
first AEC (in September 1946), he told me he had already designated two mem 
bers, in addition to myself. He asked me to suggest the names of two other 
men to fill out the membership. This I did. 

Mr. Truman did not ask me about the political affiliations of the men I pro 
posed (Robert F. Bacher and William W. Waymack). Nor did I ask them any 
question about their politics. 


OTHER MEMBERS 


In point of fact, on this first Commission there were three men who in private 
life had been active and influential Republicans—the present AEC Chairman, 
Adm. Lewis L. Strauss, a close associate of former President Hoover: W. W. 
Waymack, editor of a stanch Republican newspaper, the Des Moines Register 
and Tribune; Sumner T. Pike, then and now active in the Republican Party of 
Maine. 

It certainly did not occur to anyone at the time the AEC came into being, in 
1946, that a public body with such vast powers over the security, the science, 
and the industry of the whole Nation, operating largely in secret, should take 
into account the fact that its members had been appointed by a Democratic Presi- 
dent, nor that it should function as a bipartisan group of Democrats and 
Republicans. 

If the country and the Congress intend that the affairs entrusted to the AEC 
be administered on a political basis—i. e., be part of the Eisenhower and suc- 
ceeding administrations, or conduct its affairs as a bipartisan body—the issue 
should be faced frankly and the law changed to give effect to this conclusion. 
We should not, however, continue to drift into so momentous a change. 


Davin E. LInieNTHAL. 
New York, November 8, 1954. 
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Senator Gore. Does the Senator from Alabama think that it is in 
the interests of national security to use the Atomic Energy Commis- 
sion to indirectly alter the TVA program ¢ 

Senator Hix. I not only think it is not in the interest of the national 
defense, but I think it is very much contrary to the interests. 1 think 
it is most harmful. I said in my statement this whole matter involves 
danger to the Government and of the people of the United States. 
The responsibility of the Commission, gentlemen, is so great, it is so 
overwhelming, that anything that diverts the attention of that Com- 
mission or members of its staff from that great responsibility well 
invites danger to our country. 

Senator Gore. Does the Senator also envision danger to our strue 
ture of government at this precedent of atte mpting to override, par- 
ticularly if it is successful, the judgment of an independent agency 
of the Government, particularly when the law vests all management 
functions in these two boards of directors ¢ 

Senator Hiri. The Senator certamly does, and the Senator knows 
how careful the Congress was in writing both pieces of legislation, 
seeking above everything else to make the Atomic Energy Commis 
sion the judge of the matters before that Commission, setting it apart, 
so to speak, where it would not be subject to outside influences and 
j:ressure or political controversy or anything of that kind. I might 
say the same thoughts and desires motivated the Congress in writing 
the TVA Act. 

Senator Gore. Does the Senator recall that he and I also took the 
position that the terms and the character of the Dixon- Yates con- 
tract, as he understood them then—believing as we did they were 
immoral, unfair, favoritism in its worst form—were still more impor- 
tant than the effect upon T'VA from a national standpoint ? 

Senator Hitt. The Senator is exactly right. We took that position 
and sought to make it clear and to urge it upon the Senate. 

Senator Gore. Nevertheless, that brings us to the question of its 
effect upon the TVA, which is a matter of great concern. 

Senator Hiri, Yes. You cannot consider this matter without neces- 
sarily viewing and seeing and waiving the effect on the Atomic Energy 
Commission and on the ‘Tennessee Valley Authority. 

Senator Gore. Does the Senator recall that the President’s budget, 
which so far as I was aware at that time was the genesis of this unfor- 
tunate proposition, though IT have since learned that there were fore- 
runners, contained the suggestion that in the event arrangements were 
not satisfactorily made to release power furnished by TVA to the 
Paducah plant, the President would then reconsider the request for 
the Fulton steam plant? 

Senator Hint. y ‘hat is exactly right. 

Senator Gore. How does that comport with the letter just presented 
to this committee which says such a condition would be utterly in- 
defensible ¢ 

Senator Hitt. The two ideas are utterly contradictory, one of the 
other. The President does not follow through on any consideration 
of the proposal as to the Fulton steam plant. He comes in and speaks 
about the fact that to build the Fulton steam plant or any such plants 
would be indefensible. 

Senator Gorr. As a member of the Senate Appropriations Com- 
mittee, if this policy is carried out, would you expect next year’s 
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budget and the following year’s budget or any budget presented by 
one who entertains this position to conta any budgetary requests for 
additional generating capacity by the TVA? 

Senator Hurt. If the President held to the views he expressed in 
his letter to the distinguished chairman under date of today, I think 
we could certainly expect no budget estimate for any construction of 
plants. 

Senator Gore. Would that in your opinion be maintaining TVA 
at maximum efliciency ¢ 

Senator Hini. No, it would not. In fact, it would be the very other 
thing. The Senator has in mind the President’s statement to the 
people of the Tennessee Valley on the eve of the 1952 election when 
he stated that if he were elected, TVA would be maintained and 
operated at maximum efficiency. Instead of maintaining and operat- 
ing at maximum cfliciency, I would say this policy would certainly 
rush to the end of maximum destruction of TVA. 

Senator Gore. Has the Senator had an opportunity to study the 
contract which was released last Friday 4 

Senator Hiti. No; I will have to say to the distinguished Senator 
I have not had an opportunity to make a detailed study of that 
contract. 

Senator Gore. Would the Senator be prepared to express a view as 
to the lack of competition and the lack of risk or the reimbursement 
of taxes? 

Senator Hitt. The President said he was issuing the directive for 
the Dixon- Yates contract in the name of free enterprise. When you 
examine that contract, those elements w hic 1 make up free enterprise, 
elements suggested by the Senator from ‘Tennessee, the element of 
competition, the element of certain risks, the element of the uncer 
tainty of the program of taxes, the element of the uncertainty of 
profits—maybe no profits at all—all those elements that constitute the 
basic factors in free enterprise are missing from this contract. They 
are not in this contract. It is not a contract that has anything to do 
with free enterprise as we know it in America. 

Senator Gore. Thank you, Mr. Chairman. 

Chairman Corie. Any questions from the Members of the House? 

Representative Hotirietp. Senator Hill, we are honored to have 
you before us today. We know of your deep interest over the years in 
this subject and of your knowledge of the legislation which is involved 
in this discussion. I notice in your statement on page 5 that you men 
tion the fact that you are a member of the Committee on Appropria- 
tions. 

Senator Hitz. That is correct. 

Representative Hotirretp. Would it be proper to ask, assuming that 
the Senate is organized by the Democrats, if you will be the chairman 
of the subcommittee ? 

Senator Hitt. I would say, assuming the Senate is organized by the 
Democrats, that I would be chairman of the Subcommittee on Inde- 
pendent Offices, which subcommittee handles the appropriations for 
the Atomic Energy Commission, for the Tennessee Valley Authority, 
as well as for other agencies of the Government. . 

Representative Houtrievp. I would say, then, that you are deeply 
concerned with this particular matter and that it will be a matter of 
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continuing concern during your services as chairman of that subcom- 
mittee. 

Senator Hitt. Mr. Congressman, I can assure you that I am deeply 
concerned and it will be a matter of continuing daily, and I may say 
hourly, concern to me. 

Representative Horirreip. I want to express my appreciation of a 
point you have made both on pege 5 and on the last page where you 
quoted the words of Mr. Murray in regard to the prestige of the 
Atomic Energy Commission. 1 oppose the sateibuchion of the 
Atomic Energy Commission as a power broker for energy which was 
not to be used in its defense plants. I opposed this on principle from 
the very first because of my fear that bringing this great agency into 
a matter which has been for many years suc h a hot. political contro- 
versy would remove that agency from its objective mission of pre- 
paring this Nation for its de fense of atomic and hydrogen weapons. 

This has been my chief concern. I have no public or private power 
problem in my district or in any district near my district. That was 
solved many years ago by the building of the Hoover Dam. So while 
you have been forced to burn the midnight oil in finding out the issues 
involved in public and private power since this came to the attention 
of our committee, I never had before a consuming interest in that 
aan problem. 

I did have a very deep interest and have had since 1946, when I went 
on this committee as one of its charter members, a great interest in 
the function and the mission of this committee. I, too, regret with 
you and with Commissioner Murray the prestige of this great com- 
mittee has become embroiled in this hot political question and its 
attention and its talents and time have been diverted from its primary 
mission. 

Senator Hiri. Mr. Congressman, you spoke out in the very begin- 
ning on this matter regretting and deplori ing this Commission of such 
tremendous responsibiliy being i injected into a situation of this kind. 
[ believe that you will agree with me that as the evidence has come 
out with reference to this matter, the different negotiations and all 
those things, all the fears that you had in the first instance when you 
first forthrightly spoke out have been more than confirmed. 

Represent: itive Hoiirretp. This Commission has been embroiled in 
controversy constantly since this was injected, and it has been a mat- 
ter of antagonistic comment and press of the Nation, and it has been 
diverted from its primary subject. I thought Commissioner Murray 
expressed the tragedy of this whole situation. 

Senator Hu. I think your word “tragedy” is well chosen, if [I 
may say so. 

Representative Horrrtetp. The only way I know of to really rid the 
AEC from responsibility of this power broker function is to kill this 
attempt to put them into it, I say that waiving this and allowing 
them to go ahead and effectuate this contract in the place of getting 
rid of the question will remain to placing us for a maximum of 30 
years if the 25-year and the 5-year privilege which they have of, 
becoming the power broker, the bookkeeper, the legal defendant mind 
you, goes through. 

I do not know whether the Senator realizes it, but they have a sec- 
tion written into the contract where they become the legal defender 
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of this contract. They can assess such charges as occur in certain 
ways. I say this will continue for a possible 30 years. If it does, 
we are going to have this controversy in the AEC, and in every bill 
that comes before the ( Congress we are going to have a discussion of 
riders to prevent them from using moneys for this purpose. We are 
going to have the proposition of great cancellation costs, pressure 
being brought upon us either to act one way or another because of that 
burden of some $40 million plus hanging over our legislative actions. 

Senator Hiii. If this committee grants a waiver, this committee 
approves this very thing the Congressman deplores and which we 
both regret and invites its continuance down through the years. 

Representative HoxiFretp. Does it not deprive the forthcoming 
Congress, which will have to appropriate these funds and will have 
to implement this contract, of their deliberative function on this great 
policy matter? 

Senator Hix. It might well set a pattern here that would impair 
and delimit the next Congress—Congress as a whole—from passing 
on this great question so vital, and a question that goes to a most vital 
policy of our Government. 

Representative Hoxitrietp. The Senator has said at the bottom of 
page 5 and on page 6: 

Before we can proceed in confidence, this committee and other committees must 
determine why this Dixon-Yates proposal is advanced with such tenacity and 
stubbornness and what and who is behind it. 

[ will say to the Senator that ever since these hearings have begun, 
ever since the idea was broached before our committee heretofore, I 
have sought industriously to find out what the parentage of this 
Dixon- Yates project really is, who the parents are of this project idea. 
I have been unsuccessful. As far as I can determine, the Bureau of 
the Budget seems to be the mother of it. 

Senator Hirt. Would the Congressman not imagine the Bureau 
of the Budget had some inspiration? You know you do not become 
a mother by wishing it. There has to be cooperation and inspiration. 

Representative Hotirteip. I was going to point out that apparently 
this idea was conceived before the President’s budget message because 
we have a record showing that the conception occurred before the 
President’s budget message. So I do not think we can rightfully 
charge the President is the father of it. 

Senator Hi. We have in the record here the McA fee letter which 
was written some days before the President’s budget message. 

Representative Hortrretp. We have had no testimony as to whether 
Mr. Dodge is the father or Mr. McAfee is the father or Mr. Williams, 
all of whom participated in the conception of the idea before the 
President’s budget message. Under the circumstances, as far as 
this member is concerned, I can only conclude the father will not 
claim the child. If the father will not claim the child, I do not see 
how the committee can fill out the birth certificate. 

Senator Hiri. Or how the Appropriations Committee can provide 
the funds to buy the sustenance for the child. 

Representative Horirretp, That, of course, is a subsequent duty 
which will devolve on the Congress once the child is born. It seems 
to me that there is a mystery in this. I would not want to characterize 
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the idea in any way, but it seems like to me the bar sinister might 
well be drawn across the legitimacy of this child. 

Senator Hitt. We do know this: that these negotiations went on 
for some weeks in deepest secrecy, negotiations vitally affecting TVA, 
and TVA was not made a party to them or brought into them. 

Representative Hoirietp. Would you say that for a while this was 
an undercover operation ¢ 

Senator Hinx. All the evidence shows that very definitely. 

Representative Horiurtm.p. Those are all the questions I have. 1] 
um very confused at this point, Mr. Chairman. 

Chairman Core. So is the chairman. 

Are there any questions ¢ 

Representative Price. I will be brief. The distinguished Senator 
from Alabama was chairman of the Military Affairs Committee at 
the time the TVA Act was considered and passed, were you not? 

Senator Hii. I afterward became chairman. At the time the act 
was considered I was the acting chairman, I will say to my distin- 
guished friend. 

Kepresentative Price. Earlier today in some of the questions there 
was an inference left that the prior phase of TVA was sort of 
result, an afterthought, a byproduct of TVA, but I remember dis 
tinctly—and I was only a secretary at the time—that the Tennessee 
Valley Authority legislation was referred to the Military Affairs 
Committee because it was in the interests of national defense and 
that the power was one of the major phases of the program at the 
time. 

Senator Hutz. If the Representative will examine the basic TVA 
Act, he will see Congress provided in that act for the construction 
of powerhouses, power facilities, transmission lines, and all the other 
necessary things for the generation and distribution of power. 

Representative Price. Don’t you think the Tennessee Valley Au- 
thority as a national-defense movement and program at that time had 
envisioned power as important ? 

Senator Hin. I think those who conceived the Tennessee Valley 
Authority recognized then the importance of power to defense and 
recognized then, too, we were then moving into the electrochemical 
age ; “that electrochemical age which gives us chemicals of all kinds, 
such as aluminum and many things we need for the defense of our 
country. Our country requires a vast amount of power and also of 
running water. 

Represent: itive Price. Subsequent events have proved this, 

Senator Hix. Events of World War II showed not only how useful 
was the TVA to the defense of our country but I might say in many 
ways how indispensable TVA was. We not only produced so many 
things, chemicals and things of that kind, but out of that valley came 
so much of the aluminum that went into the planes that carried the 
war to Germany and Japan. It was because of that power there and 
the TVA we got the atomic bomb when we did. 

No plan can tell how many thousands of American lives were saved 
because we did have the aluminum, because we did have the other 
munitions of war, because we did have the atomic bomb—all made 
possible because of the TVA and the power generated in the Tennessee 


Valley by the TVA. 
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Representative Price. Do you consider it any threat to the future 
progress of TVA - as a threat to our national security ? 

Senator Hitz. I do, indeed. I spoke of TVA as a mighty arsenal 
for the defense of this country. You cannot threaten the T V A. You 
cannot impair or weaken or dismember the TV A without endangering 
the defense of our country. 

Representative Price. Thank you. 

Chairman Coir. Thank you. 

Senator Hitt. Thank you, Mr. Chairman, and you gentlemen of the 
committee. 

Chairman Cote. Senator Kefauver ? 

Senator Keravuver. Do you want me to testify this afternoon / 

Chairman Cox. I am afraid, as much as I hate to advise you, that 
if you are to be certain of testifying, you had better testify this after 
noon. 

Do you solemnly swear that the testimony you shall give before this 
committee will be the truth, the whole truth, and nothing but the truth 
so help you, God? 

Senator Keravuver. I do. 


TESTIMONY OF HON. ESTES KEFAUVER, A UNITED STATES 
SENATOR FROM THE STATE OF TENNESSEE 


Senator Kerauver. I have requested Mr. Sidney Davis, who is the 
counsel of the Judiciary Subcommittee of the Antitrust and Monopoly 
Committee to sit with me because he has been the counsel who has con 
ducted the hearings relative to the monopoly position of Middle South 
Utilities, and to some extent, the Southern Cos., for the hearings on 
the operation of the Arkansas Power & Light, and of the Mississippi 
Power & Light Co., which is contained in these 12 or 14 volumes here. 
So if any me embers of the committee want to get any detailed informa- 
tion about the findings which will shortly be included in a report of 
the Monopoly Subcommittee, Mr. Davis will be here for that purpere 

This is Mr. Davis, and my administrative assistant is Mr. Wallace 

Mr. Chairman, I appreciate very much the opportunity of appear 
ing before you today in opposition to waiver of the 30-day waiting 
period on the Dixon- Yates contract and in opposition to waiver of the 
provision that this period be while Congress is in session. 

I know the rules of this committee, which are that a witness prepare 
a statement and stick reasonably close to it for the convenience of 
the committee members. I have done that, but before doing so, it has 
been brought to my attention that the President has written the 
chairman of this committee today asking that the waiting period be 
waived. I have seen the President’s letter. I am sincerely sorry that 
the President has done that. Only last week we held elections in this 
Nation and the President followed that with the hope that the new 
Congress would approach great issues in a spirit of nonpartisanship 
cooperation with him. Speaking as one Member of the new Con 
gress, that is certainly my desire. However, the best way to assure 
that this will not be done, that there will not be nonpartisan coopera- 
tion is the very kind of action that the President took today, whic] 
frankly, does nothing but seek to assure that the new Congress w ill 
have an opportunity “of passing upon this contract. It is not in the 
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spirit of cooperation, it is the worst kind of partisanship, and it has 


the additional feature of disallowing the new Members of Congress, 


chosen by the people after this contract had been in issue, of their 
right to express their opinion. 

This, Mr. Chairman, 1s going to be a “running sore” if this contract 
goes through, and it is going to make bipartisanship or nonparti- 
sanship very, very difficult. 

In connection with the President’s letter, I want to point out this 
is going to be very, very bad for the Atomic Energy Commission. 
We read in the paper a few days ago that the Soviet was getting 
ahead of us in training and educating technicians and physicists. 
We are frightened with their advancement in atomic energy. Ata 
very time when Admiral Strauss and the members of the Commission 
and this committee ought to be considering how we can keep ahead 
in this important field necessary for our own survival, the Atomic 
Energy Commission, and this committee, is being injected into a 
diversion that is going to be political in nature, that is going to 
thwart the work of the Atomic Energy Commission, and I think it 
is unthinkable. The Atomic Energy Commission ought to be kept 
out of politics by the surest way to get the new politicians to give 
it the job of running the TVA behind the TVA’s back. It is going 
to be a political sore that is going to embarrass the Atomic Energy 
Commission, it is going to defeat nonpartisanship. 

The President, in his letter, says he is interested in savitig the 
TVA, saving it by turning it over to its enemies who have held back 
the progress of this region for decades. We, in the Tennessee Valley 
section, or most of us, would rather have brownouts in the valley 
than to be saved in this way. 

Governor Clement, our distinguished Governor from Tennessee, 
who almost has unanimous mandate from the people, spoke the feelings 
of our people when he testified on yesterday. 

I would mention in passing that I have heard of only one com- 
pelling reason for the rush, and I doubt if it is a good one. 

It was Mr. Hughes’ observation that construction should start right 
now in order to get ahead of the flood season. If you know this site 
as I do, because I have visited the area, this is indeed a reason to give 
pause to any prudent man. The site is in the flood plains of the 
Mississippi River. In 1927, during the great Mississippi floods, the 
then engineer, Herbert Hoover, floated over this site in 27 feet of water 
on his inspection mission. I would not care to have the responsibility 
myself of risking millions of dollars of the Government’s money on 
a plant site in the flood plains and with a quicksand base, when I had 
as an alternative, approximately 30 miles away, the TVA chosen site 
of Fulton, high on a bluff, with solid ground for foundation purposes. 
This site is covered by most average floods on the Mississippi. I have 
a picture here, Mr. Chairman, showing that this site was under water 
in the flood of 1950 and also in 1937 they had their sandbags up at this 
site to try to keep the water away and they were not successful in doing 
it at that time. 

I might say the distinguished Senator Lister Hill was criticized 
some time back when he shoveled a shovel full of dirt at the proposed 
Fulton site for dedicating or breaking ground at a site where Congress 
had not appropriated the money. That was carried in the paper. The 
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only way they will ever break ground at this site is with a bucket; 
they will never be able to do it with a spade. It is possible, of course, 
Mr. Chairman, to build this pli int here or in the middle of the Missis- 
sippi, for that matter, if the Government is willing to foot the bill, 
but it is not good business. 

The Dixon-Yates deal is a proposal fraught with the most serious 
consequences, not only for this administration and for the Govern- 
iment, but for the people of the United States as well. 

There are many reasons why I feel that those of us who have the 
responsibility of government should oppose this deal. For the past 
5 or 6 months the Senate Antimonopoly Subcommittee, of which I am 
a member, has had this deal under inquiry and investigation from the 
viewpoint of monopoly legislation. And that investigation discloses 
on the basis of sworn testimony, which has not been successfully con- 
tradicted, that there are at least four major reasons why this des il must 
be stopped if we are not to surrender the welfare of the people of this 
Nation, and open the floodgates wide to the worst kind of economic 
abuse. 

The issue before us is not merely a public-power issue, although it 
is that, too. It is not merely an issue of corruption, or acquiescence 
in wholesale looting of the public purse, although that element is pres- 
ent. It is not merely an issue of abuse of Presidential power, nor is 
it merely an issue of subverting and ignoring the public policies of 
this country as they have been expressed by the laws of C ongress. It 
is all of these, but in the aggregate it is something more. It represents 
a threat to undermine the economic well-being of this country, to gal- 

vanize and spark a third great merger movement in this country, with 
the active assistance of the Government. It sets a precedent which 
may well undermine the processes and procedures set up to protect 
the Public Treasury more than 100 years ago. 

I should like now briefly to discuss the four major objections to this 
deal, from the viewpoint of monopoly as they have been clearly made 
manifest. by the sworn testimony before the hearings of our Anti- 
wa ge 4 Subcommittee. 

This is an unconscionable deal. No sensible, prudent, reasonable, 
or sane businessman would enter into a contract on these terms if his 
money or own company were involved. I do not see how any Govern- 
ment official, sincerely concerned with the welfare of the Government 
of the United States, could possibly saddle these unfair terms on our 
Government. If ever a contract represented a surrender of the public 
interest for the purpose of enriching private business at the public 
expense, this contract represents just that. 

I have a detailed analysis of the specific terms of this contract set- 
ting forth its outrageous character. However, you gentlemen do not 
have a contract before you, and I shall not refer to my analysis unless 
you wish, but would like to reserve the right to appear before you 
again when you do have a document of some sort. This is on the con- 
tract that has been suggested. I do not know whether that will be 
the final contract or not; but, Mr. Chairman, I would like to have 
permission to discuss the terms of the contract if one is presented here. 
I can either do that or I can, at this time, read the analysis of the con- 
tract which I have, or I can submit a copy of this to the Atomic Energy 
Commission for whatever value it may be to them. 
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Chairman Core. The Chair is not in a positoin to give the Senator 
assurance of a further appearance. That matter will be decided by 
the committee rather than the Chair. 

_ Senator Kerauver. Mr. Chairman, the objection I nae and the rea 

n I think it would be better to submit this later or to ask the com- 
mittee for permission is that the contract is an: lomed be re, or the form 
of contract. I do not know, and apparently nobody knows, whether 
that would be the contract that might finally be worked out. 

Chairman Core. The Chair can assure the Senator that he will 
present this question to the committee or at least endeavor to present 
it, and let the committee reach a determination. I quite agree, if it is 
your view, that the contract is not in existence and nothing pending, 
that it would be rather moot for you to enter into a discussion of it 
now. However, I can assure you that the matter will be laid before 
the committee for its decision. 

Senator Kerauver. If I have something of value in analyzing the 
contract, I am sure the committee would want to get all the informa- 
tion that is possible. In the meantime, I will give the Atomic Energy 
Commission a copy of this for whatever purpose it may serve them. 

Represe n tative Horsrimip. Mr. Chairman, I believe that if action is 
taken by this committee to waive, there would probably be no oppor- 
tunity for the gentleman to prese nt his an: alysis and be cross-examined 
on it. However, if action is taken by this committee which would 
refuse to pass a waiver and would allow this matter to le before the 
Congress, then there would be opportunity for the Senator from 
Tennessee and other witnesses: to appear and testify on what would 
then be a permanent contract, would there not ? 

Chairman Coxe. In the opinion of the Chair, the observation made 
by the gentleman from California would be appropriate at the time 
the question is submitted to the Joint Committee in an effort to reach a 
decision as to whether to hear the Senator further on the signed con- 
tract if one is submitted. 

Representative Hoxtrieip. I believe there has been a general dis- 
cussion, and I believe the Chair has said publicly that if a permanent 
contract is placed before the committee in a changed form from the 
proposed contracts we have had before us, there will be an opportunity 
for additional testimony on the contract; has he not ? 

Chairman Corr. It has been the position of the Chair that the com- 
mittee will want to hear from the Commission representatives and get 
an explanation of the signed contract. How much additional testi- 
mony may be heard is something the Chair is not in a position to give 
assurance to anybody. Itisa question to be settled by the committee 
itself. 

Senator Keravver. If there are no additional hearings, may this be 
part of the record—my analysis of the contract ? 

I am glad to read it here. I am just thinking of the time of the 
committee. 

Representative Hinsuaw. I ask un:inimous consent of the commit- 
tee that in the event no further hearings are held the gentleman’s 
statement be made a part of the record. 

Chairman Cocr. Is there objection ? 

No objection js heard, s9 it is so ordered. 

Senator Krerauver. If there are further hearings, then the com- 
mittee will deec‘de whether it will give me a change to be heard. 
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Let it suffice in general, however, simply to note that this contract 
cloes not represent ‘free enter prise. For the essence of the free-enter- 
prise system is competition, and this contract was accomplished by the 
active stifling of competition. Indeed, the result of the contract will 
be to create a new al larger concentration of economic power to pre- 
vent competition. F urthermore, the basis of the free-e nterprise sys- 
tem is that businessmen with their own money take risks in order to 
make profits. Here, a handpicked crew of beneficiaries who have 
opposed all possible competition are entering into a risk-free, Govern- 
ment-guaranteed and Government-granted monopoly, with the Gov- 
ernment’s own money. 

They are to receive as a gift from the Government an electric plant 
which will cost at least $107 million to build. They will receive a 
long-term contract from the Government to purchase the output of 
this plant which the Government gives them and there is no risk what- 
soever of theirs find themselves without an eager and willing pur- 
chaser of the commodity they will produc e. Not only is there no ris! 
that they will not be able to sell all that they produce, but there is also 
no risk that they will have to sell that product at a fair and reasonable 
price. On the contrary, the Government will take their product off 
their h: nds at prices which, according to the estimation of the Gov- 
ernment’s own agencies, are excessive in amounts ranging from $140 
million to $92 million—you can take your choice, either way. It is a 
staggering amount of excessive costs to be loaded on the taxpayers of 
the United States. 

In the remote possibility of cancellation, there, too, the terms are 
outrageous, amounting to as much as $51 million after the contract has 
run as long as 16 years. 

I cannot recollect a single instance in all the years of my experience 
in public life where any administration has dared to push through 
such a bonanza for a favored, handpicked few. If the Government 
has a large surplus—a condition of which I was not aware—then I 
am sure there must be better ways of wasting public funds. 

However, I would oppose this deal even if the terms of this contract 
did not represent this kind of spoliation of the Public Treasury. For 
the purpose of this contract is bad. And this leads me to my second 
point. 

It is now clear from the testimony before the Antimonopoly Com- 
mittee that the purpose of this deal is to accomplish the destruction of 
TVA and to open the door wide to the future destruction of the public 
power movement in the United States. Gordon Clapp, chairman of 
TVA when this deal was originally proposed, testified before our com- 
mittee that this was exactly the purpose of this deal; that it had been 
negotiated by the Government of which he was integral part at the 
time and the chief power officer. He testified that the effect of this 
deal would be to put the Tennessee Valley Authority and the future 
planning of TVA into the hands of the sworn enemies of ad \. 

The AEC was working on this contract which directed the future of 
the TVA behind the backs of the TVA officials themselves, doing 
things he knew nothing about. 

He testified that this deal would result in a new and giant power 
partnership monopoly to ring the perimeter of TVA and gr: adually 
squeeze it out of existence. He testified that this deal re presented a 
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new concept in the power industry, a new giant holding company com- 
posed of 4 parties—2 Government agencies, the Budget Bureau and 
the AEC, and 2 utility holding companies—to form a new combine to 
destroy another integral part of the Government, the TVA. I think 
this committee should hear Mr. Clapp personally. I recommend that 
you do very strongly. I think you would be impressed by his 
ey: 

The Government of the United States ought not to confer bene- 
tie ial contracts upon people ‘with unclean hands. And the Govern- 
ment should not contract with parties who have flouted the public 
policies of the United States as expressed in its laws, or who have 


perhaps even violated the laws. The alleged violations have been 
sent to the Department of Justice and it has not yet reported whether 
several suggested violations have been actualities. These principles 


have Jong been recognized as both elementary and fundamental not 
only by civilized government in this world, but by private business 
as well. For no businessman will contract with those he cannot trust, 

r those acting contrary to his interests. 

I hold that Middle South Utilities comes to this Government to 
receive an overly generous gift with unclean hands. I have sat for 
weeks in the hearing room of the Senate Judiciary Committee and 
listened to the testimony of witness after witness, and the picture Is 
terrible, clear, and convincing. Mr. J.D. Stietenroth, who for 17 years 
was the principal financial officer of Mississippi Power & Light Co., 

of the 4 component parts of Mr. Dixon’s empire, swore under oath 
before our committee that his operating company was being looted, 
pillaged, and plundered by Mr. Dixon’s holding company. He told 
us, and he spoke with the complete authority of a man who has spent 
the bulk of his life in high corporate office, that Mississippi Power & 
Light kept 2 sets of books, 1 set of which Mr. Dixon never allowed 
him to see, although he was the treasurer of the company. He told 
us—and remember that this was an opponent of public power speak 
ing—how reserve accounts of Mississippi Power & Light were juggled 
and manipulated by Mr. Dixon’s holding company in a manner not 
consistent with sound accounting practices, and ina manner calculated 
to give a false and misleading picture of the corporation’s finances. 
He testified as to the complete domination of the operating company 
by Mr. Dixon’s holding company. He testified as to the excessive 
service charges impos sed upon the operating company to siphon away 
its earnings “by Ebasco, which will build this plant and which made 
such a fiasco of EEI’s Joppa plant. He painted a graphic picture of 
Mr. Dixon’s Mississippi subsidiary, with a set of directors and officers 
who are mere dummies, but who exerted a domineering and ruthless 
influence over local politics at the behest of the New York holding 
company. He gave us a list of twenty-some-odd lawyers of varying 
degrees of influence in the State who were on the payroll of the cor- 
poration and yet performed no legal services. He told us how Mr. 
Dixon, operating through his dummy corporation, exerted great influ- 
ence over the Mississippi press. He told us of two hunting lodges, 
purchased by the corporation and run for the benefit of its officers, 
and carried on its books as “Electric plant in service.” He told us of 
how Mississippi Power & Light, at the behest of Mid-South Utility 
and Ebaseo had juggled their figures in order to try to be unfair to 
the Government. 
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The record is there, gentlemen, in sworn public testimony. It is a 
record of a local operating company, run by dummies, controlled by 
absentee landlords, and levying tribute on the people of a Southern 
State for the benefit of Mr. Dixon and his cohorts at 2 Rector Streei 
in New York. It is a record of dismal] mismanagement and deceitful 
practices, of waste, extravagance, and illegal acts, of contempt for 
the consumer, and defiance of any local authorities. 

A similar pattern as to Arkansas Power & Light emerged from the 
testimony of Mr. Jefferson Speck and Arthur McLean. Lest you 
think that these witnesses were public-power enthusiasts, let me remind 
you that Mr. Speck was the Republican candidate for governor of his 
State, the 1952 preconvention manager of Eisenhower forces in his 
State, and a former engineer of Ebasco Services. Mr. McLean, I 
want to remind you, is a wealthy and conservative Little Rock banker, 
who is, or more likely was, the registrar of preferred stock for Arkansas 
Power & Light. He, too, voiced his opposition to public power, ae 
went to some pains to inform the committee that he hadn’t voted for 
Democratic presidential candidate since Al Smith. Their holhaeees 
agreed as to the excessive rate gouges of Arkansas Power & Light. and 
its malevolent influence in the affairs of Arkansas. Indeed, Mr. Mc- 
Lean called Arkansas Power & Light the “most corrupt thing” in 
the State of Arkansas. And all of these witnesses—all op ponents of 
public power, all conservative men of responsi bili ty in their com- 
munities, all men of competence, information, and judgment as to 
the private utility industry, with knowledge and insight gained from 
their own person: al rel: tionships with that industry—all joined unani 
mously in condemning this Dixon- Yates deal and warning us against 
it. Mr. McLean testified his purpose in testify ing was to save Presi 
dent Eisenhower from a scandal. Mr. Stietenroth swore that he sur- 
rendered his position and life pension as treasurer of Mississippi 
Power & Light because he simply could not stomach the Dixon- Yates 
deal. 

Gentlemen, it ill becomes the Government of the United States to 
deal with these people, to benefit them, and to make them the recipients 
of the Government’s trust, confidence, and moneys. Just as we demand 
high standards of ethics in conduct, trust and responsibility of those 
who are in the service of the Government, we must equally demand 
at least minimal standards of those with whom the Government 
would contract. The United States Government ought not to contract 
with parties who have flouted its public policies and laws, or enter 
into contracts which will result in such frustrations of the will of 
Congress. 

The public policy of this Nation finds its existence in the laws passed 
by Congress. We havea public policy against domination of operating 
utility companies by giant holding companies, against excessive 
service charges being lev vied upon operating electric companies, against 
interference in local political affairs by private utilities or other 
corporations. We have a public policy requiring that the corporate 
records and books of a company = all, at least in a general way, ac 
curately and fairly and honestly reflect the true financial affairs of 
that company. We have a public policy that the directors of a cor- 
poration shall be left free to exercise their own independent discretion 
and judgment. 
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Congress has enacted these policies in the Public Utility Holding 
Comp: iny Act of 1935, the Securities and Exchange Acts of 1933 and 
1935, and in various carpe ite and other laws. And finally, gentle- 
men, we have a public policy agains st the growth of monopoly and 
the suppression of compet ition. These policies have been embodied in 
our antitrust laws. 

It is intolerable to believe that the United States Government. will 
by contract encourage the flaunting of these policies. If the public 
policies and public laws with which we here in Congress are so deeply 
concerned are to have any meaning at all, we cannot accept this 
contract. To do so is simply to encourage denial of public policy and 
resistance to the laws of this Nation. 

Years ago, in the thirties, both Democrats and Republicans in 
(‘ongress joined together to try to prevent superholding companies 
from squeezing the people and the consumers of this Nation. A 
trange thing appare ntly is happening here. New. the Government, 
rather than being against further concentration, seems to be taking 
wn active part in trying to get these holding companies back together 
in a stronger position, doing exactly the opposite, which it prohibited 
back in the 1930’s. 

There is a fourth and additionally compelling reason as to why 
we cannot permit this monstrous contract to be foisted on the people. 
\braham Lincoln once wrote : “We cannot escape history.” If history 
has any use to men, it is to record the mistakes of the past so that 
perhaps they will not be repeated by future generations. If we are 
to learn anything from history, it is that unbridled, unlicensed, and 
unlimited concentrations of economic power, W henever they have been 
permitted to develop, have resulted im catastrophe. This has been 
the experience not only of our country but of other nations as well. 

We are now in the midst of the third great monopoly merger move- 
ment in the history of this country. Twice before the floodgates were 
opened and, with the passive acquiescence of the Government, big 
business was allowed to go off on a binge of wild and unrestrained 
mergers, combines, and monopolies. Each in its own way and in its 
own time led us to the brink of disaster. In the latter part of the 
19th century—the era of the big trusts and robber barons—this coun- 
try saw a mad surge toward the creation of bigger and bigger corpo- 
rations and trusts. That first merger movement ended in the terrible 
depression of the 1890’s and resulted in the passage of the first anti- 
trust law, the Sherman Act. 

The second great merger a took place in the 1920's. Many 
of us in the room can remember it—the dizzy pace in which businesses 
merged and remerged and me vod again into ever greater units. You 
could not pick up a newspaper without reading about a merger of some 
banks, railroads, steel companies, hotels, automobile companies, or 
whatnot. This second merger movement ended in the disastrous 
depression of 1929-383 and resulted in human suffering on a scale 
unparalleled in our history. 

We are now in the midst of the third great merger movement. The 
past 2 years have witnessed a reorganization, combination, and fusion 
of corporations on a scale unparalleled in our past. But this time 
there is one difference. The first two merger movements were made 
possible by the passive acquiescence of the administration in power. 
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This third great merger movement has been encouraged, not by the 
passive acquiescence but by the active support of the present admin- 
istration. We see it here in the Dixon-Yates deal. This deal has 
come to symbolize in the minds of the American people the creation 
of bigger and bigger corporate organizations, and here we have an 
instance of a still bigger monopoly being created, in a field already 
replete with monopolistic abuse, by the affirmative and aggressive 
action of the President of the United States, who, I believe, is still 
misinformed about this matter. 

I am sure it has been pointed out here that this deal will bring 
together two utility holding companies—operating companies- 
Arkansas Power & Light, Mississippi-Louisiana, Public Service of 
New Orleans, Alabama, Georgia. and public power companies. 

Here we have an instance of a still greater monopoly. 

For these reasons, the Dixon-Yates deal should be stopped, and I 
believe that it will be. I have faith, gentlemen, in the people of this 
country, the vitality of their informed judgments, and the integrity 
of their elected officials. I have faith in the future of this country. I 
believe that we can successfully suffer the vicissitudes of nature, and 
that we can successfully resolve the complexities and turmoils of in- 
ternational politics. And I believe that we have better judgment than 
to take steps which encourage the type of concentrated economic 
power which may lead to another total depression, like the last great 
one of 1929. 

The people of the United States have recognized the Dixon- Yates 
deal asa warning signal. It isthe symbol of a new merger movement. 
It is a symbol of a new departure in power policy—a studied, caleu- 
lated design to wreck the yardstick operations of TVA and leave the 
power barons free to go their unregulated way, secure in the knowl- 
edge that there will be no competitive public operations by which 
their own operations can be judged, secure in the knowledge that they 
can get all the traffic will bear. 

If I may interpolate in connection with the President’s letter, he 
seemed to have the idea, mistakenly, that power must be either all 
public or private. There are only 11 or 13 percent of public power. 
There is a place for both. I think there is a place for some agency to 
show the others in the Nation how power can be produced at low price 
and sold and still make a larger profit. That was the President's idea 
about the TVA at one time. I am sorry it is not his idea now, 
apparently. 

This deal, gentlemen, removing as it does the beneficent results of 
public competition, can have its effect. on every home, farm, and small 
business in the land, adding a billion dollars or more to the electric 
bills of the Nation. For the competitive result of TVA does not stop 
with the companies on its borders—it extends out in concentric circles 
affecting the power bills for the benefit of consumers all over this 
Nation. 

I noted today that President Eisenhower in his press conference 
ugain expressed his support for the Dixon-Yates proposal, saying 
that it was the best solution to the problem that had been offered. | 
think that if his officials had better informed him, he would be able 
to recognize that it is the worst. 

By all odds, the best solution would be to let the TVA build its Ful- 
ton steam plant as planned and thus keep control of its own power so 
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that it could continue to fulfill its obligations to Congress of paying 
off the power appropriations advanced. TVA does this, you know, 
over a 40-year period, and in addition, returns 4 percent on the Gov- 
ernment investment. It is ahead of repayment schedules. 

It is manifestly unfair to take TVA out of Government hands and 
still require TVA to meet its requirements because of the advanced 
moneys put on by Congress. Let the TVA issue and sell bonds for the 
building of a steam plant and repay the bonds. It did this when it 
bought out the Commonwealth and Southern properties, some sev- 
enty-odd million dollars, and most of that indebtedness has been 
repaid. 

This solution would place a lighter burden on the Federal budget 
than the Dixon-Yates monopoly solution which the President is 
backing. 

A competing offer to the Dixon- Yates proposal was made by a group 
of financial interests in New York, headed by Walter Von Tresckow. 
This proposal received scant consideration, in remarkable contrast. to 
the open arms, rather than arm’s length, negotiations that took place 
between the AEC and the Dixon-Yates interests. Under the Von 
Tresckow proposal the Government would eventually own the plant 
and by that very feature alone it would result in a savings of millions 
of dollars. 

We went over, in a great deal of detail, the Von Tresckow pro- 
posal and the people he has associated with him. He has good engi- 
neers, good financial backers, technicians, and even the AEC has 
not, and nobody has raised a word against their ability to build this 
steam plant under the proposal they have made and furnish the power 
at least a hundred million dollars less than Dixon and Yates, but 
they weren't given any consideration. The record here shows fully 
we went into what they could do. 

Finally, there is no excuse for not getting competitive bids, despite 
the protestations of General Nichols and Admiral Strauss. At the 
very least, the AEC could have invited Mr. Dixon and Mr. Yates to 
enter into competition with each other, if they are so determined that 
these particular magnates should have the contract. 

Mr. Yates’ Southern Co. has operating utilities on the borders of 
TVA. Mr. Dixon’s Middle South Utilities has operating companies 
on the borders of TVA. At the very least, gentlemen, let’s not let 
them join together to raid the Treasury—let’s make them compete 
with each other and offer this bonanza to the highest bidder. 

Another alternative would be to increase power at the Paducah 
sites itself, by AEC contract, without the involvement of TVA, and 
honestly release the power to TVA which TVA itself is producing 
at Paducah. 

There are many alternatives—all better than the Dixon- Yates deal, 
which is a warning signal in itself, a harbinger of evil things to come, 
and definitely the time to draw a line and say “No.” 

Chairman Corr. Thank you, sir. 

Are there any questions from the left? 

Senator Keravver. I do not know whether it is possible to make a 
picture like this a part of the record. Perhaps the committee might 
like to see the picture taken at that site, or if it can be put in the 
record? It shows that in 1950 it was completely under water. 
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Representative Hotimieip. You bring out a solution where you say 
the best solution would be to let TVA build the Fulton steam plant as 
planned. 

In interrogating one of the witnesses today, the mayor of Memphis, 
Mr. Tobey, I ascertained that the city of Memphis is now receiving a 
peak load of 304,000 kilowatt-hours, mostly from the Johnsonville 
steam plant. Its night load runs around 70,000 kilowatts. Further 
interrogation re vealed the fact that their projected need for 1957 and 
1958 would be an additional 150,000, making a total of 150,000 for 
that area. 

It was also brought out in his testimony that the original plant for 
the Johnsonville steam plant, the authorization of that plant and the 
engineering plans envisaged an additional 4 generators of around 
135,000 capacity each. 

Now, looking at it from the standpoint of the Government’s interest, 
would it not be better to build a couple of those generators that have 
been planned at the Johnsonville steam plant and allow that current 
to be transmitted to Memphis as is now being done and as it could 
be planned for this immediate emergency I am speaking of? In other 
words, we do not have to contract at this time to build a 600,000 
os that is, as far as the immediate needs. I say that in terms 
of 1957 or 1958, a smaller generating capacity plant could be added 
to the witha that exists and energy transmitte .d over existing facilities 
and thereby reduce the commitment of the Government. considerably, 
could it not? 

Senator Krrauver. Congressman Holifield, it is my understanding 
that the transmission lines from New Johnsonville to Memphis are 
getting pretty close to their peak load. Building additional units at 
New Johnsonville, I think, will necessitate additional transmission 
lines. But I agree thoroughly with you that is another alternative. 

Representative Hoxirrmerp. That is an alternative, and without 
knowing the cost of other transmission lines to transmit that addi- 
tional power, assuming that it would be necessary, is it not true that 
a small generating plant could be built beginning on the Fulton steam 
plant plan to take care of this immediate projected need for 1957 or 
1958 in the case the Congress does not want to go to the extent of a 
hundred million dollar commitment in the budget at this time? It 
could be possible to build that plant at the Fulton site without the 
building of a long transmission line? 

Senator Keravver. I think that is a possibility. That would be a 
very good solution of the immediate emergency. I am sure building 
other units at New Johnsonville, even if another transmission line 
had to be fully built, a transmission line would not be anything com- 
pared to the excess cost this thing is going to entail. 

Representative Ho.irieip. Judging from the miles involved 

Senator Kerauver. It is about 110 miles or 20 miles. 

Representative Hoxirieip. I believe the West Memphis site is about 
40 miles. 

Senator Kerauver. Yes. Of course, the West Memphis site has 
the very expensive business of a suspension cable across the 
Mississippi. 

Representative Hoxirrerp. Is that planned to be an overhead 
suspension ? 













































564 UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO. 


Senator Keravuver. Yes. 

Representative Hoxirrerp. Of the Misssissippi ¢ 

Senator Kerauver. I think the estimated cost of that was about $9 
million. I think we should face the fact that about 500,000 kilowatts 
is needed in 1956, or probably more than that, according to Mr. Clapp’s 
testimony. An additional amount is needed in 1957. A smaller start 
at Fulton or New Johnsonville would meet the immediate emergency. 

Representative Hoxitrretp. Then you suggest also that there is an- 
other alternative which exists in granting ‘the TVA the right to buy 
the bonds or to issue bonds which, I assume, would be liquidated out 
of the rates, the same as the $70 million of bonds that were used for 
the original purchase of the old Commonwealth properties ¢ 

Senator Kerauver. Yes. If the Government does not want to ap- 
propriate money and just simply authorize TVA to issue bonds as it 
did when it purchased the Commonwealth and Southern property and 
paid them back, that would take care of this situation. Those bonds 
carried 2.8 percent interest, or maybe only 2 percent. I believe they 
have been fully liquidated. There was no trouble in financing them. 

Representative Hoxirrevp. If that type of bond was issued, it 
would be just as attractive as a Government bond with the guaranty 
of the Government behind it. 

Senator Keravver. I think it would sell just the same as a Govern- 
ment bond. I think even a revenue bond, if something of that sort 
could be done, would sell all right, too. 

Representative Houirirenp. At least they could be quoted for as 
little as 3144 percent, which will be the Government’s obligation in- 
cluded in the rate structure on the 95 percent bonds of the Dixon- Yates 
contract. 

Senator Kerauver. I am sure I have heard some discussion among 
financial people that it will be floated at 2 or just a fraction above 
2 percent. 

Representat ive Hoxtrietp. So if the President is not aware of these 
alternate solutions, and he indicates that he is not aware of them by his 
press statements, then it is because those around him who are advising 
with him failed to bring it to his attention; is it not? 

Senator Krerauver. That is certainly true. I am satisfied that is 
what has happened because the President said he relied upon Mr. 
Hughes’ memorandum. Mr. Clapp took that memorandum and 
showed where it reached the wrong conclusions, where it was not fac- 
tual and came to the conclusion that the President had simply not 
gotten the facts about it because that memorandum did not give the 
facts. 

Representative Hottrretp. I quote from a news ticker of today, EG 
1105A, November 10: 

Mr. Eisenhower told reporters his advisers have told him that the Dixon- 
Yates proposal was the best contract offered to meet a future power shortage. 

Senator Gorr. Will the Congressman yield ? 

Representative Hoxirrenp. He said he was also advised the Gov- 
ernment and all concerned were fully protected in the matter. 

I will be glad to yield. 

Senator Gore. I want to observe in that connection I have excused 
the President on the basis of bad advice. So,so long as I am concerned, 
the gift tax on the Dixon- Yates deal now has P resident Eisenhower's 
name on it. 
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Representative Hotirietp. If the President is going to change the 
policy set up by the statute by Executive directive, he must take the 
responsibility of that. I, too, am getting a little tired of saying the 
President has been misadvised and misinformed. He is the President 
of the United States, and if he is being misadvised and misinformed, he 
had better get rid of some of his misatlvisers and misinformers. 

Senator Kerauver. On page 1310 of the testimony before the Anti- 
monopoly Committee, Mr. Davis asked Mr. Clapp: 

On the basis of this exposure of this memorandum, is it fair to say that the 
President was not really fully or accurately informed as to the Dixon-Yates 
proposal? Is that correct, sir? 

Ciapp. Certainly if this memorandum was the full extent of his knowledge, 
it was a very simple basis on which to have to make a judgment. 

Davis. That would be true on the basis of your testimony, is it correet to 
say, both because of mistakes in arithmetic, inaccuracy, errors in statement, and 
failure of full disclosures of all the facts. Is that correct, sir? 

Ciapp. I think so, yes. 

Then he goes on to point out how the memorandum didn’t tell the 
truth about it. -I don’t know. It seems to me they ought to try to get 
the facts down there. 

Representative Hottrmnpp. I, too, was amazed at General Vogel’s 
presentation on one sheet of paper on this immense and complicated 
subject. After looking at the letter from Mr. Curtis and Mr. Paley, 
I believe his name—is that the name of the other director? 

Senator Krerauver. Dr. Paty. 

Representative Ho.rrrerp. How do you spell it / 

Senator Kerauver. P-a-t-y. 

Representative Houtrreip. Which I have been informed was given 
to him at the time, on November 3, and which he must have had in 
his possession at the time he gave testimony in advance to Congress 
man Price’s question and I won’t comment on this testimony, but to 
say if he did have that memorandum from the other two members of 
the TVA Board in his pocket, then his answers to this committee 
were not frank and candid. They were evasive and deceptive. A 
study of Mr. Curtis’ letter and Mr. Paty’s concurrence in that letter, 
with the questions and answers of Congressman Price to General 
Vogel will establish the validity of my charge. 

Senator Krravuver. I think that may be correct. I did not get to 
hear all of General Vogel’s testimony. I read his statement. He 
was just laboring to try to put the best forward if he could, and hav- 
ing great difficulty with it. 

Representative Hotirrerp. I think there ought to be a reappearance 
before this committee. If there are further hearings, I intend to ask 
for it. If the chairman wants me to, I will put into the record 
exactly what I referred to. 

Chairman Core. I didn’t raise any question about what the gentle- 
man is saying. 

Representative Horrrretp. I would like to take the matter up more 
fully with General Vogel when he appears before the committee in 
the future and I am sure he will. 

That is all of my questions except one which might be considered 
facetious but we have had a long, hard day and maybe it would be 
pardoned. I just wondered if the request by the Dixon-Yates people 
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for special sinking fund arrangement on their amortization was based 
on the fact that they are going to build on quicksand 

Senator Keravver. They had better get some special request be- 
cause we have a witness ready to testify before our committee. 

Representative Hoxirterp. I ask the question after looking at this 
picture of the site being inundated by the floodwaters of the Mis- 
sissippi in 1950. 

Senator Kerauver. We will have testimony before our committee 
they have gone down 157 feet and still hit quicksand at this site. So 
there is no solid ground 157 feet under this site. 

Representative Hoxtrretp. Does that mean they will have to sink 
foundations that deep ? 

Senator Krrauver. They will have to sink foundations at least 157 
feet or farther. 

Representative Hortrretp. What does the engineers’ report on the 
Fulton site show ? 

Senator Kerauver. It is on a high bluff where they won’t have to 
go down at all. Incidentally, if the Corps of Engineers were called 
in—I think maybe they have already submitted reports—but I know 
from talking with some of them they would condemn this site as 
absolutely unsuitable for the building of a steam plant. The Mem- 
phis Corps of Engineers would report that there is no solid earth 
under this site; that it is under water every flood. 

Representative Horirrenp. Who is W. F. Howse ? 

Senator Kerauver. He is the former eastern division manager of 
the Arkansas Power & Light Co. 

Representative Horirretp. He formerly worked for Ebasco or for 
Dixon- Yates ? 

Senator Keravver. He formerly worked for the Arkansas Power & 
Light Co. which is a Dixon- Yates subsidiary. 

Representative Horrrrevp. I see in this newspaper clipping, which, 
I believe, comes from the November 1 Tennessean, that he testified the 
site chosen by Ebasco was just about the worst that could be picked 
unless somebody else was paying all the bills and all the later damages, 
and the builders can make a guaranteed profit anyway. 

Senator Keravuver. That is a former official of the Arkansas Power 
& Light Co., and he will collaborate the testimony that there is no 
solid foundation. They have gone down 157 feet and still hit quick 
sand. 

Representative Hotrrrerp. Would you say if the Atomic Energy 
Commission signs this contract without proper knowledge of the peri- 
lous construction and facilities there and without a performance bond 
on the part of the Dixon-Yates people, that they would not be properly 
protecting the interests of the Government ? 

Senator Keravuver. I would certainly say they would not be pro- 
tecting the interests of the Government. No businessman would go in 

deal like this without some bonds and protection. That is very 
obvious. Of course, no businessman would build a site which is below 
the river every time they have a flood, which has no foundation, 
where you have to build a line across the Mississippi to get the 
power from. 

Here is another picture. 

Representative Hotirrerp. Before we look at any more of these 
pictures, I want to be sure. Testimony has been given here by the 
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Senator from Tennessee. I want to be sure there have been borings 
that have gone as deep as 157 and yet no solid-rock foundation has 
been found in this area. 

Senator Krerauver. I have been so informed. I cannot say that 
from my own knowledge, but do know a reliable witness has testified 
before or said he would testify before our committee, under oath, and 
that would be his testimony. He knows, or is in a position to know. 

Representative Hoxirietp. This is a subject that ought to be thor- 
oughly examined, because if they have gone 157 feet in their borings 
they may have to go many more feet. We have an unknown quantity 
there as to how deep they will have to go, and we have already had 
testimony they are going to put the generators 35 feet in the air. 
You would have to add that to the subterranean foundation structure. 
You would have quite an edifice there, 1 would say, if we have to go 
below 157 feet. 

Senator Keravver. They would be building an edifice on stilts. 
Of course, it is possible to build it out in the middle of the river or 
out in the Continental Shelf, but it is not very economical. 

Representative Horirrevp. That is all. Thank you. 

Senator Kerauver. This picture of just the other day shows one 
man who had to have boots to get around in the other day. There 
wasn’t any flood, but you can see the water is right back of him. 
Mr. Dixon had his boots on to inspect the site the other day. You 
can see the water of the Mississippi River back of him, which is as 
high as the ground he is standing on. 

Chairman Corr. Thank you, Senator. 

The Chair submits for the record a memorandum submitted to the 
chairman by Mr. Murray, one of the Atomic Energy Commissioners, 
in response to a request made at the hearing last Saturday by Mr. 
Holifield. 

(The document referred to follows :) 

UNITED STates ATOMIC ENERGY COMMISSION, 
Washington, November 9, 1954. 
Hon. W. STERLING COLE, 


C hairman, Joint Committee on Atomic Energy, 
Congress of the United States. 

DEAR Mr. Cote: In accordance with the request of Mr. Norris, I am forward- 
ing herewith a copy of my memorandum containing the 17 items mentioned in 
my testimony of last Saturday in regard to the proposed contract with Missis- 
sippi Valley Generating Co. 

Sincerely yours, 
THomas E, Murray, Commissioner. 


MEMORANDUM RE Proposed CONTRACT WITH THE MISSISSIPPI VALLEY GENERATING 
Co., SEPTEMBER 29, 1954 


The following items discussed herein are matters which I think should be 
resolved before the Commission approves the execution of a contract between 
the Mississippi Valley Generating Co. and the AEC for the supply of power to 
TVA in replacement of power supplied by TVA to AKC. 

Item 1—Sections 4.02 and 4.03: Adjustment of the base capacity charge, changes 
in the costs of facilitie 8, periodic adjustments 

Prior discussion of the “capital cost provision principle” appears to have 
established the point that “the company and AEC would split the adjustment in 
annual expenses attributable to capital, arising out of any increases or decreases 
in the cost of facilities from a target estimate.” 

Accordingly, it will be noted that section 4.02 provides that for each $1 million 
increase or decrease in the cost of the facilities, 50 percent of the associated 
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annual cost of capital variation shall be added to or subtracted from the base 
capacity charge. There is no lower limit, but an upper limit is established. 
However, it is apparently intended that the remaining 50 percent of the annual 
saving shall inure to the benefit of the company, and on a net basis; that is, after 
applicable Federal income taxes. At any tax rate greater than 50 percent, an 
actual increase in cost will result to the AEC for any capital cost less than the 
turget estimate. Even if the tax rate is lower than 50 percent, there would still 
be a reduction of the saving under 4.02. 

This conclusion derives from examination of the tax-adjustment formula set 
forth in section 4.083, paragraph (2). For example, if the cost of the facilities 
is $2 million less than the target figure, then AEC under section 4.02 presumably 
would save $28,025 for each $1 million, or $56,050. However, when you com- 
pute the Federal income tax in such a case pursuant to the formula in section 
1.03 assuming a composite tax rate of 52 percent (the rate used in the tax 
component in the base capacity charge) you find that the AEC must pay a 
Federal income tax of $60,720 more than if there had been no saving in the cost 
of the facilities. 

In other words, in case of a $2 million saving in the cost of the facilities AEC’s 
saving of $56,050 under section 4.02 is more than offset by the $60,720 additional 
Federal income tax paid under section 4.03. 

It seems to me that some way should be worked out to prevent AEC from 
losing its saving under section 4.02. 

Item 2—Section 4.03: Periodic adjustments 

An adjustment formula designed to recover to the company the Federal income 
tax associated with any specific increase in net income has every appearance of 
direct reimbursement. Is this not a violation of the Gore amendment? I request 
that the opinion of the Attorney General be obtained on this point. 


Item 8—Sections 7.02 and 7.03: Termination, contract capacity after termination 

The period within which the company is to absorb the contract capacity after 
notice of termination of this contract could possibly be as long as 9 years. It 
seems to me that the Commission should consider a shorter period, perhaps 5 
years. 


Item 4—Section 7.04: Credit to AEC after termination upon relinquishment by 
AEC of capacity 

This section provides for a credit to AEC of $500,000 for each third of con 
tract capacity in computing the capacity charge payable by the AEC. I assume 
this is $500,000 per year. I would, therefore, suggest the insertion of the words 
“a year” after “credit of $500,000” in line 5. 
Item 5—Section 8.15: Regulatory approvals and indebtedness 

I think the Commissioners should see the opinion of its counsel referred to in 
subdivision 3 of this section before approving the contract. 

Also, I feel the Commissioners should all see the opinion of the Comptroller 
General referred to in subdivision 4 of this contract. 

Furthermore, I feel there should be obtained the legal opinion of the FPC. 
Item 6—Section 4.03: Periodic adjustments, paragraph 2 

This section provides that until determination of the cost of the facilities 
such cost shall be estimated as nearly as practicable by the company and con- 
curred in by AEC. Does this mean the AEC has no discretion? It seems to me 
that the estimate of the company should be subject to approval by the AEC. 


Item 7—Sections 4.10, 7.02, 7.03, 7.07 (par. 3): Termination or cancellation ad- 
justments, etc. 

These sections provide, among other things, that upon termination of this 
contract in whale or part as provided therein the capacity charge to AEC is 
reduced proportionately. Is there any provision in the intercompany agree- 
ments which provide for the absorption of that part of the capacity charge no 
longer payable hy AEC? It seems that such a provision is needed to protect the 
interests of AEC, 


Item 8—Section 2.02: Interconnections with sponsoring companies 


This section provides that the company can make available from the facilities 
to the subsidiaries of the sponsoring companies power not needed by the AEO. 
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Under this section energy so supplied to the subsidiaries is charged to them 
only at not less than the incremental cost thereof. It seems to me that this 
should more properly be covered by a provision that power would not be sold 
to the subsidiary companies at less than the contract rate without approval of 
AEC. 


Item 9—NSection 2.02: Interconnection with sponsoring companies 


I think the Commission should see the intercompany contracts referred to 
herein before the AEC-MVGC contract is executed. Also, I recommend that the 
AEC counsel submit with such intercompany agreements an opinion as to their 
validity and firmness for supplying the backup power. 


> 


Item 10—Section 8.23: Arbitration section 

This section is limited to certain sections. There are other sections which 
in their wording might give rise to the need for arbitration. The arbitration 
procedure laid down in this section is very lengthy and cumbersome. I also 
note that it is possible that 11 months could elapse after a dispute arises even 
before the third arbitrator is finally appointed. The criteria with which the 
decision of the arbitrator must comply seem to be unrealistic. For example, the 
arbitrators’ decision must be desirable in the interests of both the company and 
AEC; also, it must not be prejudicial to the interests of the holders of the out- 
standing indebtedness of the company. 

I think there should be an arbitration clause in this contract. It should be 
a simple one which in effect would state that if any disagreements arise between 
the parties as to the interpretation or application of the provisions of this con- 
tract or if the parties fail to agree on any matter which is left herein to their 
mutual agreement, the matter should be submitted to arbitration by a Federal 
judge or by an arbitrator app»inted by a Federal judge and that the decision of 
the arbitrator shall be final and binding. 


Item 11—WSection 4.06: Adjustment for cost of labor and other operating and 
maintenance expenses 
In the OVEC and EEI contracts adjustments for variations in the cost of labor 
are included in the capacity charge. Why was not the same procedure followed 
in this contract? 
Item 12—Section 801: Service to be supplied by company and taken by AEC 
The obligation of the company should be to supply the contract capacity at 
all times other than occasions excluded by the force majoure clause in this 
contract. I would like an explanation of the reasons why the AEC should be 
obliged to accept a provision not to require any generating unit to be operated 
at less than 35 percent of its net capability. 


Item 13 

This contract does not cover a possible outage in the TVA system between 
Memphis and Paducah. Has consideration been given to the possibility of a 
direct line between Memphis and Paducah to cover such an outage? 


Item 14—AEC agreement with TVA 

I think the Commissioners should see the agreement made by TVA with AEC 
re primary and secondary delivery points, characteristics of supply at delivery 
points, measuring instruments, load factors, delivery arrangements, etc., before 
the MVGC contract is executed because such agreement might well affect the 
primary MVGC contract. 


Item 15 

I think the Commission should have a detailed presentation of the suegestion 
made last week by General Vogel, of TVA, to General Nichols that MVGC pro- 
vide 450,000 kilowatts and the remaining 150,000 kilowatts be supplied by EEI 
or TVA. 
Item 16 

It seems to me that the MVGC contracts relating to design, engineering, and 
construction should be submitted for AEC approval before they are executed. 
My reason for making this request is AEC’s recent sad experience with EEI. 

(This item No. 17 was added in a subsequent memo:) 
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Item 17—Section 4.11: Replacement reserve 


The method of payment by AEC to the company for replacements seems to 
provide for direct reimbursement of Federal income taxes. 
method violates the Gore amendment. 
General be obtained on this point. 


If this is so, this 
I request that the opinion of the Attorney 


Chairman Corr. We will recess, subject to call of the Chair. 
(Whereupon, at 6:30 p. m., Wednesday, November 10, 1954, the 
hearing was recessed, subject to the call of the Chair.) 
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EXERCISE OF STATUTORY REQUIREMENTS OF SECTION 
164, ATOMIC ENERGY ACT OF 1954 


UTILITY CONTRACT BETWEEN ATOMIC ENERGY COMMIS- 
SION AND MISSISSIPPI VALLEY GENERATING CO. 


THURSDAY, NOVEMBER 11, 1954 


CoNGREsS OF THE UNITED STATES, 
Joinr CoMMITTEE ON A'Tromic ENerRey, 
Washington, D.C. 

The Joint Committee .aet at 2:30 p. m., pursuant to call of the 
Chair, in the old Supreme Court chamber of the Capitol, Hon. W. 
Sterling Cole (chairman of the joint committee) presiding. 

Present: Representative Cole, Senator Hickenlooper, Senator 
Bricker, Senator Anderson, Senator Pastore, and Senator Gore; 
and Representative Hinshaw, Representative Van Zandt, Representa- 
tive Durham, Representative Holifield, and Representative Price. 

Present also: Corbin C. Allardice, executive director of the Joint 
Committee on Atomic Energy. ° 

Chairman Cote. The committee will be in order. 

The Joint Committee has just concluded an executive meeting in the 
committee rooms, at which time the chairman reported to the com- 
mittee that he had received from the Chairman of the Atomic Energy 
Commission a letter dated November 11, which I will hand to the 
reporter and ask that it be placed in the record as though it had been 
read, but I will not take the time in reading the entire letter. 

(The letter referred to follows :) 

UNITED STATES ATOMIC ENERGY COMMISSION, 
Washington 25, D. C., November 11, 1954. 
Hon. W. STERLING COLE, 
Chairman, Joint Committee on Atomic Energy, 
Congress of the United States. 

Dear Mr. Cole: In response to your request at the opening of the hearings 
after recess at 2 p. m., November 6, 1954, we are transmitting to you herewith 
for filing with the Joint. Committee on Atomic Energy, pursuant to section 164 
of the Atomic Energy Act of 1954, contract No. AT-—(49-1)-814, dated November 
11, 1954, together with supplement No. 1 thereto of the same date, which have 
been entered into today by and between the Mississippi Valley Generating Co. 
and the United States of America acting by and through the Atomic Energy 
Commission, together with the following related documents: 

1. Letter dated November 11, 1954, from Mississippi Valley Generating Co 
to the Atomic Energy Commission, confirmed by the letter, regarding execution 
and delivery of the power contract. 

2. Letter dated November 11, 1954, from the Mississippi Valley Generating 
Co. to the Atomic Energy Commission outlining the reasons for the above 
letter. 
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3. Interpretative memorandum re power contract dated November 11, 1954. 
4. Letter contract No. AT-—(49-1)-815, dated November 11, 1954, between 

the Atomic Energy Commission and the Middle South Utilities, Inc. and the 

Southern Co. with reference to certain interim power in the amount of 100,000 

kilowatts. 

5. A copy of the opinion of the General Counsel of the Atomic Energy Com- 
mission required under section 8.15 (3) of the contract. 

Sincerely yours, 
CHAIRMAN, 

(The material referred to in the letter above will be found in 
appendix E, p. 979.) 

Chairman Coir. The substance of the letter is that the Commis- 
sion, pursuant to section 164 of the Atomic Energy Act, has trans- 
mitted with the letter signed contract and certain other pertinent 
data pertaining to the so-called Dixon- Yates matter. 

At that meeting of the Joint Committee, the committee determined 
to resume the open hearings on this matter by continuing the presen- 
tation of the Commission’s interpretation of the contract, the supple- 
mental contract, and the memorandum of understanding, and that the 
hearings would continue until the presentation by the Commission’s 
witnesses had been completed. 

Upon completion of that testimony, the committee then will hear 
the Acting Comptroller General, or some other representative of the 
General Accounting Office. 

If Admiral Strauss, the Chairman of the Commission, and General 
Nichols are in the room, we will resume. 

Will you resume the witness stand ? 

And we will remind them of the fact that their testimony is still 
under oath, and they may proceed with any further information and 
presentation they may wish. 

Senator ANveRson. It is with the understanding that after we have 
had this preliminary statement and explanation of the additions to 
the contract that they will then be subject to cross-examination to- 
morrow morning after we have had a chance to study it. 

Chairman Coxe. It is definitely the understanding that these gen- 
tlemen will be on the witness stand continuously so long as the com- 
mittee is willing or a quorum of the committee is willing to sit and 
listen to them and the interrogation and cross-examination, direct 
examination has been exhausted. That is whether it is today or a 
week from today, we will sit with you continuously or vice versa until 
our discussions are completed. 

Admiral Strauss, are you first? 


TESTIMONY OF LEWIS L. STRAUSS, CHAIRMAN OF THE UNITED 
STATES ATOMIC ENERGY COMMISSION; K. D. NICHOLS, GENERAL 
MANAGER OF THE ATOMIC ENERGY COMMISSION; WILLIAM 
MITCHELL, GENERAL COUNSEL OF THE ATOMIC ENERGY COM- 
MISSION AND R. W. COOK, DEPUTY GENERAL MANAGER, ATOMIC 
ENERGY COMMISSION—Resumed 


Mr. Strauss. Mr. Chairman, in addition to the letter of transmittal, 
which I understand you have read into the record, does that include 
the introduction of all of the documents which were forwarded at 
the same time, or shall I offer them here? 

Chairman Corr. I did not hear you. I am sorry. 
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Mr. Srravss. Mr. Chairman, you opened this session of the hear- 
ings by referring to a letter whic ‘h I had written to you this morning, 
advising your committee of the action, unanimous action of the 
Atomic Energy Commission this morning and the signature of the 
contract which had followed that action. 

Chairman Core. If you will pardon an interruption ? 

I am not aware of the fact that the letter indicated that the action 
by the Commission was unanimous. Since you have brought that 
in, I suggest that you amplify that by telling the committee, if it 
is within your province as Chairman and within the rules of the 
Commission to tell the committee the facts and circumstances under 
which you say that the action by the Commission was unanimous. 

Mr. Strauss. I am glad to, Mr. Chairman. 

There was a Commission meeting yesterday, attended by a quorum 
of the Commission, three members. 

Senator ANDERSON. Would you name them, please ? 

Mr. Srravss. Yes; I will, Senator. Comprising, besides myself, 
Commissioners Murray and Campbell. 

At that meeting action was taken authorizing the General Manager 
to conclude a negotiation with the utility companies based upon cer- 
tain modifications of the contract and the documents associated there- 
with. That negotiation was concluded, and the Commission met. 
again this morning and took note of the fact, and the contract was 
signed and transmitted to you this morning. 

The only absent Commissioner, Commissioner Libby, would, had he 
been present, have made a vote of four for. He left instructions to 
me to that effect. But there were three affirmative votes and no 
abstentions and no negative vote on yesterday. 

Senator Hicken Looper. May I just ask, Mr. Chairman? 

You say that Commissioner Libby has soe that he is in agree- 
ment with this? 

Mr. Srrauss. He signified his acquiescence and asked if necessary I 
would vote his proxy. We have not done that because we have not 
done so in the past. 

Chairman Corr. For the purpose of the record and public informa- 
tion, would you tell us the reason why there is no expression from the 
fifth Commissioner ? 

Mr. Srravuss. There is no fifth Commissioner, Mr. Chairman. 

The President has indicated his intention of appointing Dr. John 
Von Neumann to the Commission, but Dr. Von Neumann has not taken 
office. 

Chairman Corr. But the appointment has been made? 

Mr. Srravuss. No, I believe that his name has been sent to the Sen 
ate, but I am not sure of that. 

Chairman Corr. But my point is that the President has appointed 
Dr. Von Neumann: however, he is not qualified as a Commissioner ? 

Mr. Srravss. Not having taken the oath of office, he is not qualified 
to serve or vote. 

Chairman Core. All right. 

Will you proceed ? 

Mr. Srravss. I think, Mr. Chairman, that is the totality of the state- 
ment that I would make at this point, unless you wish to have these 
several modifications described in which event I will ask the General 
Manager to carry on. 

































Chairman Core. Since the committee is somewhat familiar with the 
basic contract, it would seem advisable that we first give consideration 
to the modifications. 

Mr. Strauss. With your permission then, Mr. Nichols will do so. 

Chairman Coir. Proceed, General Nichols. 

Mr. Nicuoxs. I believe you have copies in front of you, Mr, Chair- 
man and gentlemen. 

The first document I would like to explain is the one labeled “Sup- 
plemental Agreement,” contract No. AT—(49-1)-814. I would like to 
explain very briefly the intent. This is a part of the contract, the 
supplemental agreement, and I would like to explain the intent of the 
various articles that have been added here, either as additions to the 
contract, or modifications to the contract. 

First, section 4.15—Limitation on Earnings: We have put in this 
section an overall limitation on earnings that can be earned by the 
company under this contract. First, it should be pointed out that, as 
we have stated in the past, there are no limitations on possible losses to 
the company under this contract, and that is so stated in this section. 

The limit of income, the net income, during the life of the contract, 
that can be derived from operations under the contract, are stated such 
that they shall not exceed $600,000 per annum. This would eliminate 
any doubt in the minds of the committee or in the minds of anyone 
administering the contract that it is impossible for the contractor to 
reap a windfall due to a low estimate on either construction or on the 
estimated cost of operation. 

This particular amount corresponds to the $495,000 expected income 
if all estimates are met. So this allows a slight margin over and above 
that as an incentive to the company to try to give a better performance 
which would result in many more savings to the Government. But this 
should eliminate the question that has arisen concerning the contract ; 
and in the Comptroller General’s letter which stated if the cost of 
construction was as low as $14 million below the estimate, that you 
would have a net income on equity of some 16 percent. 

This overall provision would avoid any such possibility, and we feel 
it is reasonable from the standpoint of the Government and, in fact, 
it is very advantageous from the standpoint of the Government that 
this would mean that the maximum income that they possibly could 
derive from their investment, in other words, return on equity, would, 
in every case, be less than 11 percent. 

In view of the testimony given earlier, that Federal Power Com- 
mission figures show that utilities earn in the vicinity of 9 and 10 
percent, this is considered a reasonable figure as an overall ceiling. 

The company accepted this particular provision. 

The next provision is a modification of section 7.08. The purpose 
here is to improve our position insofar as the ultimate use of the plant 
is concerned. In explaining the contract, I indicated that we had a 
firm contract for 25 years, and then we had 2 of the 5- year periods that 
we could extend the contract. 

During the first 5-year period, we continue on the amortization of 
the plant. In other words, at the end of 25 years, there is still some 
25 percent of the plant that has not been amortized. So the first 5- 
year period would carry on essentially under the same rates and the 
same rate basis as the first 25 years. 
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Then there was a second 5-year period in which we had the first call 
on the power, if we desired it, but it was recognized in arriving at an 
agreement in regard to the rates for the sec ond 5 years, that amortiza- 
tion would drop out, and the plant would have been paid for. 

That particular provision has been criticized on the premise that a 
plant might last longer than the total here of 35 years; in other words, 
there would still be some good in the plant that the company might 
obtain an advantage. 

So in order to eliminate any doubt about the age of the plant, the 
company consented to our request to extend that second year period to 
15 years, or any part thereof, so that we now have first call on the 
plant for power if the Government so desires for a total of 45 years 
and I think it is generally accepted that the economic life of such a 
powerplant w ould be in the neighborhood of 35 to 40. 

And so I feel we have reasonable margin here to insure that the 
Government is adequately protected and that the company does not 
inherit a plant at the end of 30 years, as previously indicated, but that 
we have an additional 10-year right to the power from the plant, if we 
so desire. 

The next provision on page 3 of the supplement is a most important 
one. Section 7.09 is involved. This is a complete new section, and 
it is labeled ~Recapture.” ” Under the terms of this provision, at any 
time within 3 years after the effective date of this contract, the AEC 
has the option to purchase the facilities, including all of the property 
that is contracted for, or acquired. That would include the land. 
That is by giving the company 30 days’ written notice of our inten- 
tion to exercise this option. 

If we recapture the plant, of course, we can do with it whatever we 
desire, and turn it over to any other agency, or if it is at an early stage, 
you might use the equipment, or whatever the Government desires to 
do with it, or continue to build it, and operate it in any way the Gov- 
ernment desires. 

The reason for this particular provision, I think you can say, is in 
the light of the recent election. In other words, the question has been 
raised, has the succeeding Congresses to this one, do they have a right 
to exercise a judgment if we sign this contract. This is in the way of 
protecting that right of the next Congress and, in fact, not only the 
84th Congress, but the 85th Congress. 

In other words, this right extends for 3 years. And if the right 
is exercised, the Government pays the costs, ‘whatever they may have 
been, up to that time and owns the materials acquired and also would 
assume all of the obligations, in other words, whatever bonds had been 
issued and debt security. 

Senator Anperson. What is the Arkansas Power & Light section in 
this one? 

Mr. Nicnors. The Arkansas Power & Light section is because under 
the terms of the contract there is a little over $1 million that provides 
for increasing the transmission system in the Arkansas Power & Light 
system, in order to give the Government the necessary back-up that 
they need. 

As you will recall, Senator Anderson, that under the terms of our 
contract, if one generator is down, the subsidiary companies will sup- 
ply power so that we have a firm power supply. 
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Senator Anperson. I notice this provides 

Mr. Nicuots. And also before the contract is effective, or not effec- 
tive, but before the plant is constructed if there is a delay where they 
are supplying this 100,000 kilowatts that we have talked about prior 
to completion. 

These additions are necessary to provide the necessary transmission 
system, and so they have to be handled differently from the normal 
course, because you would not expect the Government to go in and 
physically take over such a power line, although we do have ‘the 1 ight, 
of course, to salvage it and restore the facilities to their original con- 
dition. 

Senator Anperson. Does this mean that in case the Government 
does decide to recapture, and $1 million has been spent building the 
necessary connections to tie to Arkansas Power & Light, that Arkansas 
Power & Light would not supply back-up power to the Government 
and you would have to restore these facilities to the original condi- 
tion? Is that not what clause C says? 

Chairman Cots. If you wish, General Nichols, you may have Mr. 
Cook respond directly. 

Mr. Nicuars. You might respond to that. 

Chairman Coir. He has been sworn. 

Mr. Coox. Yes. 

The only time that $1 million would be involved would be in the 
event cancellation was made after completion of the modifications and 
strengthening of the transmission system involved. At that time in 
making a settlement for cost you would determine the then value of 
that line tothe company. If cancellation were made prior to comple- 
tion and there were no provisions between whoever took over the plant 
and the company, that required this type of service, it may at that 
time then be desirable to change them back to the voltage that now 
exists. | 

Senator Anperson. I did not worry about the cancellation provi- 
sion; as I read it, this is a recapture provision. 

Now, do I understand that Arkansas Power & Light is perfectly 
willing to supply current, back-up power to Dixon- Yates, but in case 
the Government recaptures the property and it becomes a Government 
property, it would not be willing to supply back-up power to the Fed- 
eral Government ? 

Mr. Cook. That is not covered in the contract, sir; that would have 
to be in negotiation between the parties at that time. 

Senator Anperson. Does it not specify here in clause C that. the 
Government will supply the cost, including any reconverting of the 
facilities, to their original condition? Does that not mean that they 
are not going to supply back-up power ? 

Mr. Coox. No, sir. 

The present line is a 115.000-volt line, and it does not have the capac- 
ity to supply the energy that is required under the back-un terms to 
this contract. They will have to increase the capacity and the voltage 
of the line and change the switch gear and some of the transformers. 
If termination took place before 

Senator Anperson. Recapture. not termination, Mr. Cook. Is there 
not a difference between cancellation and recapture ? 

Mr. Cook. I made an error, sir. 
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Senator Anprerson. I thought so. 

Mr. Cook. If recapture took place in the early period, prior to very 
much work being done on the line, it would probably be more eco- 
nomical to change or take that work that had been done and reconvert 
back to the original system as it then existed. 

Senator Anperson. Do you believe that the Government would not 
need the backup power? If the Government recaptured and if the 
Government went ahead and built this plant itself, it would not need 
the backup power. If it does not need it, why then do we have to pay 
the $1 million to Dixon-Yates? If this backup power is not needed 
when the Government takes the plant over, why is it needed for Dixon- 
Yates? 

Mr. Nicuots. Senator, if the plant is recaptured, the intent is for the 
Government to take over, and we did not try to negotiate all of the 
contingencies and the possibilities as to how this plan might be taken 
over, as it would depend—— 

Senator ANperson. Would you take it over as a running plant? 

Mr. Nicuots. It might be taken over under the terms of this, and 
in fact “3 years” implies you take it over before it 1s completed, or at 
the best just as it is completed. 

Certainly, the Government in making the decision to take this over 
would decide how they were going to operate it, and by whom, and for 
what purpose. We have a right here for a value to the Arkansas 
Power & Light, if this thing is completed, and this whole section here 
is subject to arbitration. 

Senator Bricker. If the Government wanted to take over the con- 
tract between Dixon-Yates and the Arkansas Power & Light for 
backup power, has it the authority to do so if it recaptures the Dixon- 
Yates plant? 

Mr. Nicuots. I do not believe it does; if we recaptured, you would 
have to negotiate a provision for that. 

Senator Bricker. You would have to negotiate a new contract? 

Mr. Nicuors. Yes, sir; but your equity would be protected in this. 

Senator Anperson. If the Government is trying to be prudent, it 
naturally wants a good plant. And if backup power is needed for 
Dixon- Yates, why is backup power not needed for the Government to 
operate the same plant? 

Mr. Nicnots. We assumed here that we were negotiating a plant 
here to get 600,000 kilowatts firm power. If someone decides to recap- 
ture the plant at any stage throughout, they may have many inten- 
tions; for example, if you would recapture this by, say, January or 
February of next year, the decision might be never to build the plant. 

Senator Anperson. Then you probably would not have spent $1 
million on Arkansas Power & Light? 

Mr. Nicuors. It would take time before you spent that $1 million 
on Arkansas Power & Light. And you would have to weigh the time 
at the particular state of construction, as to what is the best thing to 
do about it, whether to complete it and negotiate a contract, or what 
is the best advantage for the Government. 

Senator Anperson. But you do not have that choice, General Nich- 
ols. You would have foreclosed yourself by saying to the Arkansas 
Power & Light that you cancel their contract. 
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Mr. Nicuots. This is an optional section on the part of the Gov- 
ernment. 

Senator Anperson. Why do you not make it optional on the part of 
Arkansas Power & Light, also, and why do you have to provide that 
the Government is going to pay for all of the costs in connection with 
this transmission line and may then have to put it back as it then was? 

What I am trying to say is: Can you explain from an engineering 
standpoint if this plant has to have backup power, to make it a suc- 
cess for Dixon-Yates, and you have explained that it does, because on 

no other basis could you pay $1,600,000, or whatever it was to Arkansas 
Power & Light? Now, if it has to have that bac kup power for Dixon- 
Yates, why does the Government not have to have it? It is the same 
plant, is it not ? 

Mr. Nicuors. It depends upon what is the intention of the Gov- 
ernment at the time. 

Senator Anperson. Or that Arkansas Power & Light would not 
want to deal with the Government and would only want to deal with 
Dixon- Yates ? 

Mr. Nicuors. We cannot speak for that, certainly; and certainly, 
if you go to the drastic step here of recapture, you have elimin: ated 
one of the biggest incentives of this particular company to be supply- 
ing backup power. In other words, they are operating the plant. If 
you recapture, it means that you have canceled the whole idea of using 
private utilities for this particular purpose. What you are doing is 
salvaging for the Government the value of this plant at cost. 

Senator Pastore. Let us assume that the $1 million is expended, 
to extend the lines of the Arkansas Co., and after the line is built, we 
recapture the plant. 

Now, if the Arkansas Co. is not.compelled to give us backup power, 
what becomes of that $1 million investment? It is lost? 

Mr. Nicnotrs. Not all of it; no, sir. 

You can either make a deal with the Arkansas Power & Light on 
the base of what value it is to them or you can have a salvage value, 
and it is the type of thing that you would have to decide at the time 
as to what is the best benefit to the Government. 

Senator Pasrore. Let us assume that the Arkansas Co. says, “We 
don’t care about this line that we built for $1 million. We have no 
use for it. Therefore, we will pay nothing for it.” All we have is a 
salvage value. 

Mr. Nicnoxis. We would have a salvage value. 

Senator Pastore. Which might mean nothing, and it might cost 
more to rip it down than to leave it where it is. 

Mr. Nicuoxs. That is possible; yes, sir. 

But when you talk about as drastic a change in a contract as what 
this is, as far as the incentive to the company to enter into it, to where 
you are saying that you are going to recapture the whole plant, this is 
a major concession on the part of the company. 

Senator ANperson. On the part of what company? All this says 
is that we will play ball with the private utilities; but if the Govern- 
ment onan in, we are going to take our marbles and go on home. 

Mr. Nicwots. It does not say that; it leaves that wide open. 
Senator ANDERSON. What does it say, General? 

Mr. Nicnots. It leaves that wide open, Senator. 

Senator Anperson. Wide open for what? 
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Mr. Nicnots. We have succeeded in negotiating a contract of this 
type, and now perhaps some other Government agency, or as part of 
the deal, made at the time of recapture, and you can make it. 

Senator Anprerson. General, do you imagine that if Dixon- Yates 
pays $1 million to the Arkansas Power & Light to build these trans- 
mission lines, or does it itself, it will do so without a contract? Would 
you think a prudent company would ¢ 

Mr. Nicuots. I did not understand that question, sir. 

Senator Anperson. Would you imagine a prudent company would 
pay $1 million, or whatever the figure was, to build this transmission 
line from Arkansas Power & Light without a contract from Arkansas 
Power & Light for backup power? Do you think it would do that? 

Mr. Nicnous. We have such a contract; and when the Government 
decides to recapture, they have to weigh all of the pros and cons of 
how do they plan to use this particular asset on the part of the Govern- 
ment. 

Senator Anprerson. When you say “We have such a contract,” are 
you trying to tell me that the Government now has such a contract 
with Arkansas Power & Light ? 

Mr. Nicuots. I plan to bring up, not with Arkansas Power & Light, 
but with the sponsors here, as to how we will get the backup power, 
and the 100,000, as a later document. 

Senator ANperson. But you do not have any such contract, do you, 
General? You do not have any contract with Arkansas Power & 
Light? I do not know why I cannot get an answer to the question. 
The question is a very simple one. 

Mr. Nicuors. We have a contract with the Mid-South Utilities for 
that purpose, sir, and the Arkansas Power & Light is a wholly owned 
subsidiary. 

Senator AnpErson. You have a contract with Mid-South Utilities? 

Mr. Nicuoxrs. Yes; I will explain that when I come to it, sir. 

Senator Anperson. You have a signed contract with them? 

Mr. Nicnots. Yes, sir. 

Senator Anpverson. I thought you had a contract with Mississippi 
Valley Generating- 

Mr. Nicnors. And this is a later document which I will explain, sir, 
when I come to it. 

Senator Anperson. Is it before us? 

Mr. Nicrors. Yes, sir; it is before you, sir. 

Senator AnpErson. Where is it? 

Mr. Nicuots. It was item 4, 100,000 kilowatts with the Mid-South. 

But the purpose, as I stated, of this recapture clause is to permit for 
3 years the Government, if they should so decide, to make other ar- 
rangements for the use of these facilities other than being operated or 
complete the construction and the operation by the Mississippi Valley 
Generating Co. 

Senator Bricker. Would you mind if I ask a question right there? 

Provided they do exercise the part of recapture here and if the next 
Congress should say they want to take this over as a Government prop- 
osition and operate it as a Government plan, for producing power, 
then have they under this contract for the insular contract that you 
have with the Southern Co., do they have the power to exercise this 
option of taking the backup power from the Arkansas Power & Light? 
Mr. Nicuots. No, sir; they do not. 
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Senator Bricker. That would be through the salvage of the plant ? 

Mr. Nicnoxs. Yes, or to negotiate a contract with them. 

Now, the reason we did not include that, is what you are doing, 
is here, is in the basic contract, this plant was for 650,000 kilowatts 
and we swapped 50,000 of the kilowatts of the plant which they were 
operating for backup of 200,000 kilowatts. The minute you start 
wiping out one consideration, you wipe out the whole business, and 
the only thing that this provision permits, and that was the only 
intent of it was to permit, was the right of the Government, at any 
stage from here on out, to recapture this plant at cost. 

Now, there is a 6 percent interest in there, and that is solely to cover 
the interest from the date of transfer to the date of payment, and 
that is the same rate of interest which the Federal Power Commission 
allows a company, such as this, during the period of construction. 
So that is the only thing they would get out of their money they had 
invested here, after we decided to exercise that. 

Senator Anperson. You stated a moment ago, that we, meaning the 
Atomic Energy Commission, have a contract with Mid-South Utilities 
which wholly owns Arkansas Power & Light. 

Now, I do not seem to have such a contract. 

Mr. Nicuors. That is for the 100,000 kilowatts. 

Senator Anprerson. I do not seem to have such a contract here. 

Mr. Nicnors. It was listed on this letter to Mr. Cole, as item 4. I 
will explain that when we get to it, si 

Senator Pasrore. Could I ask one more question on that before we 
leave it? 

Chairman Corr. Certainly. 

Senator Pasrore. Is it not a fact that one of the primary considera 
tions for placing this plant where it was proposed to be built is the 
fact that in these specifications it was provided that there would have 
to be backup power ? 

Mr. Nicuors. Yes, sir, if you operated it this way by private 
utilities. 

Senator Pastore. Now, in consideration of the fact you must have 
backup power, why should that not be a consideration in the recapture 
clause ? 

Mr. Nicnors. It could have been, I suppose, if you wanted to try to 
negotiate it, but the premise here was that this was solely an escape 
clause in case this whole idea of this type of contract is serapped, and 
the Government decided to find which is the cheapest way to get out 
of the contract, and is it to cancel it under the cancellation provisions, 
or is it to recapture it, to where they have got the right to use it there, 
if they want to, or as I say if vou did this, say, within a few months, 
certainly you might never build it there. 

Senator Pastore. Did the Commission in the writing of this recap- 
ture clause explore the possibility of tying up the Arkansas Co. with an 
agreement on backup, or in case of recapture ? 

Mr. Nicuotrs. That was not the intent we were exploring. What 
we were looking for was the best way to recapture the physical assets 
for which the money had been spent, and all we would do was to pay 
costs for what had been spent to date, as legitimate costs, and we would 
recapture the physical assets. 

Now, that is solely the intent of this particular provision, and it 
was most distasteful to the company. 
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Senator Anperson. Which company ‘ 

Mr. Nicnors. Mississippi Valley Generating Co., the ones we were 
negotiating with. 

Senator Anprerson. I do not understand that the recapture—— 

Mr. Nicuors. If someone is cong to the trouble of designing a plant 
and putting on all of their top administration and using their talent, 
they are not interested in starting something for, you might say, the 
idea of someone suddenly coming in and taking it over, but this is 
solely, as I stated, for the protection of the next Congress, to give them 
some leeway, as to what to do in addition to just a straight cancellation 
clause. 

Senator ANnperson. I think this is a desirable thing, because it does 
give an opportunity to start going to work right quick * as soon as the 
next Congress meets. But I would feel a little better if you made a 
contract to pay out $1 million, which I edad is small money in the 
Atomic Energy Commission, but not small money in the hfe of the 
average individual, and unprotected in case you have to take over the 
plant. 

Mr. Nicnors. Certainly if any action is taken on this, in this initial 
stage, there will not be $1 million spent; it takes time to spend $1 
million, and effort. 

Senator Anperson. Not so ri api dly on transmission lines, does it ? 
You ean build them much faster than you can power p vlants ? 

Mr. Nicnors. You have to acquire material and put it in place, and 
that takes time to acquire it, and then time to put it into pi ice. If you 
just acquired the material, you would take it over, which ‘you can do 
under this contract, and there is no loss, if you assume that the same 
price is paid for material. In other words, it looks like you would get 
full value in return. Certainly, you could use it somewhere else. 

Senator Gore. Might I ask a question before we leave this re- 
capture ? 

Admiral Strauss, you referred to General Nichols’ statement that 
the purpose of the recapture provision is to enable the next Congress to 
work its will with respect to this contract. Do you concur in the state- 
ment made by General Nichols ? 

Mr. Strauss. I would not say it in just those words, Senator. 

Senator Gore. Would you state it in your words ? 

Mr. Srravuss. I think the recapture provision is a provision which 
has been inserted and agreed to in this contract for the reason that if 
at any time during the next 3 years the policy should change in respect, 
in any respect, in this area in the matter of the furnishing of power, 
that the door shall not have been closed to a reconsideration of how the 
power is to be arranged for. 

Senator Gorr. You agree, do you not, that the act of recapture 
would be an executive function 4 

Mr. Srravss. I do not know the distinction between an executive 
and a legislative function there. I assume that the precise act would 
be an executive act, but it might be an act undertaken under legisla 
tive direction for direction. 

Senator Gorr. Then do I correctly understand that if this com- 
mittee should at some future date by resolution request the Atomic 
Energy Commission to exercise the rights of recapture under this 
contract. the Commission or you as Chairman would favor so doing it ? 
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Mr. Srrauss. I wonder, Senator, whether that is a fact. I do not 
know that the committee has ever directed the Commission to do or 
not to do anything. But if the Congress enacted legis: vison that 
directed the Commission to take action, and if the funds wer » appro- 
priated for that purpose, the Commission would certainly comply. I 
hope that I am answering your question. 

Mr. Nicuors. I think that you need an appropriation in addition 
to resolution, Senator. 

Senator Gore. I did not use the word “direct” in my question. 

Would you as Chairman of the Commission cooperate with this 
committee if at some future date it by resolution requested the Atomic 
Energy Commission to exercise the recapture provision of the 
contract ? 

Mr. Srravuss. I would hate to cross a particular bridge, Senator, 
in advance of anything happening. But I would hope that as long 
as 1 remained a Commissioner I would always cooperate with the 
Joint Committee. 

Senator Gore. Well, I am not trying to force you to cross the 
bridge. But since General Nichols has stated and since you have 
stated that the primary purpose of this provision is to keep the bridge 
open, I just wondered if you would cooperate with this committee in 
the event it took such an action. 

Mr. Strauss. I regard myself as a part of the administrative wing 
of the Government, and if there were a conflict between the legislative 
and administrative branches of the Government as to the policy of 
the Commission, I would have to consider my course of action at that 
time. It isa hypothetical question, sir, that I would find it impossible 
at this point to answer. 

Senator Gore. Would you make the same statement with respect 
to a concurrent resolution passed by both Houses of Congress? 

Mr. Srrauss. I would seek the advice of counsel under circum- 
stances unusual to me as that in the hope that I might find that I was 
doing the proper thing. 

Senator Gore. Then how, in your opinion, does the inclusion of 
this provision within the contract preserve to the next Congress the 
opportunity of working its will on this contract without prejudice to 
the Government ? 

Mr. Srrauss. Because the company has, in effect, or in fact, under 
this provision, accorded an option to the Atomic Energy Commission 
to reacquire or recapture the physical assets without any question of 
a lawsuit or the exercise of right of eminent domain or any other 
expedient. This is an open-and-shut thing such as is frequently done 
in business, and here is a deal which the contracting parties agree to, 
and agree that it may be undone within a period of months after the 
contract becomes effective. 

Senator Gore. The question I am submitting: to you, since you have 
made this statement and General Nichols has made a similar state- 
ment, is just how does this preserve the opportunity of the next Con- 
gress elected by the people to take an unprejudiced action with respect 
to this contract ? 

Mr. Strauss. Is this directed to me or to the general ? 

Senator Gore. It is directed to either of you. I think you would 
be the proper one since you are Chairman of the Commission. 
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Mr. Srrauss. I do not make the reference with reference to the 
C ongress, but I can understand that. This simply provides that if 
the Government of the United States—and I do not make the distinc- 
tion there as between the legislative and the administrative branches— 
if the Government of the United States decides that it is in the 
public interest that this plant shall be owned and operated by a 
Government agency, the Atomic Energy Commission or the Tennes- 
see Valley Authority, or whatever, instead of by a private utility, this 
agreement provides that within 3 years from the effective date of 
the contract the Government may reacquire it. The Atomic Energy 
Commission may reacquire it and transfer it to another Government 
agency. 

Senator Gore. Then you find yourself disagreement with the 
statement. of General Nichols? 

Mr. Srravss. I do not think so. 

Senator Gore. You substitute Government for Congress. 

Mr. Strauss. Yes; I think that I substitute Government for Con- 
gress, my feeling being, Senator, that the Government and the Con- 
gress both have the public interest at heart. 

Senator Gore. Then that is a disagreement with the statement made 
by General Nichols. 

Mr. Nicuors. Perhaps I should correct mine by stating that the 
preferable word is Government. I assumed that if Congress passed 
a law and it became a law that here is a provision—a contractual 
provision—which permits it to be done. Now, I assumed that such 
an act, if it is done, would be initiated over in Congress. 

Senator Gore. Then, Mr. Strauss, this action by the Commission in 
executing the agreement a few days after the people have spoken, 
and this request for waiver of the 30-day requirement of the law, is in 
fact an effort to prejudice the opportunity of the next Congress to 
work its will with respect to this contract. 

Mr. Strauss. Oh, no, Senator, I hope that you will not impugn 
such motives to what certainly does not deserve the imputation. 

Senator Gore. Then, I will withdraw the imputation of motive, 
if you and the general will withdraw the statement that one of the 
purposes of this recapture provision is to permit the next Congress 
to work its will. 

Mr. Nicnots. I would say, I would withdraw “Congress” and say 
the “Government,” sir. 

Senator Gore. Thank you, sir. 

Senator Pasrore. I think that I ought to inject myself at this point 
because I think that I raised the question. I think in fairness to the 
general, and to the admiral, this ought to be said. I think that I 
raised the question that we perhaps might be buying a colossal law- 
suit, and as I understand you now the purpose of this ree: ipture clause 
is that in the event the Congress withheld any appropriations to 
pay for this plant rather than subject itself to a lawsuit, the Govern- 
ment could come in and take over whatever was built. 

Mr. Nicuots. Yes, sir, it does do that. Whereas under the cancel- 
lation provisions, I think that we would be paying more. 

Senator Pastore. That would be damages? 

Mr. Nicnots. Yes, whereas under this rec apture provision if the 
Government, however the decision is arrived at, is to re capture we have 
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a contract provision which permits us to get all of the physical assets 
with the exception of some of the things you cannot get from the 
Arkansas Power & Light where you modify a particular part of a line. 
You can recapture all of the physical assets at cost. .That is, whatever 


has been expended to date. 

Senator Anperson. But the story of Dixon- Yates 

Mr. Nicuors. And you also pick up the obligations as the best way 
to settle this whole business. 

Senator Anprrson. The story of Dixon-Yates was that the great 
advantage of dealing with Dixon- Yates was that they could get all of 
this backup power from the present utility system and this is merely 
to serve notice that if you do not deal with Dixon-Yates that backup 
power will not be available to the Federal Government. 

Mr. Nicuors. I assume, Senator, if the Federal Government, in 
whatever form it started, decided to recapture, they are scrapping the 
idea of a private utility furnishing this power and so what we are do- 
ing is recapturing the physical assets that we have paid for. 

Senator Anperson. Do you think that TVA uses any backup power 
from private utilities ? 

Mr. Nicnoxts. They buy power from private utilities and now how 
they do that— 

Senator ANperson. Do you distinguish between bought power and 
backup power? Do they not buy power that they have to have in 
emergencies and do you not regard that as backup power t 

Mr. Nicuors. You could consider that backup power; yes, sir. 

Senator Anprerson. Now, if TVA is buying backup power from pri- 
vate utilities, why would it be so awful if some Government agency 
operating this plant did the same thing ? 

Mr. Nicnors. There would be nothing wrong with it if that is the 
way the Government wanted to operate it. 

Senator ANperson. Why do you not provide that Arkansas Power 
& Light could get its line back? 

Mr. Nicnoxs. Because we felt in this one, if this is exercised, the 
problem means scrapping the whole idea and we did not want to make 
{oo many commitments along the line here. 

Senator Anperson. Did it scrap the whole idea when TVA bought 
some private power ? 

Mr. Nicuoxrs. They still have the right to negotiate for private 
power. But, certainly, they would not have the same right for private 
power as they would under the terms of this contract where you have 
as a part of your price the payment for backup power. In other 
words, this was a case of giving them 50,000 kilowatts which paid for 
the bae kup power. The other power which you are getting, of course, 
is this interim power, which is another proposition which is also con- 
tracted for. But what you are doing, in effect, is scrapping the con- 
tract when you exercise this clause and the whole idea of it, and you 
are recapturing your physical assets. 

Senator ANperson. Less $1 million you would have paid to Arkan 
sas Power & Light ? 

Mr. Nicos. There you get the salvage, you adjust the same as we 
have in any number of contracts where we go into a manufacturing 
plant to manufacture something and we make alterations to that plant 
and we recognize that at the time we may have to restore them and 
make a deal with the company as to what is the best overall arrange- 
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ment with the Government and you negotiate. And what have they 
gained, that they can use, and what should we take out for salvage / 

{nd so this is written along general lines as standard prac tice In any 
contract we write for supply that involves using somebody else’s facil- 
ities to where you are using a part of it. 

There is nothing at all unusual in this. 

Senator Anperson. I was only questioning if in the operation of a 
contract of this nature, any of the things that we are doing is stand 
ard practice and usual business transactions. You do not ordinarily 
start building powerplants of this size and making provisions for 
recapture of them and oe is rather an unusual provision. 

Mr. Nicnoxs. No, sir, this is a most unusual provision and in facet 
I was greatly cenciaed when the company agreed to even consider 
rec: apture of any type whatsoever. We never were able to get it in 
EEI or OVEC. 

Senator ANpErson. You were surprised ? 

Mr. Nicrors. I was surprised they were willing to give us this par 
ticular provision. 

Senator .AnpeRson. Did you hear any questions here about 
recapture ¢ 

Mr. NICHOLS. That is one of the reasons we raised it. sir, but I was 
surprised that the company finally agreed to make this particulat 
concession. 

Senator Anperson. You do not think that perhaps the fact it was 
ventilated in public had anything to do with it? 

Mr. Nicnous. One thing that had something to do with it is the 
discussion as to whether we are blocking out various alternatives for 
the Government to take action at a later date and that was something 
where they recognized a concession is desirable. You might say it 
should make this contr: i to better advantage, as far as both the oppo 
nents and the proponents are concerned. 

In other words, this is very definitely an advantage to the Govern 
ment to have this flexibility. Now, it may not be enough—— 

Senator Anperson. I will concede that. 

Mr. Nicnots. There certainly is an advantage. Now, surely you 
can keep on saying that you can add advantage after advantage to a 
contract, but sooner or later your contractor walks out. 

Representative Price. Would that be bad? m 

Mr. Nicuots. Not under my direction. I am supposed to be nego 
tiating a contract here, for something which is expressed as the will of 
this administration and approved by the last Congress. And in fact, 
I felt we got a reasonable blessing from this committee just the other 
day to continue. 

Chairman Corr. Will you proceed with your explanation, General 
Nichols. 

Mr. Srravss. Just for the record, we have been talking about $1 
million. The figure is $1,135,000. 

Senator AnpERsoN. I am sorry we do not hear you. 

Mr. Srravuss. The figure is $1,135,000, and I simply thought that 
repetition of the figure $1 million perhaps should be correct for the 
record. 

Senator ANperson. I said $1,100,000, and I think you would have 
to concede that with all of the figures we have had if I misunderstood 
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the $35,000 in the course of a few days’ discussion it is not too bad, 
is it? 

Mr. Srravss. I did not want it to come from this side of the table, 
sir. 

Representative Durnam. I wanted to ask the general a question or 
two. Of course, General, you say this is to the advantage of the Gov- 
ernment. Now, does not this provision of recapture, for instance, if 
the Dixon-Yates goes out and gets permission from the Securities 
and Exchange Commission to proceed and place their bonds on the 
market and they are sold in the next 60 or 90 days to the public—do 
we not assume $107 million instead of the parcel of whatever is done 
on the plant? 

Mr. Nicuots. We would assume the obligation. for whatever bonds 
they had sold. 

Representative Durnam. If it was $107 million worth of bonds 
plus the $5 million that they put in, we would own the bonds? 

Mr. Nictrors. We would own the bonds for that amount. 

Representative Duruam. Is that to the advantage of the Govern- 
ment ? 

Mr. Nicnots. The thing in doing this is that we felt what you are 
doing is relieving the contractor of a job and you are recapturing the 
physical assets, and we felt that if you are taking the physical assets 
as a part of how do you take care of that indebtedness, the best w ay to 
do it is to assume the indebtedness and whatever cash they had on 
hand as a result of selling those bonds we would take over. 

Representative Duruam. This provision, then, guarantees every 
bond that they sell on the market was being recaptured by the Fed- 
eral Government at full face value? 

Mr. Nicnots. Of course that bond has been sold and it is a legitimate 
obligation on the part of the company. The intent is to keep the 
company whole and to make those bondholders whole. I do not 
think that you would want to do some thing that made them lose, 
We would have the same right. 

Representative Durnam. General, there is a big difference between 
a recapture clause of a partially built plant but as I read the provision 
we take over complete the $107 million. 

Mr. Nicuots. Whatever had been sold in bonds and now their 
plans are not to sell the $100 million. We get the cash. 

Representative Duruam. Well assume, and I am not in the bond 
business 

Mr. Nicuots. Whatever bonds they had sold we would take over 
the cash that they had in their accounts and we assume the assets and 
liability and I can’t think of anything fairer. We are trying to 
pay the actual costs and to get every physical asset whether it is 

cash or whether it is a piece of cable or whether it is a piece of boiler 
or a piece of land. At the same time, we need to assume the obliga- 
tion and you could not leave the company with the obligation and 
otherwise you would have to have a provision which would say we 
would have to pay them for whatever the loss is due to their having 
made the obligation. Certainly we should assume that this company 
when they enter into this contract is entering into it assuming good 
faith on the part of the United States Government. 
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Senator Hickenvoorrr. I wonder if 1 could ask one question here, 
Mr. Chairman. Have you canvassed the possibility that private en- 
terprise might be willing to come in and build this plant entirely 
on its own expense and then pay the Government for the privilege 
of running it, and then turn it all over to the Government with the 
entire donation, without any profit or any hope of profit ? 

Mr. Nicuots. I had never contemplated that. 

Senator Hicken.Loorer. And contribute several hundred million 
dollars? Do you think that would satisfy the people who are against 
Pe enterprise ¢ 

Mr. Nicnots. I sometimes doubt it, sir. 

Senator Hickenvoorer. I doubt it myself. 

Senator AnpEerson. Why do you say that, General? Did we or 
did we not approve EEI and OVEC? Were those with private com- 
panies or were they not ? 

Mr. Nicuots. Those are private companies. 

Senator Anperson. Why did you just make the last statement? 

Mr. Nicuoxs. I was talking not of the committee. I am talking 
about some of the opponents of private power. 

Chairman Cote. Will you proceed with your explanation ? 

Representative Prick. Which opponent did you refer to? 

Mr. Nicuots. I think one made the statement here that no terms 
would be satisfactory. 

The second provision is arbitration. In this we have tried to im- 
prove the arbitration provisions, and we have added some additional 
sections and generally here we have tried to shorten the time. I 
would like Mr. Mitchell to explain the improvements in the arbitra- 
tion clause. 

Mr. Mircnety. The arbitration clause as it was previously written 
might have permitted a delay of up to a year before the Board was 
established and re: udy to function. We have cut this period down to 
a total maximum of 5 months by shortening various intervals which 
are necessary in the process of establishing the Board. 

The first change was to provide that a dispute must go to arbitra- 
tion. within 3 months after it has arisen instead of 6 months. Next, 
we provided that the second arbitrator must be appointed within 15 
days instead of 30 days. We shortened the period for which the 2 
arbitrators would be selecting a third from 60 days to 45 and we elim- 
inated completely the eto that if the first 2 arbitrators could 
not agree on a third arbitrator then 2 more would be appointed and 
they would go through the same process. 

And we inserted a provision which I think was behind the other 
provisions, the previous provisions in any event, that in the event the 
two arbitrators failed to agree then the appointment of the third arbi- 
trator may be made by the Federal court having jurisdiction under 
the Arbitration Act. 

We inserted a clarifying change with respect to the findings which 
the arbitrators must make, making it clear that the findings as to 
impairment of the securities would only apply if a contract amend- 
ment were necessary as a result of the award. We wrote explicitly 

into the contract something which again I think was implicit before 
under the law, that after an award has been handed down either 
party may apply to a Federal court to have it enforced. In connec- 
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tion with the new provisions which General Nichols has mentioned, 
we have made sections 4.15 and 7.09 subject to arbitration. 

Senator Lricker. What do you mean by the last clause there 
if at any time or with respect to any matters the provisions of this section shall 
he unenforceable. 

What did you mean by unenforceable ? 

Mr. Mircuens. Frankly, Senator, I don’t envisage any situation in 
which the clause would be unenforceable. 

Senator Bricker. 1 wonder why it was put in there. You say unen- 
forceable as to either party, and the parties shall not at any time 
comply with the provisions of this section, then they shall take such 
other action as may be at the time mutually agreed upon to secure 
a determination of the unsettled matter. Does that not leave it up in 
the air again / 

Mr. Mircenen.. I do not think so, Senator. It seems to me that this 
Vas put in out of an excess of caution, and I cannot envisage any 
situation like that arising. 

Senator Anperson. What about the language that you put in here 
with reference to the matter when they get into disagreement that 
they have to reach a decision which is consistent with the proy isions 
hereof in any case where such decisions would be made the basis of 
an amendment to the contract, finding that such decision is desirable 
in the business of the company and the AEC is not prejudicial to the 
interest of the holders of the outstanding indebtedness of the com- 
pany and will not impair any security therefor. 

Mr. Mirenetn. That, Senator—— 

Senator Anprerson. Is that to make sure that the interests of the 
Government do not come ahead of the interests of the bondholders? 

Mr. Mrrenety. This was to make sure, Senator, that when the bonds 
are issued and the mortgage is on the property to secure the bonds that 
the security which accrues to the bondholders will not be impaired. 

Senator Anprrson. That says that any matter that comes to arbitra- 
tion and now one of the sections that comes to arbitration is that sec- 
tion that provides for the use of new types of fuel and they might use 
nuclear fuel and they might want to reduce rates. They would have 
to make sure that that rate reduction was not prejudicial to any bond- 
holder; do they ¢ 

Mr. Mrrcue.u. I think prejudicial in this sense, Senator, that the 
bondholders would still have as good security after the change was 
made as they had before. This, 1t seems to me, they are entitled to 
have. 

Chairman Coir. May I inquire, General Nichols, with respect to 
the provision, limitation of earnings in which a ceiling of $600,000 per 
annum is imposed. Is that to be an average maximum of earnings 
throughout the life of the contract ? 

Mr. Nicuots. In effect it is; it is an average maximum earnings. 
In other words, if you make more 1 year it goes into a pool and once 
it is in the pool why they could pull it out, but it means that for the 
25-year period that the average cannot exceed $600,000. Now that 
would mean that the most favorable break the company could get and 
they were willing to set it this low because they felt that they had no 
chance of getting some of these figures that had been mentioned, as a 
possible profit, and so they were willing to set this figure at a fairly low 
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figure, but we still have some incentive for them to try to do a better 
performance. 

In other words, I still feel that we get more savings to the Govern 
ment if they can do a good job and so this is still an incentive contract 
and a risk contract. 

Chairman Corr. Have you concluded your presentation with respect 
to the changes of the contract itself? 

Mr. Nicuors. Yes; that particular supplement, supplement No. 1. 
Now, I would like to refer to another part of the contract which is a 
letter from the Mississippi Valley Generating Co. to us, and we have 
referred to it as an escape clause. 

It is just a 1-page document that is signed by the Mississippi Valley 
Generating Co., and also signed by the Acting Assistant General Man- 
ager, and approved by the General Manager, and it is with the same 
effect as a contract. The purpose of this particular document, and 
this is one that was requested by the company, is that if the regulatory 
bodies 

Chairman Coir. General, for the sake of clarity, would you perhaps 
read the letter since you say it is short and then the record will show 
to what document you are addressing your remarks. 

Mr. Nicuors. The letter is dated November 11, 1954, and it reads: 
Re Contract No. AT—(49-1)-814 dated November 11, 1954, and Supplement No. 1 

thereto, dated November 11, 1954, between Mississippi Valley Generating 

Company and the United States of America acting by and through the Atomic 

Energy Commission 
ATOMIC ENERGY COMMISSION, 

Washington, D. C. 
(Attention: K. D. Nichols, General Manager, and R. W. Cook, Acting 
Assistant General Manager for Manufacturing) 

Dear Sirs: The Contract and Supplement referred to above (hereafter col- 
lectively called “the Contract’) are being executed and delivered today on the 
understanding and condition that if, by February 15, 1955, the effective date 
of the Contract shall not have occurred as provided in Section 8.22 thereof, and 
valid regulatory approvals in form and substance satisfactory to the Company 
shall not have been obtained which are necessary to permit it to issue shares 
of its capital stock to the Sponsoring Companies and to permit them to purchase 
and pay for such shares, either party to the Contract may thereafter terminate 
it by written notice without liability of either party to the other. 

It is our understanding that this letter has been presented to the Atomic 
Energy Commission, together with the Contract, and that the execution and 
delivery of the Contract on the basis herein set forth has been authorized 
by the Commission. 

Will you please confirm the foregoing by signing in the place indicated below 
and returning to the undersigned the enclosed copy of this letter. 

Very truly yours, 





MISSISSIPPI VALLEY GENERATING COMPANY, 
By -——_——.,, President. 
The understandings and condition expressed in the foregoing letter are hereby 
confirmed : 
Unttep STATES OF AMERICA, BY AND THROUGH 
rHE ATOMIC ENERGY COMMISSION, 
By ———- ——. 
icting Assistant General Manager for Manufacturing. 
Approved : 
— _ —_———., General Manager. 
November 11, 1954. 
That has been executed by both parties, and I would like to read 
the reasons the company gave as to why they requested that particular 
acceptance of this letter. 
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This is another letter dated November 11, addressed to the same 
individuals and to the same reference. 
It says: 


Dear Srrs: On April 10, 1954, when the proposal was made on the basis of 
which the contract referred to above has been negotiated, it was expected that 
if the proposal was accepted as a basis for negotiation and resulted in a contract, 
such contract would become effective within a reasonable time. The proposal 
was based upon financial and economic conditions as they existed in April 1954. 

Contrary to such expectations of last April, seven moths have elapsed, the 
contract is not yet effective, and the Sponsoring Companies are still not author- 
ized by regulatory order to invest funds in the Company and the Company is 
not in a position to make firm commitments for debt financing, land, equipment, 
or materials. The proposal was submitted with the understanding that there 
was an urgent need for power at the earliest date and the estimated cost of 
Facilities on which the rate structure is based envisioned early completion of 
negotiations and initiation of construction so the necessary foundation work 
and other appurtenant structures could be completed during low-water con- 
ditions on the Mississippi River. Since the proposal was submitted the Engi- 
neering News-Record Cost Index of construction costs for labor and material 
have increased. Past experience for the last eight years indicates that this 
rise will continue. In fact, since March 1954 through October 1954 the Engi- 
neering News-Record Construction Index has risen approximately 4.4 percent. 

In order to place the Company in a position to proceed promptly with its 
work under the contract to meet the power requirements the contract is designed 
to meet, the Sponsoring Companies have taken options on land, have done cer- 
tain evploratory and preliminary engineering work and have taken options on 
important items of equipment. In addition, during the past seven months 
executive officers and senior employees of both Sponsoring Companies as well 
as counsel to both such companies have been required to spend substantial 
amounts of time in conection with the proposal, the negotiation of a contract 
and related matters. 

As long as the contract may become effective, the Company must keep in a 
position to perform. As long as the position of the Company under the contract 
remains uncertain this drain on the time of executives and these expenses will 
continue. In view of the limited prospects for profit in the contract the com- 
panies cannot continue this course indefinitely. 

Accordingly, we are executing and delivering the Power Contract on the under- 
standing and condition expressed in'the accompanying letter agreement. 


That was the letter which I just read. 

Senator Gore. ‘Let us take what you just read. Was that a signed 
statement ? 

Mr. Nicrors. That was a signed statement by Mr. Dixon, presi- 
dent of the Mississippi Valley. It isa letter to us, sir. 

Senator Anperson. Is this not the same matter that you presented 
to the Commission in executive session some few days ago? 

Mr. Srrauss. Yes; it is. 

Senator Anprerson. At that time the termination date was Feb- 
ruary 8 that you wanted out and this now gives them a complete 
ability to ignore the contract anytime they want to up to February 15. 

Mr. Strauss. That is right. 

Senator Anperson. There is no firm contract now. 

Mr. Srravss. Provided according to the terms of this letter, pro- 
vided they have not received satisfactory clearance from the regula- 
tory bodies. 

Chairman Corr. It permits them to withdraw anytime after Feb- 
ruary 15? 

Mr. Srravss. If, for example, they have got an_ unsatisfactory 
opinion prior to that date, all they would have to do would be to 
wait. until February 15 to void the contract, as I understand it. 
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Senator Anperson. Which is it now? If they have not obtained 
their permits by February 15 they may then terminate the contract? 

Mr. Srrauss. Yes. 

Mr. Nicnors. Or we may, sir. I wish you would notice- 

Senator Anprrson. If the price of steel goes up or cement goes up 
or anything enters into it and they do not push their matters through 
the SEC and they will probably have trouble there anyhow, the con- 
tract is just wold | is that right? 

Mr. Srravss. I do not think that that. is the intent of it, Senator. 

Senator ANnperson. Was that not the reason why you turned it 
down before, and you reported to us that you had rejected it, and you 
would not have any bes of it? 

Mr. Strauss. No; I do not think that I said that. 

Senator Anperson. May we have the minutes of the executive 
meeting ? 

Chairman Coxe. Let us first get an understanding of what the 
present status is with respect to the February 15 deadline. 

Mr. Nicnots. The effect of the February 15 deadline is that they 
would need certain approvals such as SE C to issue shares of stock 
ard starting into business. Everything else, I think, would be taken 
care of, and that also would provide for either waiver by this com- 
mittee and we would hope ‘in the near future here, or it is estimated 
that would cover the 30-day provision for the contract being before 
Congress. But this permits either party if we are not ready to go 
ahead by February 15 to serve notice, and the contract is terminated 
without liability to either party to the other. 

Senator Anperson. And you could not sue them. In other words, 
if at anytime prior to February 15 or after February 15, they wished 
to do so they may do so if they have not gotten their permit. 

Mr. Nicuots. If they have not gotten it, sir. 

Senator msasoer This is the same story that we had, if they are 
worried about this 30-day waiting period which may or may not have 
been waived, if some resolution went through, and their lawyer said, 
“Tt may not be too good.” This gives them a chance to wait until 
30 days after Congress resumed and then take a look at the Engineer- 
ing News Index and see whether the cost of construction is right, 
and if they do not like the contract say, “There it is.’ 

Now, did we not understand that the reason you turned that down 
was because you thought that you had to get on your way in this 
contract ? 

Mr. Nicnots. Yes, sir. 

Senator Anprerson. And speed was so essential. If we can wait 
until February 15 before they make up their mind whether they want 
to go ahead or not why cannot we wait until February 15 to let the 
Congress make up its mind? 

Mr. Nicnots. The assumption is here the company can go ahead 
and attempt to get these approvals. 

Senator Anperson. What in here says the company will go ahead ? 
The company can be getting approval. 

Mr. Nicwots. We still assume the company is entering into this 
contract in good faith and will endeavor to get such approval and if 
they get such approval where the contract is effective 

Senator Anperson. Is there any guaranty that they will go‘ahead ? 
And that they will do anything except go to the Securities and Ex- 
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change Commission and say “On what basis will you allow us to 
exec se or issue $107 million worth of securities” ? 

Mr. NicHo.s. They have signed a contract that they will proceed 
to try to do these things. 

Senator Anperson. But you have no penalty clause in it. 

Mr. Nicnors. Actually, what happens on this: There is a penalty 
clause in this which is not covered by the contract or it is covered by 
this particular letter, which says, “Without liability of either party to 
the other.” 

In other words, all of the effort the company has put into this is 
lost ° 

Senator ANpeRson. You say when there is no liability to either one, 
that isa penalty clause. That is a new one to me. 

Mr. Nicnors. Senator, they have spent money to date and they 
would have no hopes of getting a cent of that back even though it is 
such things as borings on the site and you see ultimately that type of 
thing would go into the cost of engineering. But all of that money 
they have spent to date would be as far as the Government is con- 
cerned, not a liability. So that is their incentive to be going ahead. 
And certainly we assume their intention here is to go ahead with this 
contract. 

Senator Gore. Is that a graceful retreat, Admiral Strauss? 

Mr. Srravss. I do not regard it as a retreat at all. 

Mr. Nicnois. Could I give a comment as to why we accepted this, 
sir, at this stage of the game? We considered that all of the other 
provisions were definitely favorable to the Government. At the time 
we were arriving at a meeting of the minds on these other provisions. 
The company asked for this one. Now, one of the reasons we gave 
when we turned this down was that we did not want to reopen the 
idea of renegotiating the contract. But having reopened it, to gain 
certain advantages for the Government, which I think most people 
will agree are advantages to the Government, the company asked in 
return “Can we have what we asked for originally?” in this type of 
escape clause that was submitted to the Commission and they ac- 
cepted it. 

Chairman Corr. I do not see how you can characterize this as an 
escape clause. It is simply a clause in which one party to the contract 
puts an outside date in which it will be known finally what its obliga- 
tions are going to be. Now, the contract is signed and without such 
a clause as that, the Dixon- Yates group will be exposed to the liability 
under the contract for an indefinite period and I think it is a perfectly 
reasonable and proper provision to be incorporated. 

Mr. Srravuss. The only change in this document as against the one 
which we discussed at a previous session is that it is 8 days longer. 

Representative Durnam. What good is your recapture clause until 
February 15? Now, you say the comp: iny has spent funds already and 
they are bound to have gone to a lot of expense. 

Mr. Nicnors. Congressman Durham, if they use this particular 
clause, because they did not get SEC and other approvals to issue 
stock, there is no liability whatsoever to the Government and there is 
nothing to recapture. 

Representative Duruam. Even though the contract is signed? 
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Mr. Nicuois. Even though the contract is signed, and if they exer- 
cise, or we exercise this particular right they have no claim against 
the Government for anything. 

Representative DurHam. How is that going to expedite this thing 
in the sale of bonds and things? It does not put the contract into 
effect February 15. 

Mr. Nicuots. They would not be issuing bonds until after they get 
the approval. You see, this is an approval to issue stocks and to buy 
stock. In other words, it is to set up the stock arrangement for the 
Mississippi Valley Generating Co. It is only on that failure, if they 
fail to obtain approvals for that, that is the only basis here on which 
either party can state that there is no contract. 

Representative Duruam. It looks to me like you are slowing down 
the process of expediting this. 

Mr. Nicuors. The intention was not to slow down the process; it 
was to set a final date to where if there is delay in the SEC for any 
reason whatsoever, that it looks like it is going to be for an intermi- 
nable period, that either one of us can exercise this option to say the 
contract is terminated. 

Representative DurHam. Eventhough the contract is signed by both 
of you, this thing can be simply no good on February 15 unless they 
go ahead ¢ 

Mr. Nicuors. That is right, however, we would expect that they 
would go to these regulatory bodies and get the right to issue stock 
and then this is not effective. 

Senator Anperson. If that is right, Admiral Strauss, can you tell 
us why if you are going to wait until February 15 for final determina- 
tion that a 30-day waiver would be necessary? The waiver of 30 days 
would run right along with this same period while they are going to 
the SEC and there is nothing that prevents them from going to the 
SEC and saying that we have the same contract now. Why do we 
need to waive the 30-day provision inasmuch as they are going to take 
60 days? 

Mr. Srrauss. Certain work will be undertaken at once as soon as 
the waiver. 

Senator Anperson. Could it be done under this contract, and the 30 
days continues to run just the same? There is nothing in the law 
that says that while the 30 days is running the Congress shall either 
approve or disapprove the contract. 

Mr. Nicuoxs. I believe the SEC may not give their decision pend- 
ing the time either this committee has waived the 30-day provision or 
the 30 days has expired. 

Senator Anprerson. You explained that to us once before, General, 
when you were discussing this provision, and we pointed out that after 
the 5th day of February there would still be, we said 7 days then be 
cause you were asking for an earlier date, and it is the 15th now, and 
there will be 15 days now while the SEC can act. So that if the Con- 
gress is going to have 30 days to act on this without jeopardizing them 
at all because this is a long period of time until the 15th of February, 
why do you ask for a waiver ? 

Mr. Nicnots. Because if the committee here should give this waiver 
today or tomorrow, from then on, or whenever they do give it, that 
would clear the way, I think, to make it easier for the SEC to go 













































594 UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO. 


ahead, and the minute the SEC and the other regulatory bodies give 

their decision in regard to issuing this stock, the contract is effective 

and it does go ahead to where we don’t need to wait until Febru: ary 15 

if they have obtained the right. In other words, once they obtain the 
right to issue stock, this is no longer effective. 

Senator Gore. May I ask a question there? Admiral Strauss, from 
your experience can vou advise us what notice period is necessary 
under the law for a SEC hearing? 

Mr. Srravss. It has been so many years, Senator, since I have dealt 
with the SEC that I would have to ask counsel. I haven’t been in the 
banking business for 10 years. And the SEC—may I direct that 
quest ion to counsel ? 

Senator Gorr. Yes, indeed. 

Mr. Mircueti. I am not definitely sure, Senator, but I do know this 
that the SEC has authority to shorten this period where it finds that 
the acceleration would be in the interest of the national defense, and 
I believe that the AEC did do this in connection with the applications 
by EEI and OVEC. 

Senator Gorr. Well, this is an entirely different kind of, or will be 
an entirely different kind of application. The EEI and OVEC ap 
plications were to supply electricity to uranium plants at Paducah. 
This is to supply power to Memphis. I believe just offhand that a 
20-day period of notice is required. Someone else may have the exact 
information, but I believe that is correct as a minimum. 

Now, Admiral, do you know whether the Mississippi generating 
company or the sponsoring companies have either filed a petition yet 
with the SEC? 

Mr. Srravss. I do not; no. 

Mr. Nicnots. It is my understanding they are waiting for the con- 
tract to be signed before they do. 

Senator Gore. I beg your pardon ? 

Mr. Nicnors. It is my understanding thev were waiting for the con- 
tract to be signed before they could file. But that they have had in- 
formal contacts with them. 

Senator Gorr. You are aware of the fact, are vou not, General, that 
several parties have indicated an intention of filing intervening peti- 
tions requesting a hearing? 

Mr. Nicnors. Yes, sir: that is one of the reasons why the company 
felt if there is a long delay to where it looks like it may stretch for 
months and months and months, then they feel that there should be a 
way for either party, or thev wanted to have their ability to terminate 
and we at the time said, “Well, if you have the ability we should also 
have the same right.” 

Senator Gorr. Then, Admiral Strauss, in view of that evident delay 
to which the general has made reference, what is the rush or what is 
the reason for the rush in asking this committee to pass a waiver? The 
contract is signed and the general has said that these companies were 
awaiting the affixing of signatures to the contract before they filed 
their petitions. I take it that conditions have now been met and having 
been met thev can now proceed to file their petitions and the notice 
period would be given and the intervening petitions filed and hear- 
ings held. Meanwhile, no purpose is to be served by this committee 
passing a waiver resolution. 

Mr. Srravss. I think that there are a number of things. 
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Senator, I think there are a number of hurdles, among which, and 
chief among which is the action or attitude of this committee toward 
the contract. That is before the company spends more money. As far 
as the haste is concerned, we have testified on several previous occa- 
sions when we have appeared before your committee that we are ad- 
vised that the Tennessee Valley Authority has stated that there is an 
urgent need for power in this particular area. And that that power 
must be obtained at the latest by 1957 and that every month that is 
lost at this end is felt at the other. 

Senator Gore. Well, the point I am asking, Admiral, is not what 
the TVA has said, and we know that. But the point is, or the point I 
am trying to bring out is; what purpose is to be served by seule by 
this committee before such time as the Securities and Exchange Com- 
mission shall have acted ? 

Mr. Srravuss. One of them has to act first. 

Chairman Core. I would point out that even though this contract is 
actually signed, it is not an effective contract until the 30 days have 
elapsed while the Congress is in session unless this committee might 
waive that condition. So the Dixon-Yates people are not in a posi- 
tion today to make representations before the Securities and Ex- 
change Commission even though the contract has their signatures. 

Mr. Srravss. That is my understanding. 

Senator Gorse. Mr. Chairman, by virtue of that argument, if you 
say it is not now acontract, which you have just said in different 
language—— 

Chairman Coxe. I said it was not an effective contract. 

Senator Gore. Then it is not an effective contract until this escape 
clause runs its course, either. 

Chairman Cote. It might become an effective contract in advance of 
arrival of that February 15 date. 

Senator Gore. It might become effective without the passing of the 
waiver, too. 

Mr. Nicuots. It is my understanding that if this committee would 
waive the 30 ri that the SEC could possibly or might possibly act 
in as little as 30 days and it would then be everything completed be- 
fore that. It is possible under a waiver to where you can complete all 
of this action much before the waiting for the 30-day period while 
Congress is in session. 

Senator Gore. Then, I am to understand, I take it, that the purpose 
of a resolution of waiver by this committee would not be for the pur- 
pose of saving time, as has heretofore been alleged, but rather for its 
effect upon the application to the SEC? 

Mr. Nicnors. It might have some effect of that type. Also, 
avoids, in other words, if you do not waive it, you know that you are 
setting the date that it ce: innot be effective until 30 days after Congress 
isin session. In other words, it isa case here of, do you say for certain 
they must wait until 30 days after Congress is in session or do you 
permit the machinery to go on to where we possibly can get going be- 
fore the 30-day waiting period ? 

Senator Gore. This committee could make that decision after the 
SEC had given its approval or had failed to so do. The point I am 
trying to bring to your attention and to the attention of the admiral 
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and this committee is that no point of time is to be served now by pas- 
sage of a resolution of waiver. If it has any effect, it is upon the SEC. 

Mr. Strauss. | respectfully differ, sir. I think it has an important 
bearing on the timing. 

Chairman Corr. Will you proceed with the presentation of the other 
documents ¢ 

Mr. Nicuoxs. The next document I would like to refer to is entitled 
a letter contract, No. AT-49-1-815, dated November 11, 1954, ad- 
dressed to the Atomic Energy Commission. It is a five- page docu- 
ment, and it is signed by the Middle ane an 
Mr. Dixon for Middle South, and Mr. J. M. Barry, aeune an of the 
executive committee, for the Southern Co.—and it is accepted by the 
United States Atomic Energy Commission by Mr. R. W. Cook. 

Chairman CcLe. May we understand that this is the document which 
has previously been characterized as a memorandum of understanding ¢ 

Mr. Nicuots. No,sir. This is not the memorandum of understand- 
ing. This is the letter contract which provides for the company 
furnishing power at 4 mills in case there is more than 36 months 
between the effective date of the contract and the completion of the 
first generator. Although this contract had never been submitted to 
the committee before, we have made an improvement in our original 
agreement with the company. The purpose here is that in the event 
the first generator has not been put in service by the last day of the 
36 calendar months commencing after the effective date of the power 
contract that these 2 companies will provide 100,000 kilowatts of power 
ut essentiaily the rates of the contract, or 4 mills per kilowatt. 

We have improved this particular letter. Initially it called for 
only 100,000 until such time, from the 36 months, until the first gener- 
ator would go into operation. However, this has been extended at our 
request by the company to provide if there is a delay in the first 
generator, and then there is more than a 2-month interval between the 
first and second—after this 36 months—that after the 2-month interval 
between the first and second they would again pick up this obligation 
to supply 100,000 kilowatts. 

This type of thing is considered to be an incentive for an early date 
of completion because the company here is providing some of the firm 
power that they could be selling to other customers, and they must plan 
for it and make necessary allowances. 

This along with the general provision in the contract that the demand 
charge is not paid until these generators are functioning is the incen- 
tive for the company to make speed. 

Chairman Coir. Are there any questions on this particular pro- 
vision ¢ 

(No response. ) 

Mr. Nicnors. The next item I would like to discuss is the inter- 
pretive memorandum. This is a pretty thick document of a consider- 
able number of pages. Without the exhibit it is 12 pages. It is 
transmitted by letter dated November 11, a short letter, to the Atomic 
Energy Commission, which indicates that this interpretive memoran- 
dum has been worked out between the staff of the sponsoring com- 
panies and the staff of the Commission in connection with the nego- 
tiations of the basic contract, which has been executed and delivered. 
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The memorandum is the company’s understanding of the effect to be 
given certain provisions of the contract. They request that we confirm 
th: it similarly this is our understanding, which has been done by Mr. 
Cook signing a copy of the letter 

The purpose of this particular document is to insure that our under- 
standing, where there has been some question raised in the process 
of negotiation of the meaning of the words in the contract. As Mr. 
Mitchell testified the other day, it would have bearing in court in case 
of misunderstanding or dispute between the parties. 

Generally speaking, it is protecting the Government. In other 
words, the provisions that are cont: Lined in this memorandum have been 
such prov isions as have been introduced by our ¢ ‘omptrolle r and our at 
torney that indicate the interpretation in favor of the Government. 
In other words, what we understood it to be. 

I think taking the document as a whole, it is definitely a protection 
to the Government. 

There is one particular clause that we put in because of a good deal 
of discussion before this committee. That is found on page 12 of the 
document in which it states—— 

Representative Hotirretp. Mr. Chairman, could we not go through 
this a section at a time, in view of the fact that this is a memorandum 
of agreement? 

Chairman Core. I think that would be helpful. 

Mr. Nicnors. In going through, I would like Mr. Cook to interpret 
this, because he is the one that has worked it out, and it is really his 
record of negotiation. 

Chairman Corr. Mr. Cook will explain it section by section. 

Representative Jenkins. What isthe document that you are reading 
now? How do you identify it? 

Mr. Nicnois. Memorandum re power contract dated November 11. 

Chairman Cotx. Proceed, Mr. Cook. 

Mr. Cook. Under section 2.02, which is on page 6 of the contract, 
we have provided in the memorandum that the company will furnish 
the AEC with copies of all agreements contemplated under section 
2.02, and under paragraph 1 of section 8.16, in the contract, also, 
so that the Commission will have copies of all the agreements referred 
to in those sections of the contract. We have also defined the term 
“incremental cost” used in section 2.02, so that there will be no ques- 
tion as to the understanding of what we meant by the term. 

Representative Houirrerp. Just what does that mean, Mr. Cook? 

Mr. Coox. That means the incremental costs are all costs and ex- 
penses associated with the actual production and delivery of the 
product over and above all the costs and expenses that would have been 
incurred had there been no such actual delivery or production. 

Representative Horirreip. Does this apply to the unused capacity 
below the 600,000 kilowatts which the AEC finds it cannot use, and 
turns back to the company, or does it apply to the 50,000 above 600,000 
kilowatts ? 

Mr. Cooxr. It applies to both the 50,000 kilowatts and if there is 
available to the company by reason of the Commission not taking a 
load at a high-load factor of 98 percent, any of that energy that might 
be available would also be at incremental cost. 
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The basic elements of that cost are the cost of coal and the increased 
cost of operation and maintenance by reason of producing that addi- 
tional energy. 

Representative Horirrerp. Would the AEC receive that incremental 
cost as a credit against their floor of 600,000 kilowatts in case some 
of it was unused and turned back to the company, or would that go 
into the profit of the company ¢ 

Mr. Coox. The power that the company furnishes to the AEC in 
backup is at the contract rate. We pay no more than we would have 
paid had that come from this facility. 

Representative Hotirieip. That is not quite the point of the ques- 
tion. The point of the question is that we are obligated under this 
contract to take 600,000 kilowatts. If we cannot take that 600,000 
kilowatts into the TVA system and can only take, let us say for the 
sake of discussion, 500,000, then that 100,000 that we are paying for 
remains in the disposal area of the Dixon-Yates people. Is that the 
amount of electricity which they get for nothing and can resell some 
where in the backup companies’ system ¢ 

Mr. Coox. They receive no energy under this contract for nothing, 
sir. 

Representative Hoxitrrerp. Then let me follow through. If they 
would not receive that 100,000 kilowatts for nothing, would they pay 
the incremental cost of it as a credit against the $600,000 a year, or 
rather the $9,200,000 floor charge which pays for the 600,000 kilo- 
watts ? 

Mr. Coox. If for any reason the take of the AEC is less than 600,000 
under the terms of the contract, the difference between the take then 
and the contract demand would be available to them. 

Representative Hortrreip. It would be available to them free? 

Mr. Coox. No, sir; not free. 

Representative Horirretp. At incremental cost ? 

Mr. Coox. At incremental cost. 

Representative Hoxtrtetp. If they do take 100,000 at incremental 
cost which I believe is 1.83 plus—— 

Mr. Cook. It is approximately the energy charge of 1.863 mills. 

Representative Hoirrecp. Is there a credit against the obligation 
of the Commission for that amount that they do take? 

Mr. Coox. No, sir; there is not, except on partial termination. If 
we see that the requirement of the Commission is not going to be firm 
at the 600,000, that we envision will be taken from the plant for a 
long period of time, we can partially terminate and under those pro- 
visions they would assume their fair share of the demand charge. 

Representative Ho1iFrerp. Until that termination occurs, this 
energy is free to them? 

Mr. Coox. If it is available, it is available to them, but not free. It 
is available to them at the incremental cost of producing that energy. 

Representative Horirreip. They have been paid for that in the 
annual floor payment ? 

Mr. Cook. They have not. 

Representative Hotmretp. They have not been paid for the 600,000 4 

Mr. Coox. The demand charge includes the fixed components of cost 
under the contract. 
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Representative Hoxtrretp. As I understand the contract, the com- 
pany is obligated to furnish the AEC 600,000 kilowatt-hours, and 
for that there is a fixed annual charge of $9-million-plus. 

Mr. Coox. That is right. 

Representative Hoxtrietp. The point I am getting at is that if the 
AEC accepts any less than that without termination, then such amount 
as is less than they accept is free to them for backup and disposal in 
their other lines. 

Mr. Cook. No, sir; that is not right. 

Representative Horirrenp. If that is not right, that is the point I 
am getting at. What credit does the AEC get for that—the incre 
mental cost credit of 1.83 ? 

Mr. Coox. In an event like you described, if it occurred for short 
periods and that energy was available to the company, it would be 
made available to them at incremental cost, which is approximately 
the energy charge under the contract. 

Representative Hotirrerp. I understand the point now. 

Senator HickeNLoorer. What does he mean by “them” 

Mr. Coox. To the Mississippi Valley Generating Co. 

Representative Hotirm.p. 1 understand that point now. It is 
clear in my mind. So there is some protection to the Government on 
unused power below the floor annual charge of $9.2 million if we do 
not take it. 

Mr. Coox. Yes, sir. If we take less energy, sir, then our energy 
charge is also reduced, and our costs are reduced by the amount of 
the energy that they take, and the cost they pay for producing that 
energy. 

Representative Hotirietp. We pay for it at 4 mills and they take 
that unused back at 1.83. Am I right on that? 

Mr. Cook. No, sir. 

Mr. Nicuors. I think you might put it this way. We pay for the 
demand, whatever we state we are getting over a period of years. We 
can change that by canceling. 

Representative Hoxrrteip. I understand you can cancel. 

Mr. Nicuots. We can terminate a portion of that. As long as we 
say we want it day or night, we have to pay for it. If we don’t take it, 
say we cut off during the night, our energy charge drops accordingly. 
If they shut down a generator, that is just one proposition. However, 
if they keep their generator going and sell it to their own people, they 
pay the cost for keeping that generator going. In other words, the 
incremental cost. Isn’t that right ? 

Mr. Coox. Yes, sir. 

Representative Horrrteip. You cleared up that point in my mind. 

The next point is that the 50,000 kilowatts above the 600,000, which 
is the net capability of your plant, goes to them without charge. 

Mr. Coox. It does not go to them without charge. 

Representative Hotirireip. Does it go to them at the incremental 
charge ? 

Mr. Coox. It goes to them at incremental charge. 

Represent: itive Hotirretp. When I say without charge, I mean they 
may and undoubtedly do have a base charge for producing that energy 
which they pay themselves, but as far as we are concerned, we have no 
claim on them for that 50,000. They get it at whatever cost of pro 
duction. 
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Mr. Coox. We have first claim on the 50,000 if 1 of the units goes 
down, 

Representative Honirrenp. Yes; but in ordinary operation you 
would not have. 

Mr. Coox. Under the ordinary operation with all three units oper 
ating, that energy is available to them at incremental cost. 

Mr. Nicnots. We traded that, sir, for the bac kup power of 200,000 
kilowatts in case a whole generator is out. 

Representative Hotirme.p. That is a concession for them standing 
ready to produce the 200,000 in case a generator drops out. 

Mr. Nicuoxs. Yes, sir; that was part of the deal. 

Representative Honirrecp. Let me ask you this question further: 
Is the profit that they make from the sale of the 60,000 computed in 
the net profits of this contract, or is that over and above the allowable 
$600,000 per annum 4 

Mr. Coox. Those costs are kept separate from the costs under the 
operation of the contract. If there are any earnings to the company, 
they are not included in the $600,000. 

Representative Hotrre.p. That is the point I was anxious to find 
out, because what you have done by raising this per annum cost from 
$495,000 up to $600,000 is, in effect, guaranteeing them not 9 percent, 
but 11 percent per annum, 

Mr. Nicuots. No, sir. 

Mr. Cook. No, sir. There is no guaranty. 

Representative Hotimienp. You say there is no guaranty. Is it 
true that the profits can be carried forward and backward through 
the years to make that $600,000 per annum ¢ 

Mr. Cook. Yes, sir; but they still have to earn the money to carry 
forward. They have to operate the plant and build the plant at costs 
less than on which to base capacity charge and the present energy 
charge. 

Mr. Nicnots. In regard to the profit they make on that, it is true 
they should be able to make a profit on the 50,000 because it is candi of 
their system, but in return they are giving up a profit on what they 
would be getting if they used 150,000 additional or whatever it takes 
to give us “200,000 bac kup. They could be arranging to sell to some- 
body else this firm power. 

Representative Horrrretp. I understand there is a compensating 
factor. Iam just trying to bring out the facts of it, and understand it. 

As I understand it—if I am wrong, I want to be corrected because 
I want the record to show nothing but the truth of this, regardless of 
how it affects the arguments on either side—what you have done by 
this is in effect given them an allowable of 11 percent on their equity 
investment guaranteed by adjustment in their earnings in the form 
of carry forwards and paybac ks over the years, and in addition to that, 
they have a certain profit potential in the selling of unused power 
which they credit you at the cost of 1.83 mills per kilowatt, and also 
the profit which may occur as a result of selling the 50,000 above the 
600,000 for which they are obligated to deliver to us. That is a long 
sentence but have I stated it correctly ? 

Mr. Nicuots. No, sir; not all of the part of that is correct. 

Representative Hoxrrreip, Which is incorrect ? 

Mr. Nicuots. The part that is incorrect is that this new ceiling is in 
no way a guaranty of something less than 11 percent any more than 
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the estimate we used in the 9 percent was a guaranty. 

Representative Horirrerp. Would you say it was an allowable on 
their equity investment ? 

Mr. Nicuots. If they make it, yes, but it is not a guaranty. 

Representative Houirrexp. It is an allowable. It does not depend 
on any 1 year’searnings. It depends upon a permanent set-aside fund 
from which excess earnings are deposited, and if they are deficient in 
coming up with 11 percent, payments can be made from that fund 
to insure the 11 percent ? 

Mr. Nicnots. That is correct. You are correct on that part. 

Representative Hoxirrevp. I think I understand that. 

Mr. Nicuos. The additional earnings on the 50,000 I think we 
should keep on emphasizing, we traded ‘that for something. 

Representative Horirretp. I understand. That is a consideration 
to them for the backup. But the backup which they agreed to furnish 
is also part of their obligation to assure you do get your 600,000 which 
you pay for. You may pay it as a compensatory feature, but some- 
one else might not. 

Mr. Nicnots. If they didn’t have this contract at all that 150,000 
that it would take to make up this, they could be taking on other firm 
customers and probably making more money than they could make 
from us. 

Representative Hoxirretp. I see. Please go ahead. 

Chairman Cote. Will you proceed with section 2.03 ? 

Representative Htnsuaw. | would like to get one thing clear while 
we are on that question, if I may. You say there it reduces their 
availability of firm power for other customers. Am I correct in that ? 

Mr. Nicnots. Yes, sir. If they promise it to us, they can’t promise 
it to somebody else, or they have to go out and buy it if they need it 
for our purposes. 

Representative Hinsuaw. If they have another generator of simi 
lar capacity in the system or a couple of generators totaling that 
capacity, then there is no demand charge paid for that available gen- 
erator capacity in their system in the meantime, is there? 

Mr. Cook. They have to dedicate enough equipment to be in a 
position to serve us, and they can’t serve two parties and the income 
they derive from dedicating ‘th: at equipment to us from the exchange 
of energy they received from the 50,000 kilowatts. 

Representative Hinsuaw. That is right, but they don’t get any pay 
from anybody else for firm power, that is, the demand charge for 
firm power, for that 150,000 or 200,000 kilowatts which they dedicate 
to this backup power; is that right? 

Mr. Coox. That is right. 

Representative HinsHaw. They are merely paid a total charge of 
t mills or thereabouts for the power when, as, and if delivered. 

Mr. Coox. That is right. 

Mr. Nicnots. Another way of putting it is that if they have this 
excess now to guarantee our contract, as their load growth comes up, 
they have to build another generator sooner to keep the necessary 
reserves to supply their customers. 

Representative Hottrretp. Let us look at that from a practical 
standpoint, as long as we have gone into that, and that is that. your 
engineering practice shows there is not very great likelihood of that 
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being needed for any appreciable length of time. I believe your 
testimony before this committee was that there was a normal ex- 
pectancy of possibly 25 percent a year when they could not deliver 
the full net capability. 

Mr. Nicnors, It is something of that order; yes. 

Representative Hoxtrretp. Something of that order. Therefore, 
this does not represent generation capacity standing idle in the backup 
systems. 

Mr. Nicnoxs. No, sir; it is for the adjustment all the way through 
their system of what generators go down. It is a schedule for putting 
generators down. They have to have some reserve if one goes down 
when they don’t plan it. 

Representative Hoxiirmetp. As a matter of fact, they have to have 
reserve in their present system. 

Mr. Nicnots. That is right, and this starts eating into it, sir. 

Mr. Cook. Section 2.03 is for cooperation of the coordinating sys- 
tem and all we have spelled out here is that we will try to work out 
an operating procedure for the guidance and coordination of the three 
systems, 

Section 2.06 is priority assistance or rather section 2.06 is review 
and recommendations by the AEC. This section provides that the 
company will not retain any firm as architect and engineer for the 
design of the facilities or as general contractor for the construction of 
the facilities or for the management of the construction without the 
prior approval of the AEC. 

Representative Hoxirietp. I want to compliment you on that new 
factor of your contract. I wonder how much it means, though, in 
view of the fact that General Nichols has testified before us that he 
believes that the Ebasco people should be given another chance in 
spite of the Ebasco fiasco at Joppa. While you have the right of 
approval, you have already signified by testimony before us that you 
intend to approve or that you feel that the Ebasco people should be 
approved. 

Mr. Nicuors. Our intention at the present time, Mr. Holifield, is 
based on the past record, and what we feel is a reasonable setup. In- 
stead of using Ebasco as they were used in Joppa, where they were the 
constr uctors, the *y will be used as architect engineers to supervise the 
letting of construction contracts and they will have only about 60 or 70 
men on the site. In other words, they will be used closer to the v way 
they have been used up in Long Island, as compared to the way they 
were used at Joppa. They will not be used in handlfng the labor, and 
the actual construction. 

Representative Horirretp. That will be a specific contract for engi- 
neering and design, and will not be a prime contract which will allow 
them to subcontract to a subsidiary of theirs for construction ? 

Mr. Nicuots. The construction contracts and the equipment will 
be separate, and they will all be by competition. I think we have 
improved and taken definite action to where we have more control over 
the situation than we had before. 

Representative Horirrm tp. Will you proceed ? 

Mr. Coox. Section 2.06 provides for the company to furnish the 
AEC with estimates of cost and monthly cost reports. We have 
spelled out in here the references to the applicable sections in the 
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uniform system of accounts as to the type of information that is 
desired in those reports. 

Representative Hoxirievp. Is that satisfactory with the GAO, that 
particular method of accounting? oo 

Mr. Coox. The Federal Power Commission uniform system of 
accounts is uniformly used by all of the public utilities throughout 
the country. 

Representative Horrrreip. That is a satisfactory method of account- 
ing to the GAO? 

Mr. Coox. I can’t answer that directly, sir. I understand that it is 
satisfactory to them. 

Mr. Nicuors. We are sending this to the GAO. 

Mr. Cook. They have not had a chance to scrutinize yet all of these 
documents. 

Mr. Nicuots. This one, of course, was just finished. We are pretty 
certain there is nothing in here that they won’t find the type of thing 
they want in here. 

Mr. Coox. Section 3.01 spells out the company covers the service 
to be supplied by the company. In this section we spell out the cost to 
the company of obtaining such services from the sponsoring com- 
panies in the event that we desire power over and above the present 
contract capacity. 

Also, we have provided in the back of the memorandum certain 
technical data furnished by the engineers which is consistent with 
the manufacturer’s rating for the equipment that is involved to show 
just what types of swings in load can be accomplished from full 
loan to no load and the times that are involved. 

This will help us in working out satisfactory mutual operating 
agreements with the TVA in integrating the plant and the power 
available into their system. 

Representative Horrrrecp. At the bottom of page 3, does that not 
have this meaning: If the company has to provide interim power to 
the AEC, I suppose that would be interim power over and above the 
600,000 kilowatts, would it not? 

Mr. Coox. At any time that we desire power above our contract 
demand, then this section on the bottom of page 3 would apply. 

Representative Hottrieip. That is right. That, in fact, then, says 
that they will go out and buy power for you at whatever cost they can 
buy it for, the same as TVA is now doing at Paducah, and that they 
will charge you whatever that cost may be, plus the 1 mill per kilo- 
watt as a commission or loading cost or service charge, or whatever 
you want to call it; is that not right ? 

Mr. Cook. That is right. 

Representative Hotirretp. That is the same arrangement you have 
with the TVA, practically, at Paducah, is it not, for interim power? 

Mr. Coox. It is along the same lines; yes, sir. 

Mr. Nicuors. This is optional. We don’t need to take it. 

Representative Hoxirretp. I understand that. 

Mr. Cook. The only one difference is that in this contract we have 
provid as an incentive to early completion of the plant at 400,000 
‘ilowatts at the contract rates until the first unit goes into opera- 
tion after a specified period. 

Representative Hotrrieip. Thirty-two months. 
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Mr. Coox. No, sir; 36 months—36 months on the first unit. Then 
if the next unit is not in operation in 2 months, that power will con- 
tinue to be available for 4 mills. 

Representative Horrrreip. Ordinarily the construction of the three 
generators, I suppose, the order for them would be given and the 
construction would start at the same time. You would get delivery 
of them approximately at the same time, or would they come 1 the 
first year, 1 the second, and 1 the third? 

Mr. Coox. They come in sequence, so that your plant is in various 
stages of completion, with the No. 1 unit coming in at about 32 months, 
No. 2 in about 34 months, and No. 3 in about 36. 

Mr. Nicuoxs. It is cheaper to construct them that way, sir. 

Representative Hoxirmxp. All right. Will you proceed? 

Mr. Coox. In section 4.01 we have spelled out what we mean by 
no-load fuel. It is the fuel required to keep the boilers up to pres- 
sure and temperature and turn the units over so that they will be 
available to pick up load at any time. 

Representative Hoxirretp. You have not changed your 800,000-per- 
annum no-load fuel cost in the formula in the back of the contract. 

Mr. Cook. No, sir; that has not been changed. 

Representative Houtrietp. I won’t go into that subject. Your 
rates are being computed around 9,900 B. t. u. and your formula there 
of 9,017 I have never understood. That seems to be an excessive item 
in your no-load fuel cost. I am not yet aware of the significance of 
not putting your actual computation of efficiency in the 9,017 B. t. u. 
item. 

Mr. Coox. The 9,017 B, t. u. item applies only to the operation of the 
lant from where it is operating at no load to operation at full load. 

‘he no-load fuel is the fuel required to keep it in a position to be able 
to take load. If you add those two together then you get the B. t. u. 
per ratio for energy delivered to the middle of the river. 

Section 4.01 we have covered. 

Section 4.02 is the adjustment in the base capacity charge in changes 
of cost of base facilities. All we have spelled out here is that in 
computing the cost of the facility on which the final base capacity 
charge will be based, the cost of travel or similar expenses incurred by 
any overseer or employee of the Mid-South or Southern Co. in con- 
nection with the preparation of the proposal in the negotiations will 
not be included as an element of cost. 

Representative Hoxrretp. That is work they have done up to the 
effective date of the contract. 

Mr. Coox. That is work in connection with the proposal aad the 
negotiations they have done up to the present time. 

Section 4.03 is the periodic adjustment, and we have defined it as 
the composite rate which takes into consideration that for any given 
Federal income-tax rate the first $25,000 is at a lower rate. 

Section 4.09 is the adjustment in the absence of sinking-fund depre- 
ciation. 

Representative Hotirrevp. I didn’t understand your remark on that, 
sir. 

Mr. Coox. 4.09 is the adjustment in the absence of the sinking-fund 
depreciation. We have just provided here that in the event by reason 
of a change in the method of depreciation, it requires the AEC to 
make additional payments hereunder to maintain the intended rela- 
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tionship and such payments would be used to currently retire bonds 
and to pay any required premium for such retirement to reduce the 
cost to the AEC, 

Senator Anperson. You do not change the sinking-fund provision 
at all. 

Mr. Coox. No, sir. 

Senator Anprerson. You retire bonds on a sinking-fund basis, and 
not a straight-line amortization. 

Mr. Coox. That is right. But if at a future date the ruling is 
changed, we have spelled out the intent of the parties here. 

Senator Anperson. If the ruling was changed, what would hap- 
pen? You say if the ruling is changed—I understood the original 
section to read if the ruling is changed, the Government has to pay 
the company enough more money to take care of extra taxes that will 
occur during subsequent periods because they will make additional 
amounts. Is that mght? 

Mr. Coox. I did not state myself very clearly, sir. I said if a ruling 
is made different than the basis spelled out in section 4.09, which is on 
a sinking fund basis, and the ruling changes it to a straight-line basis, 
then this explanation I have given under section 4.09 would apply. 

Senator ANpEerson. When we were going over this section, I asked 
if the AEC could supply us with any cases where the Government 
had allowed a sinking-fund basis for a large corporation, such as 
Chrysler, General Motors, General Electric, or anything of that na- 
ture. Is their depreciation on a sinking-fund basis, or is it on the 
straight-line depreciation ? 

(No response. ) 

Senator Anperson. It has to be on a straight-line depreciation. 
Nothing else is provided for on the income all over this country. 

Mr. Coox. I am not a tax expert, sir. 

Senator Anperson. Neither am I. Finally we have gotten on 
common ground. You have provided for it here. 

Mr. Coox. We have provided for the purpose of having uniform 
those in the base capacity charge over the life of the contract. 
So that instead of having: 

Senator Anperson. That is not the only purpose of it. The only 
purpose is to get rid of income taxes. Anybody that has ever stopped 
to figure how to keep his income-tax low knows what this is in here 
for. 

Mr. Coox. No, sir. 

Senator Anperson. No? 

Mr. Coox. As long as your amortization and interest on debt is 
the same on a sinking-fund basis, and your depreciation is on a sink- 
ing-fund basis, then you have the situation that was envisioned at 
the time this contract was entered into. If the Federal Income Tax 
Service rules that they shall change their depreciation to a straight- 
line basis, that would mean that in about the first 1214 years under 
the contract our payments would be more than they are under a sink- 
ing-fund basis, and in the remaining part of the contract they would 
be less. 

Senator Anperson. It probably is, and I don’t understand the way 
income taxes work, but I thought I did. If this plant costs $100 
million, and you put it on a straight-line depreciation, it will be depre- 
ciated in 25 years. Does that take 4 percent a year ? 












































Mr. Coox. That is on the amortization. 

Senator Anperson. Yes. 

Mr. Nicuors. I think this could be summed up by saying that we 
felt if we could arrive at this particular method of doing it, we would 
have a better overall deal for the Government. We could have figured 
it the other way. Whichever way we figured it, in figuring our base 
costs here, we would have given consideration to the income taxes, 
whatever way they would have been. 

Senator Anprerson. Exactly. And the Gore amendment was de- 
signed to keep you from doing that. We understand it perfectly. 
I want to point out to you that if you are on a straight-line bs asis, and 
are going to amortize the plant in'31 years, you would take something 
in the neighborhood of 3.4 percent a year ‘deprec lation. I may have 
that wrong, but it is not far from right. It is about 3.3. Therefore, 
you would take off $3 million a year. 

On your very first year, if you took off that much for depreciation 
and your earnings were not sufficient to take care of it, before you 
got very far along—suppose you got 20 years down the road—you 
would have practically no investment in that plant, or you had re- 
duced it very materially, and therefore you would have very few 
bonds outstanding and have small interest charges and have excessive 
earnings, and the Government would recover a good deal of those 
earnings, because you have a limitation. 

This other way makes sure that does not happen and the Govern- 
ment would lose millions and millions of dollars in income taxes. 
Reduced to simplest terms that is the purpose of the sinking-fund 
depreciation. 

Mr. Nicuors. But we would have paid a different base charge in 
the initial period. 

Senator ANnperson. Yes; because you agreed to take care of their 
income taxes whatever they may be. 

Mr. Nicuoxs. Yes; giving consideration in whatever way we arrive 
at setting these charges. 

Senator Anperson. Do you give consideration? If you give con- 
sideration you can wave your hand and say I have considered it and I 
will pay it. 

Mr. ra If the estimates are made correctly we will have to 
pay i 

Senator Anperson. Therefore, this is an income-tax device, is it not? 

Mr. Nicuozs. It is recognizing different ways of paying income 
taxes as to the way you set up your charges. We had two alternative 
ways. We spelled out the one we preferred and we took allowance 
in case there is a change. 

Senator ANDERSON. ~May I go back to my question that I asked be- 
fore? Do you know any instance in tax history where a sinking-fund 
basis has been allowed ? 

Mr. Coox. Yes, sir; it is in the EEI contract. 

Senator Anperson. It is in the EEI and OVEC contracts, but it 
still is a matter of argument. Do you know of any other? The only 
place it has thus far been tried was in EEI and OVEC contracts. Do 
you know of any other place in the tax experience of the Government 
where they have put depreciation on a sinking-fund basis? 

Mr. Nicuors. I don’t, sir, but we were followi ing the pattern of EEI 
and OVEC as something that has gone through to date. 
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Senator Anperson. In other words, this section 4: 09 does not touch 
it at all. It leaves the sinking-fund basis. 

Mr. Nicuors, It does not change it. It does not alter from what 
we explained the other day, sir. 

Mr. Coox. We have made calculations under the total cost to the 
AEC over a period of 25 years, and the cost to the AEC is approxi- 
mately the same whether you use the sinking-fund basis or a straight- 
line depreciation. 

Senator Anperson. Mr. Cook, when we eet into that the other day, 
I got into some questions of cost, you said “Yes,” but the tax burden 
comes in here, we pay more taxes. You mean the total cost to the 
AEC or the total cost to the Government, because the Government 
would recover some of this tax money ? 

Mr. Coox. When I said total cost to the AEC, I was thinking of 
cost to the AEC, and how it would affect the rate we would pay under 
the terms of the contract. 

Senator Anperson. I don’t wish to burden it further. I have gone 
through that. What I am trying to get to is that this still leaves pro- 
vision for a sinking-fund arrangement and if the Treasury refuses to 
approve the sinking-fund arrangement, you agree to pay whatever 
else is necessary so ‘that they w ould have the same position as if the 
Government had approved the sinking-fund arrangement. That re- 
duced to the simplest terms is what the provision calls for. Is that 
right? 

Mr. Coox. I don’t know if I followed you on all the points. 

Senator Anperson. I simply say that you make provision for the 
sinking-fund arrangement for depreciation which no private mer- 
chant, no private manufacturer, no individual running his business 
can take. Then you say if the Treasury should decide that they 
will not give this special privilege to this company, which has not 
existed anywhere else in the country, we will go back and line their 
pockets with the money they would have made if the Treasury had 
allowed it. Is that not correct ? 

Mr. Coox. No, sir. 

Senator Anperson. How else would you read section 4.09? 

Mr. Cook. Under the terms of the contract we have calculated what 
difference in cost would mean to the AEC on whether or not you would 
start out with a straight-line depreciation or a sinking-fund basis 
from the beginning of the contract. As I remember the figures in con- 
sidering that this 1s a 30-year sinking-fund basis, and 30-year depre- 
ciation, and our contract 1s only for 25 years, over the 25-year period 
the sum of the difference for the 25-year period between the 2 methods 
is $337,000. We have also made calculations on various assump- 
tions—— 

Senator ANpERson. But have you made a calculation as to what the 
cost would be to the generating company, the Dixon-Yates company 

Mr. Coox. Yes. 

am itor ANpEeRsoN. How much more tax x woul 1 they pay under the 

raight-line basis than the sinking fund basis? 

Me Coox. Over the period involved, the estimated cost to the AEC 
difference is $337,000. There is no change in the profit to the company, 
of course. 

Senator Anverson. Is that not what I just got through saying? If 
they could not get the sinking-fund basis, that you would come and 
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hand them whatever money it took to give them the sinking-fund 
basis so that they ended up with the same “profit ? 

Mr. Coox. The base capacity charge was based as close as we could 
calculate on what the cost would be. If there are changes which are 
not under their control to change the actual cost, we have provided 
for adjustments here. 

Senator Anperson. I guess I am not going to get an answer out of 
you. I just want to re: ad you the language that is in the contract: 

If any such ruling, closing agreement, or other agreement, once obtained, 
should be reversed, rescinded, or rendered invalid or ineffective, with the result 
that the company will not be able on the aforesaid basis to recover fully the un- 
depreciated cost of the facilities within the expired portion of the 31-year period, 
the parties will enter into appropriate amendments or supplements to this con- 
tract to provide that the AEC shall thereafter at such intervals and during such 
periods of time as may be from time to time agreed upon make adjusted payments 
to the company for power and energy hereunder in amount estimated to be ade- 
quate to provide the company with funds together with the applicable portion 
of the debt money component of the capacity charge sufficient to maintain the 
intended relationship between depreciation and debt retirement and also to 
permit the company to comply with any sinking fund or analogous requirement, 

Isn’t that just plain language that says if this company cannot get 
from the Treasury Department a sinking-fund basis, or if the sinking- 
fund basis once granted is subsequently upset, AEC will come back 
and pay them such sums as may be necessary to give them the same 
profit situation as they would have had had they gotten the sinking- 
fund basis ? 

Mr. Cook. That is right. 

Senator Anperson. Thank you. 

Mr. Cook. But I would like to point out, sir, that we have made 
some calculations. 

Senator ANpErsON. It is the same question I asked you 5 or 6 dif- 
ferent times. 

Mr. Cook. O. K. 

Senator HickENLOOPER (presiding). Senator Gore. 

Senator Gore.. Would you not give the same answer to the payments 
with respect to the replacement “funds? In other words, if Dixon- 
Yates is able to secure a favorable tax ruling, then the payment will 
be one figure, but if it is unable to secure such a favorable tax ruling, 
then the payments by the AEC will be in sufficient amount to make 
the replacement fund approximately the same as it would have been 
had the company been able to secure a favorable ruling. 

Mr. Cook. It is made on an estimated basis—on a quarterly basis— 
on a prospective basis. Yes; that is right. 

Senator Gore. I was going to ask you if that was an evasion of the 
Gore amendment, but that is rather obvious. I won’t ask it. Thank 
you, Mr. Chairman. 

Mr. Nicnous. We have an Attorney General’s ruling on that that 
it is not. 

Senator Gore. I think you will get another ruling. 

Senator Hicken.oorer. If there are no more questions from any of 
the committee, you may proceed to the next section. 

Mr. Coox. Section 4.10 just indicates that the adjustment shall be 
made on the same proportion if the contract capacity is reduced. 

Section 4.11 spells out an understanding on the line of demarcation 
between what would be considered maintenance and what would be 
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considered replacement, so that there would be no question in deter- 
mining that division in those costs at a later date. 

Senator Gore. Would you spell that out a little more as to just 
what you have determined / 

Mr. Cook. Yes, sir. Section 4.11 is the replacement section of the 
contract. Since this is a separate payment which was established 
because there is no experience on these large size units at the present 
time, and we did not now want to agree to an estimated annual cost 
without experience over a period of 25 years, it was set up on this 
basis, so that. we could set an approximate amount, and if the experi- 
ence at a later date indicated that it should be up or down, then it 
would be adjusted. 

By reason of the separate provision for payment of replacements 
and by reason of payment under parts of the energy charge and the 
demand charge in the contract itself, covering operation and main- 
tenance, we wanted to make sure that there was a clear line of demarea- 
tion between those costs that go to replacement and those costs that 
go to maintenance. 

Senator Gore. The original contract leaves to the company the deci- 
sion as to what replacements will be made, and the amount of funds 
to be spent thereon, and thereby leaves to the company the determina- 
tion of what amounts, if any, will be left for division between the 
company and the AEC. Have you altered that? 

Mr. Cook. Yes; we have. We believe that with this language in 
here, we will sit down and work out with the company a list of prop- 
erty items that will be considered the appropriate items to be con- 
sidered as replacements. 

Senator Gore. Mr. Cook, you believed that before. Do you have an 
actual agreement that will give to the AEC the right to approve or 
disapprove the expenditure by the company of this replacement fund ? 

Mr. Cook. We have the right to approve expenditures for any 
item of replacement in excess—— 

Senator Gore. Do you have the right in this case? 

Mr. Coox. We have the right to approve the expenditure of any 
item of replacement in excess of $100,000. That would take care of 
the major equipment. 

Senator Gore. My question is, do you have the right to disapprove? 

Mr. Cook. If the cost is in excess of $100,000, we have the right to 
disapprove it, yes. 

Senator Goxe. Ilow often would this $100,000 limit be utilized ? 

Mr. Coox. It would be utilized on the major item of equipment in 
the facility and the housing structure itself. 

Senator Gorr. My question is how often ? 

(No response. ) 

Senator Gore. Could they replace one wire box this year, another 
next year, and something else the following year ? 

Mr. Coox. No, for the reason that we have gone over with them a 
list of property items that was compiled in compliance with the 
Uniform System of Accounts of the Federal Power Commission, and 
those are the property items that will be used in determining re- 
placement costs. As you will note, after we get a little experience, 
using this list as a guide, the estimated cost of replacements can be 
revised downward to reflect actual experience and estimated experi- 


610 UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO. 


ence for the subsequent period. This item is also subject to arbitra- 
tion under section 8.23. 

Representative Hoxirrecp. Would the Senator yield on that point? 

Senator Gore. Yes. I yield, but before doing so, I am just wonder- 
ing if this particular memorandum of agr eement with respect to this 
particular section has any actual meaning. I yield. 

Representative Horirrerp. I was just going to ask a very short 
question. If the word “replacement” as used here, as it has been 
used by the gentleman throughout the discussion subsequent years 
and we are certainly not going to agree to replace any warehouse. 

Representative Hoxtrievp. Agree on the cost for what? 

Mr. Coox. On the cost for subsequent years. 

Representative Horirierp. I thought you said for substitute use. 

Mr. Coox. No, sir. 

Representative Hoxrtrieip. Using it to substitute that which has 
been worn out. 

Mr. Coox. If a boiler feed water pump passes its expected life, 
this fund is set up to cover the cost of the purchase, and the installa- 
tion of a new boiler water feed pump so that they can continue to 
supply the contract demand for the contract period involved. 

Secneuontihine Houirrecp. That has always been my understand- 
ing of the word “replacement.’ 

Mr. Nicnots. I think there has been some basis for an honest dis- 
agreement between you and me on the meaning of displacement power 
and replacement. But I don’t think in this case there is any basis 
whatsoever. 

Representative Horirretp. I yield back to the Senator. 

Chairman Coxe. If the committee will suspend for a moment, the 
clock now indicates the hour to be 5 p.m. I would like to have in 
the record at this time a response from the general counsel with re- 
spect to the effect of section 8.21 of the base contract, which reads that 
this contract constitutes the entire agreement between the parties 
and supersedes all prior communications or statements of the parties, 
whether written or oral with respect to agreement as to the subject 
matter hereof. 

What is counsel’s opinion as to the legal effect of the subsequent 
supplemental agreement and collateral letters and memorandum of 
understanding ¢ 

Mr. Mircueti. Mr. Chairman, I think section 8.21 is simply a state- 
ment of a rule of law which would have applied in any event, to the 
effect that where parties to an agreement reduce it to writing, then the 
writing becomes the sole evidence of their agreement as to anything 
that may have transpired up to the time of signature. This, of course, 
is reflected in the way section 8.21 is written. It refers to all prior 
communications or statements of the parties. 

The memorandum of understanding, as is indicated by the covering 
letter, was executed and delivered subsequent to the execution and 
delivery of the power contract. Therefore, it becomes a subsequent 
understanding not within the terms of section 8.21, and also not within 
the terms of the rule of law to which I referred. 

Chairman Core. But the opening paragraph of the memorandum 
itself refers to the fact—I will read it: 
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During the course of negotiations of the contract between the parties acting by 
and through the Commission, the following interpretive understandings were 
developed in conversation between the parties. 

That expression refers to discussions made prior to the execution of 
the contract. 

Mr. Mrrcewetu. That is right, sir. I take it that this paragraph to 
which you refer is a matter of statement of fact as to the origin of 
these understandings. But they derive their affirmative effect from 
the letter on the first page in which the parties said : “This memoran- 
dum is our understanding.” In other words, they are reaffirming sub- 
sequent to the date of the contract, subsequent to the execution and 
delivery of the contract, rather, the understandings which they had 
previously arrived at. They are repeating them, and giving them 
force, since they are adopting them now after the contract has been 
executed and delivered. 

Mr. Nicuors. Mr. Chairman, the first document executed was the 
contract. 

Chairman Coz. Yes, that says that the contract constituted the en- 
tire agreement. It eliminates all prior communications and state- 
ments. 

Mr. Nicuors. Yes, sir, but it does not keep you from making sup- 
plemental agreements or anything else subsequent. 

Chairman Coxe. In the supplemental agreements, you co refer to 
prior communications and discussions and negotiations. 

Mr. Mircuetyi. Really what the parties are saying, Mr. Chairman, 
is that we said them once and we are saying them again. 

Chairman Co xz. Is there any doubt in your mind, Mr. Mitchell, as 
to the legal enforceability of the supplemental contract, and the other 
attendant documents ? 

Mr. Mironenz. No, sir. 

Chairman Coxe. That is sufficient for me. 

For the record, from the standpoint of chronology, can you, Mr. 
Cook, since you were the one who signed these documents, indicate 
under oath that the base contract was signed by you first? 

Mr. Coox. It was, sir. 

Mr. Nicuots. I also approved it first. 

Chairman Corz. And the other supplemental documents were 
signed by you subsequent to the signing of the base contract ? 

Mr. Coox. That is right, sir. 

Chairman Core. Very well. 

Mr. Murray, one of the Commissioners, has asked an opportunity 
to make a statement before the committee. So the Chair suggests that 
the present witnesses be excused to return tomorrow morning at 10 
o'clock, when we will resume the questioning. 

At one time the Chair had thought that we might consider having 
hearings this evening. However, in view of the fact that new docu- 
ments of great smapNARI have been submitted only today, I feel it 
would be better when we recess today that we recess until tomorrow 
morning, so that all members may have a chance to digest these new 
paaen Mr. Price. 

tepresentative Price. I was going to add that Mr, Cook and the 
counsel for the Commission could specify to us the sections of the 
memorandum of agreement which were under discussion and agreed 
to prior to the actual writing of the contract. 
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Chairman Core. It is the understanding of the Chair, and I hope 
General Nichols will correct me, that none of the items in the memo- 
randum of agreement were—— 

Representative Price. I misunderstood the statement. 

Mr. Nicnors. They were all under negotiation, Mr. Price, but the 
basic contract document was signed first. Mr. Cook so testified. I 
testified, and I made very certain I approved that first. Actually 
when you get ready to sign, of course, we had been talking about. all 
of them. But they are not effective until the sy are signed. In fact, 
they are not effective until I approve them, as far as the documents 
we were signing are concerned. There are other provisions of law 
which we are talking about here that make them effective. 

Senator Anperson. May I ask if copies of all these documents have 
been supplied to the General Accounting Office, so that when we call 
for testimony they will have had a chance to study them ? 

Chairman Corr. The Chair has been advised that they have been 
sent to the General Accounting Office. 

Mr. Coox. They have not been actually delivered. 

Chairman Corr. I am advised they are aware of them. They may 
have sent over for them. 

Mr. Coox. They may have. 

Chairms an Corr. They have them, T am told. 

Thank You, gentlemen. We will see you in the morning. 

Mr. Murray is being recalled to continue his presentation in this 
matter. 


TESTIMONY OF THOMAS E. MURRAY, COMMISSIONER, UNITED 
STATES ATOMIC ENERGY COMMISSION—Resumed 


Mr. Murray. Thank you very much, Mr. Chairman. Allow me to 
explain perhaps what I would like to explain and why I took the action 
that I did. 

I testified before your committee last June and again last Saturday 
that I would follow the Presidential directive to negotiate a power 
contract with the Dixon-Yates group. I further stated last Saturday 
that the Dixon- Yates contract as it then stood needed more modifica- 
tion before I could approve it. I outlined these modifications. 

Especially significant among them was a clause under which the 
Government could recapture the entire project if it so desired. The 
Dixon-Yates group this morning approved a satisfactory clause of 
this type. This gives the administration and the C ongress 3 years, up 
to November 1957, to decide whether or not to exercise this option. 
In the meantime, the Memphis area will not be deprived of power. 

In addition, the Dixon- Yates group agreed to the other essential pro- 
visions upon which I stated my approval was contingent. Therefore, 
believing it to be in the public interest, I voted to approve the discus- 
sion of this revised contract. It is my earnest hope that this action 
will free the commisioners and their staff from the protracted delibera- 
tions of almost a year which have preempted so much of their time and 
permit the Atomic Energy Commission once again to devote its entire 
energies to its primary responsibilities. 

Chairman Coir. Thank you, Mr. Murray. 

Are there any questions ¢ 
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Representative Van Zanpr. Mr. Murray, you are entirely satisfied 
now with the contract? 

Mr. Murray. I am entirely satisfied that the contract should be 
signed, and I believe it is in the public interest to sign it. 

Representative Van Zanpr. In connection with your anxiety about 
the attention of the Commission being diverted from a lot of impor- 
tant business through this contract, do you know of any real important 
business that is before the Commission at the present time that should 
be taken care of which has not been taken care of because of the atten- 
tion this contract has been receiving ¢ 

Mr. Murray. Mr. Van Zandt, a question like that is a very difficult 
question to answer. Our very presence here as commissioners for 
many days would indicate that if were not here we would be doing 
something else. I think to go into detail of exactly the degree of the 
effect that it has had on our program, I do not think would be of any 
particular significance, at least in my opinion, at this moment, 

Chairman Core. Mr. Murray, had you completed 

Mr. Murray. Yes, sir. 

Representative Van Zanpr. One more question, Mr. Chairman. 

Is it now your thinking that we should proceed to vote on this matter 
in order to dispose of it at the earliest possible date ? 

Mr. Murray. I am not passing judgment or suggesting on the ques- 
tion of whether this committee should waive the 30-day provision. 

Representative Van Zanpr. I did not mean that by my question. 
My question was designed to get a reply from you as to whether or 
not this matter should be disposed of immediately so that the Com- 
mission can go back to its regular duties. 

Mr. Murray. I feel it should be. 

Chairman Coir. That was the question I was about to raise, to so- 
licit your recommendation with respect to whether a waiver should 
be granted or not. I was about to interpret what I thought your posi- 
tion on it to be. Perhaps you would be in a better position to state 
it yourself. 

Mr. Murray. There is no question in my mind, as I have stated 
before, that we should never have been drawn into this particular con- 
troversy. It is a controversy that is here, and it has to be resolved. 
I will just be repeating what I have said before, that we have many 
important things to do and the sooner this particular contract can be 
resolved, as far as I am concerned, it is in the interest of the public 
to have it resolved. 

Chairman Corr. Thank you, Mr. Murray. 

Representative Hottrm ip. Mr. Chairman, I have quite a number of 
questions to ask the gentleman. He has made a very important state- 
ment. I do not want any questioning cut off at this time so we can all 
get a chance at this. 

Chairman Cote. The Chair must not allow the statement made by 
his friend from California to stand because certainly there is nothing 
the Chair has said or done which would indicate an effort on his part 
to cut off anyone. 

Representative Horirrep. I agree with that. It is getting late and 
I just wanted to be sure that we had a chance to question Mr. Murray. 
Chairman Cotr. Mr. Price. 
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Representative Price. Mr. Murray, I take it from your last state- 
ment that you still feel that the Atomic Energy Commission, the Com- 
missioners, and the whole staff of the Commission have been thrown 
into a project far removed from its responsibilities. 

Mr. Murray. I do. 

Chairman Core. Mr. Holifield. 

Representative Hoxirretp. Mr. Murray, you have testified that you 
believe that this should be signed in the public interest. I want to 
ask you what is your overriding reason for making that statement. 

Mr. Murray. Mr. Holifield, I stated last Saturday that there were 
certain provisions in this contract that I thought should be changed 
and improved. I stated that if those changes were made, I would 
vote for the signing of this contract. A1l of the essential changes have 
been made and met as far as I am concerned. 

Representative Hotirreip. You are speaking now of the 17-point 
memorandum which you presented ? 

Mr. Morray. In effect; yes. All the essential parts of those 17 
points. 

Representative Hoxrrretp. All of the essential parts have been in- 
corporated in the memorandum of agreement ? 

Mr. Murray. I should think so. 

Representative Horirreip. This does not necessarily indicate that 
you personally approve the terms of this contract, that you are com- 
pletely satisfied with the contract as such. You are under compulsion 
by Presidential directive, and you answer to your own conscience. I 
have no complaint to make as to how you answer it, but some of us 
who are not completely satisfied have also our duties to perform. 

Mr. Morray. I have testified that I would follow the Presidential 
directive to try to carry out a contract and negotiate a contract. 

Representative Hoxirrevp. I will not pursue that further at this 
time. Do you think that the signing of this contract will be a resolu- 
tion of this very distracting affair? 

Mr. Murray. I would not have signed it if I did not think so. 

Representative Houirretp. You are aware, of course, of the testi- 
mony that has been given by members of the Appropriations Com- 
mittee, Congressman Jamie Whitten, Senator Hill of Alabama, before 
this committee, that they intend to go into this matter in the regular 
function of their committees during the following year thoroughly? 

Mr. Murray. If do not know whether I should « express an opinion 
upon whether they should or should not, but I should think it would 
be very unfortunate for the Commission that we are dragged into 
more testimony on this particular issue. 

Representative Houirrerp. I recognize your opinion on the subject. 
I asked you if you were aware of their testimony in that regard. 

Mr. Murray. The particular testimony you refer to, I am not. 

Representative Hotirretp. You are aware that once the Atomic 
Energy Commission signs this contract that from now on they have 
it as their duty and responsibility to service the contract; they will 
have as their privilege the appearance before various committees of 
the Congress to explore this complicated contract and its most intri- 
cate details during the coming year, are you not? 

Mr. Murray. My personal opinion, ‘the way this contract should 
be serviced for the next 25 years, is to turn it over to TVA and let 
them service it. 
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Representative Hotirietp. Does the contract provide for you sign- 
ing that duty to them? 

Mr. Murray. I think we could make negotiations with any agency 
that we cared to that would relieve us of the 1 responsibility of servicing 
it. Iam not sure of that, but I think we can. 

Representative Hoxtrretp. Would that be by assignment? 

Mr. Murray. It would be an agreement. 

Representative Hotirmetp. An agreement? 

Mr. Murray. Yes, sir. 

Representative Houtriety. Do you think that would have any effect 
upon the contract or upon the rights of the TVA under the contract? 

Mr. Murray. They would be acting as our agency, I assume. 

Representative Hourrrexp. They would be acting as your agency? 

Mr. Murray. Yes, sir. 

Representative Hortrretp. Would they be given the latitude of an 
independent commission, or would this be an occasion of one inde- 
pendent commission bowing to the will of another independent com- 
mission in the administration of this contract? 

Mr. Murray. I said this is one way that it might be handled if 
we ran into troubles of that kind. Perhaps we might be able to 
find some other way. I do not believe, Mr. Holifield, that it would 
present a major difficulty to get some other agency of the Government 
to service this contract. 

Representative Hotrrretp. You made one of your important points 
in your presentation the point of recapture. This right to recapture 
for 3 years after the effective date of this contract, as you understand 
it, gives the Government the right to step in at any time and take 
over this contract and pay the Mississippi Valley Generating Co. 
such expenses as they have incurred ? 

Mr. Murray. That is right, sir. 

Representative Ho.irievp. It is estimated that it will take 36 months 
to bring this plant to completion. Therefore, your right to recapture 
is during a period of time before the operation of this plant; is it not? 

Mr. Murray. It coincides pretty much with the completion of the 
plant. I had particularly in mind, however, that it would carry over 
to the Congress that would come into being on January 1, 1957. 

Representative Hoxtrrecp. Yes; the right to recapture does give 
Congress the right to act for 3 years, which it certainly did not have 
before, but at the cost of certain payments to these people in case we 
waived this contract and expenses which will be set up after the effec- 
tive date in case of waiver and will penalize the Government and the 
Congress if they approve recapture. 

Mr. Murray. I think so. May I just add to that answer this state- 
ment: You and I think Senator Gore and Senator Anderson ques- 
tioned the $1,135,000 that might be committed fer transmission lines 
by the Arkansas Power & Light Co. It is understood in our organi- 
zation that the starting or committing of any funds against that par- 
ticular item could be delayed for almost a year. 

Representative Hoxtrietp. Yes. 

Mr. Murray. So there would be no obligations, practically, under 
that $1,135,000 for at least a year. 

Representative Houtrretp. You are aware, of course, that if the 
Government did exercise its right to recapture that it would have to 
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exercise it on a plant which has been placed in a position which is of 
disadvantage to the oy of Memphis, it is of disadvantage to the inte- 
gration into the other Government facilities, it is located some miles 
below where the Government agency which knows most about power 
in the Tennessee Valley had already chosen a spot which would be of 
advantage to the integration of their system, and therefore they would 
be under the penalty of recapturing a plant built where many people 
seem to feel is a poor location and uneconomic location due to the 
distance and due to the fact that they have to have an overhead trans- 
mission line across one of our most treacherous rivers, and also due 
to the fact that involves an additional $9 million of cost which would 
not exist if the plant were located where the Government agency 
feels that it should be. You are aware of those factors, are you? 

Mr. Murray. If the Government fails to exercise its option for 3 
years, then you would have all those conditions—not all of the condi- 
tions, the conditions that you have just mentioned. May I backtrack 
just a little? 

If you made up your mind tomorrow to cancel this contract, you 
could put this plant at Fulton or any other place you cared to. 

Representative Horirrenp. If we waive the right for this to lie be- 
fore the Congress, costs and expenses can be incurred which the Gov- 
ernment will have to pay in case it exercises the right of recapture; 
is that not true? 

Mr. Murray. That is correct. 

Representative Horirrecp. The longer it delays in that 3-year period 
its action of recapture, the more obligation will occur ? 

Mr. Murray. It becomes less advantageous to the Government. 

Representative Honirrenp. That is right. You recognize that if 
this plant is built and then it is recaptured that this will be an invasion 
by the TVA of an area across the river and outside of the present TVA 
region, which is one of the things that has been feared of the TVA. 
There will be an extension of their lines over into the State of 
Arkansas. 

Mr. Murray. I take your word for that. I assume that would 
happen. 

Representative Horirrerp. If the Government should recapture this 
plant, they would be subject to the regulatory body of the State of 
Arkansas in the operation of it rather than their own operation in the 
State of Tennessee / 

Mr. Murray. I think they would. 

Representative Hotirrerp. Of course, you know that that regulatory 
body has permitted rate levels far in excess of the regulatory body 
of the State of Tennessee ? 

Mr. Murray. Yes. 

Representative Hotirretp. You are also aware that this is not a 
recapture clause in the sense of the recapture clauses ordinarily con- 
tained in Federal power contracts where licenses have been given to 
private utilities to build generating plants on Federal dam sites on 
navigable streams. You are aware of that, are you not, that this is 
a different recapture clause than that ? 

Mr. Murray. I am not familiar, Mr. Holifield, with those recap- 
ture clauses. 
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Representative Horirrecp. Let me inform you that a true recapture 
clause, as exercised by the Government, in the case of licensing of 
private utilities to build facilities on Federal dam sites, is for the life- 
time of the plant and at any time they can step in and recapture the 
plant. This is not ordinarily exercised, but the fact that they can 
exercise it has a great effect upon the rates charged to the people. 
Therefore, this recapture clause is not that type of a clause. 

Mr. Murray. It is not; no, sir. 

Representative Hoxrirrepp. Therefore, this recapture clause has a 
limited value to the Government—a value of the right to step in and 
stop this rather than the right which the Government usually main- 
tains where its investment is periled or its creditor facilities used 
and that is the right of protection during the lifetime of the contract 
with the Government. 

Mr. Murray. I think that is correet, sir. 

Representative Hotirretp. That is all I have to ask at this time. 

Chairman Coir. Senator Anderson. 

Senator ANperson. Mr. Murray, I realize you think that once this 
signing is over you are going to be able to go back to work and not 
have any controversies. I recall a London newspaper once said that 
no great problem is settled until it is settled right. 

Did I understand you to say that this was somewhat in response 
to a Presidential directive ? 

Mr. Murray. It was. 

Senator Anprerson. In the meantime the on have been a great many 
hearings and witnesses examined. Do you believe that the contract 
has been improved by this public hearing? 

Mr. Murray. Very much so. 

Senator Anprerson. Do you think that the 4 or 5 points which 
were mentioned today improve the contract from the standpoint of 
the public? 

Mr. Murray. Very much so. 

Senator AnpERSOoN. Do you think that the recapture clause is a very 
valuable grant. to the public in this matter ? 

Mr. Murray. It has great v: alue, at least in my opinion. 

Senator ANnprerson. It does in mine, too, Mr. Murray. I think 
there is a great chance, perhaps, to save us from extra costs if there 
should be a decision. I am not trying to anticipate one, but if there 
should be a decision. You think some of these other clauses that 
have been discussed today represent improvements in the contract? 

Mr. Murray. I do. 

Senator ANprerson. Do you regard this as much more than a 60-day 
option, that because of this F ‘ebruary 15 date when everything can 
be called off without cost? Does it not at least have something of the 
character of a 60-day option ? 

Mr. Murray. I think it has. 

Senator Anperson. Would you have preferred to have eliminated 
that option ? 

Mr. Murray. I would have. 

Senator Anperson. And had a firm contract so you could go to 
work ? 

Mr. Murray. Yes, sir. 

Senator Anperson. Do you plan to ask the Securities and Exchange 
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Commission to waive, as they did in the Ohio Valley Electric Co. 
and EEI cases, those provisions of the requirement of submitting 
their securities and obtain permisison for issuance ? 

Mr. Murray. The Commission has not discussed that particular . 
phase of it. 

Senator Anperson. I think it is a very important thing. If the 3 
Commission waives all these requirements on the issuance of secu- 
rities—— 

Mr. Murray. In order to get ahead with the job? 

Senator ANperson. Yes. 

Mr. Murray. I would like to keep an open mind on that. 

Senator Anperson. I wish you would keep a closed one. 

I think that is all. 

Chairman Cote. Any further questions? 

If not, you may be excused, Mr. Murray. Thank you very much. 

The Chair has received a telegram from certain Members of the 
House of Representatives which he feels should be read at this time. 
The telegram is addressed to the chairman and is signed by Wilbur 
D. Mills, Oren Harris, E. C. Gathings, and Brooks Hays, all Members 
of the House from the State of Arkansas. It is dated tod: ay. 

In view of need of proceeding promptly to avoid critical power shortage in 
the Memphis area, strongly urge means be found to resolve Dixon-Yates situa- 
tion at once. Substantial time will be gained if engineering and other work 
already done on this project can be used. Would not a logical solution be to 
waive 30-day period now, provided company gives Congress 3-year opportunity 
to bring about Government purchase of plant at fair price in then state of com- 
pletion if Congress so wills? 

In such event, work could commence with no further loss of valuable time 
a meeting critical power shortage; also your committee would be waiving no 
,abstantial rights of next Congress. Would not it be possible for AEC and 
company to include some or all of present suggested changes by Murray in con- 
tract as further basis of compromise and justifying immediate action in conclud- 
ing matter so construction could now start? 

The telegram is signed by the Members whose names have been 
given. 

Senator Gore. Mr. Chairman, would you mind indicating from 
what State those Representatives come ? 

Chairman Core. The Chair has already indicated the State of 
Arkansas. 

Senator Gore. Would the Chair mind commenting upon the strange 
coincidence of the similarity between the telegram and the amended 
proposi al that has been brought before us? 

Chairman Coir. The Chair’s comment would be to observe that the 
Members from the State of Arkansas are sound, sensible Representa- 
tives of the people of that area. 

The meeting will be adjourned until 10 o’clock tomorrow morning. 

(Whereupon, at 5:30 p. m., Thursday, November 11, 1954, a recess 
was taken until 10 a. m., Friday, November 12, 1954.) 
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EXERCISE OF STATUTORY REQUIREMENTS OF, SECTION 
164, ATOMIC ENERGY ACT OF 1954 


UTILITY CONTRACT BETWEEN ATOMIC ENERGY COMMIS- 
SION AND MISSISSIPPI VALLEY GENERATING CO. 





FRIDAY, NOVEMBER 12, 1954 


ConGrEss OF THE UNITED STATES, 
Jornt CoMMiTTEE ON ATOMIC ENERGY, 
Washington, D. C. 

The Joint Committee met at 10:15 a. m., pursuant to recess, in the 
old Supreme Court chamber of the Capitol, Hon. W. Sterling Cole 
(chairman of the joint committee) presiding. 

Present: Representative Cole (presiding), Senator Hickenlooper, 
Senator Bricker, Senator Anderson, Senator Pastore, Senator Gore, 
Representative Hinshaw, Representative Van Zandt, Representative 
Jenkins, Representative Durham, Representative Holifield, and 
Representative Price. 

Present also: Corbin C. Allardice, Executive Director of the Joint 
Committee on Atomic Energy. 

Chairman Core. The meeting will come to order. The Chair 
observes a quorum present, so the committee may proceed with its 
hearing and continue interrogation of the representatives of the 
Atomic Energy Commission. 

The Chair has been advised by Mr. Strauss, Chairman of the Com- 
mission, of a long-standing commitment he has today which is related 
to the atomic energy program and one which is of extreme importance 
to the effective continuance of the atomic program. 

For the information of the members of the committee and for the 
record, Mr. Strauss, I will give you an opportunity to repeat the situa- 
tion as you related it to me a short while ago with respect to your 
commitment. 


TESTIMONY OF LEWIS L. STRAUSS, CHAIRMAN, ATOMIC ENERGY 
COMMISSION; K. D. NICHOLS, GENERAL MANAGER, ATOMIC EN- 
ERGY COMMISSION; WILLIAM MITCHELL, GENERAL COUNSEL, 
ATOMIC ENERGY COMMISSION; R. W. COOK, DEPUTY GENERAL 
MANAGER, ATOMIC ENERGY—Resumed 


Mr. Srravss. Mr. Chairman, this committee is to meet with Bel- 
gian Foreign Minister Spaak in order to initiate the renegotiation of 
our contract with the Belgian Government. I am to meet him.by ap- 
pointment at 11. We will sit through the lunch hour, and with your 
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permission, if I am excused, I would expect to be back here for your 
session if it continues after lunch hour. 

Chairman Corr. I am sure there will be no objection from the mem- 
bers of the committee that you be excused to meet that commitment. 
You anticipate that you will be able to return this afternoon / 

Mr. Srravss. I do, sir. I have an appointment with the members 
of the Japanese Cabinet at 2:30, but I have arranged for one of the 
other Commissioners to attend that meeting. 

Chairman Corr. Very well. It is understood then you may be ex- 
cused whenever you feel it is necessary for you to leave in order to 
keep your appointment with the representative of the Belgian 
Government. 

Mr. Srravss. I will leave at 10:45 with your permission. 

Chairman Core. Before you do leave, Admiral Strauss, [ would 
like to elicit from you an expression of your opinion, personally and 
officially, with respect to the possible etfect of the Dixon- Yates project 
upon the rates charged by TVA to its distributors and consumers. 
There has been expression of considerable ere nsion on the part 
of the consumers in the TVA area that the Dixon-Yates project will 
result in added costs and expenses to TV A which in themselves might 
provide the basis for a demand to increase the rates charged by TVA 
to its consumers. 

According to the press reports of the President’s conference a day 
or so ago, it is my impression that the President indicated his belief 
that this project should not result in any added costs to TVA for which 
there was no equivalent benefit. Would you e xpress your viewpoint ? 

Mr. Srrauss. My viewpoint, Mr. Chairman, is in concurrence with 
that of the President. 

Chairman Corr. And the effect then, in your judgment, is that the 
Dixon- Yates project, if and when it is carried out, will result in no 
added expenses to TV A ? 

Mr. Srravuss. That is my belief, Mr. Chairman. 

Chairman Coir. Thank you. 

Now there is one other point on which the record remains incom- 
plete, and that is the question—I will direct this to Mr. Mitchell, as 
counsel—the question of the legal capacity of the Dixon- Yates signa- 
tory to the contract and documents. 

Mr. Nicuors. I would like Mr. Mitchell to answer that, sir. 

Mr. Mrrenetyi. Mr. Chairman, in connection with the execution of 
these various documents which are before the committee, I have ex- 
amined the Arkansas statutes under which the new company is organ- 
ized, the statutes relating to organization of business corporations. 

I have in my files and have examined a certified copy of the articles 
of incorporation of the new company, which show that they were filed 
with the secretary of state of : rkansas on July 19, 1954, and filed 
and recorded the same day with the county clerk of Pulaski 
County, Ark. 

I have also examined a certified copy of the bylaws of the new com- 
pany, a certified copy of a resolution of the company authorizing the 
power contract, supplement No. 1 thereto, the letter of conditions on 
delivery, and the memorandum of understanding. 

I have a certificate by the secretary of the company as to who the 
properly elected and acting officers of Mississippi Valley Generating 
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= sponsor ing companies undertake with the Mississippi Valley Gen- 

rating Co. to ) subscribe to common stock of the new company in speci- 
fied proportions, provided the necessary regulatory approvals are ob- 
tained; a certificate by the secretary of the Middle South Utilities 
Co. as to its officers; a similar certificate by the secretary of the 
Southern Co. as to its officers; a certified copy of a resolution of the 
Southern Co. authorizing the execution of the letter contract on in 
terim power; a certified copy of a resolution of the board of directors 
of the Southern Co. regarding execution of the memorandum of under- 
standing on backup power; a certified copy of a resolution of the 
Southern Co. authorizing the execution of the subscription agreement ; 
and a certified copy of a resolution of the board of directors of the 
Middle South Co. authorizing the execution of the letter contract on 
interim power, the subscription agreement and anything else that may 
be necessary either under the proposal of April 10, 1954, or under the 
power contract. 

I have also examined the executed documents after signature, and I 
am satisfied that the new company is properly organized, that the var- 
ious documents were properly executed, and that they are legal and 
binding according to their terms. 

Chairman Cots. Thank you, sir. 

When the committee recessed yesterday it is the recollection of the 
Chair that the witnesses were in process of interrogation by the gentle- 
man from California, Mr. Holifield. 

Senator ANDERSON. Would he let me then come in for one question ? 

Chairman Core. I am sure he will. I will speak for him. 

Senator Anperson. This question is addressed to Admiral Strauss. 
Admiral, in your opinion, has this delay in discussion and controversy 
affected the weapons? I know that is in the minds of a great many 
people, and I would like to have your comment on that score if you do 
not mind. 

Mr. Strauss. Senator Anderson, in my opinion it has not. I am 
afraid that there has been a misleading impression conveyed to the 
public, perhaps unintentionally, to the effect that the weapons pro- 
gram has been impaired by the power negotiations. The facts are 
that the Military Applications Division of the Commission and the 
laboratories at Los Alamos and at Livermore and the Commission’s es- 

tablishment at Sandia probably know about the Dixon- Yates contract 

only to the extent that they have read about it in the press. I am satis- 
fied that they have not in any way found that their access to Commis- 
sioners, General Manager, or staff of the Commission has been 
diminished. 

Obviously, the Commissioners have had to give time to it. Some of 
us who ordinarily work, well, probably 65 hours a week have had to 
put in occasionally 70 hours or 75 hours, and while we keep no tabula- 
tion on the amount of time the Commissioners spend on various proj- 
ects, I was interested to see whether there was anything that would 
substantiate the idea that this had monopolized the Commission’s at- 
tention. I have found one yardstick. I have taken the number of 
Commission meetings from January 1 to the first of this month. 
There were a total of 89 meetings and there were 809 items discussed, 
as shown by the minutes, and the Dixon- Yates affair was represented 
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in 25 of those minutes, or something less than 3 
of the Commission. 

Senator AnDerson. The reason for my question primarily is that 
I have been up at Los Alamos several times in the last few months, 
sometimes on official business, but more frequently as a guest to speak 
to some group up there; and while they are very keenly interested in 
the Dixon-Yates contract as individuals, it is my impression that their 
work on the reference program has been moving ahead very rapidly, 
that they were re concentrating on that, and they were doing 
everything they could. I did think there was a difference between 
Commission business as such which may or may not have been inter- 
fered with, which you have answered there, and the weapons program 
generally, which from my standpoint stems somewhat from Los Ala- 
most and the Livermore Laboratory and my great interest in Sandia 
where the work is going on. Because of my conviction that the Sandia 
base work, the Los Alamos Laboratory work and so forth is moving 
along very well, I wanted to ask you that question as to the weapons 
program. 

Mr. Srravuss. Senator, I am sure you do not expect me and would 
not want me to give you any figures on the weapons work, but there 
has never been a ‘degri ee of expansion in our production comparable to 
that which we are presently enjoying. 

Senator Anperson. Thank you. 

Chairman Cotz. Permit the Chair to address an inquiry to the coun- 
sel of the Commission with respect to his understanding or interpreta- 
tion of the exercise of the rights given to either party in the paragraph 
which has been entitled “The Recapture Clause.” Permit the Chair 
to observe that the use of the word “recapture” is, in his opinion, a 
misnomer, because it is not a recapture for the reason that the project 
or any of the facilities will never have been in the possession of the 
Atomic Energy Commission, and therefore they cannot recapture 
something the sy never possessed. A more appropriate descriptive 
term should have been, in my opinion, a “capture clause” or an “es- 
cape clause.” 

However, that is rather entirely unimportant, but the important 
part about what we might call an escape clause is the time within 
which the right to be relieved from the terms of the contract must be 
exercised by either party. The expression used in the clause is that if 
the conditions giving rise to the escape clause should occur by Febru- 
ary 15, then “either party to the contract may thereafter terminate it.’ 

Now, of course, the period of time after February 15 is infinite, and 
in your opinion, Mr. Mitchell, within what period of time must either 
party exercise the right to escape after February 15, providing the 
conditions named in that clause shall have occurred ? 

In the opinion of the Chair it would seem that since there is no spe- 
cific cutoff date in time, in case of a —— the question of reason- 
ableness of the period after February 15 would be the only yardstick 
that could be applied. I would prefer to have your opinion. 

Mr. Mrrenett. I think you are right, sir. As a practical matter, 
however, it seems to me that certainly | the company, at least, would not 
want to exercise this clause after it has proceeded at some length under 
the contract and incurred expeditures for which it could not be re- 
imbursed if it relied on this particular provision. 


percent of the business 





oe 





saat 


(ct alte EP 


+ ROE Set OL. ai tie ence iat ty. i a a at iy wea 


AAMT pe tila wie: 


AO AD 


eh RRA. 





UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO. 623 


Chairman Cote. What would you consider to be a reasonable time 
after February 15 within which either party may exercise the right to 
withdraw ? 

Mr. Mircne.i. I would hesitate offhand to give you any specific 
length of time, but it seems to me that this would have to be considered 
in the context of what was involved, namely, primarily the proceed- 
ings before the Securities and Exchange Commission. 

Mr. Nicxots. May I make a comment on that, Mr. Chairman? 

Chairman Core. Yes, General. 

Mr. Nicuors. In discussing whether or not we should have the right 
to give the written notice, I insisted that we have it, and the idea was 
that we considered at one time making it inflexible. February 8 was 
the way originally stated, but later we changed it to February 15. 
The reason we shifted to where either side could do it rather than mak- 
ing an absolute date was we might know, for example, the Securities 
and Exchange Commission was ; rendering a decision, say, in 2 days. 
But we have the right so if the thing is not cleared up and it looks like 
the company has not made up its mind, we can make up ours. 

Representative Hinsuaw. Will the gentleman yield there, Mr. 
Chairman ? 

Mr. Nicuots. The intent was a few days beyond this. 

Chairman Corr. Senator Anderson indicated a desire to ask a 
question. 

Senator Anperson. I merely wanted to say, does this not, in ef- 
fect—the chairman corrected me the other day. I said prior to Feb- 
ruary 15. He corrected me and said after February 15. Up to that 
point I had not noticed it was after February 15. He was completely 
right. Does this not mean that this contract has a completely new 
cancellation provision any time they want to cancel it up to 25 years, 
that they can cancel it without taking the usual terminations at all? 
Is not that absolutely true ? 

Supposing they found a new plant that was built that wanted 
600,000 kilowatts of power, they can cancel the Government on very 
short notice, a few days’ notice, terminate by written notice without 
any liability whatever. Is that not right? 

Mr. Mircuenyi. It seems to me, Senator Anderson, that this would 
be to the disadvantage of the company. 

Senator Anprrson. I am saying of disadvantage of to their ad- 
vantage. If they find somebody who will give them a mill more for 
this power than the Government is going to pay under this paper 
ths at the Commission has executed here, they can walk in and say, 

“We are through. We elect to cancel without cost to ourselves.” 

Mr. Mrrcuetu. I think, as the chairman has suggested, that this 
would have to be construed to be a reasonable time, and as I say 

Senator ANperson. What in here [indicating] says that? 

Mr. Mircuety. Nothing does here. 

Senator Anprerson. Is it not customary to put things in a contract? 

Mr. Mircuety. Yes, sir. 

Senator Anprerson. This says they can walk in and cancel any time 
they want to. 1 

Mr. Mrrcuett. I call the Senator’s attention also to the fact that 
the Government has a similar right. 

Senator Anperson. Do you think the Government’s right is half 
as valuable as their right? The Government theoretically is going 





























624 UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO. 


to need the power and depend upon it to get the plant built up on 
the basis of it, and if these people find they can make an extra penny 
or an extra dollar or an extra $10,000 by finding a new customer, they 
can walk in and say, “We are through.” 

Mr. Nicuors. I think I have thought that one out, and that is that 
certainly on February 15 or 16 or 17, whenever we considered it ad- 
visable, we can ask them a question to indicate to us in writing as to 
whether or not they have had the valid regulatory approvals in form 
and substance satisfactory to the company; and if they indicate they 
have, this particular clause is no longer effective to where it can be 
clarified very easily, to where they could not exercise at a later date. 

I would like to pass that thought on to general counsel and see if 
my thinking is not correct. 

Mr. Mircnet. I think that is right. 

Senator Bricker. May I suggest, further, any substantial com- 
pliance to terms of this contract subsequent to the date of February 
15 carrying out the provisions as they are written out would be a 
waiver of any right they might have under that clause, because it is 
clearly the intent and purpose that it shall be available to them at 
once and they shall not proceed if they exercise that right. 

Mr. Mrrenext, I think that is right. 

Senator Bricker. That is the law, I think, without any question. 

Chairman Coin. Mr. Hinshaw? 

Representative Hinsuaw. I am sorry, but the Senator from Ohio 
has answered my question. 

Senator HickenLoorrer. Mr. Chairman ? 

Chairman Cots. Senator Hickenlooper. 

Senator Hickenwoorer. If the necessary conditions precedent to 
this February 15 date have been met in fact, that is, their financing 

and the other things they want from the Government bodies, then the 
cancellation clause is not operative at all? 

Mr. Nicnots. That is right. 

Senator HickenLoorer. I mean, it never comes into operation if 
these conditions have been met by the 15th, and it is only after the 15th 
that if certain conditions have not been met through the regulatory 
bodies that this cancellation would come into effect. And, of course, 
the Government, if it anticipated any difficulties at all, has equal right 
to cancel, does it not? 

Mr. Nicuots. That is why we put it in there; yes, sir. 

Chairman Core. Mr. Holifield may resume his interrogation of the 
witness. 

Representative Hoxirretp. At the time we concluded our questions, 
I believe you were going through the supplemental agreement section 
b ry sec tion, Mr. Nic hols, 

Mr. Nicnots. I recall that we were to section 4.14 on page 8, about 
to start that. 

Representative Hoitrretp. 4.14? 

Mr. Nicnots. I believe we had finished 4.11 and the next one that 
Mr. Cook would have taken up was 4.14, sir, on page 8 of the interpre- 
tive memorandum. 

Representative Hotirretp. I am awaiting your explanation of sec- 
tion 4.14. 

Mr. Nicnois. Should we proceed, sir? 
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Representative Horirretp. Whenever you are ready. 

Mr. Nicnots. Mr. Cook, please proceed. 

Mr. Cook. Section 4.14, “Overall billing adjustment,” provides that 
if the revue to the company, as may be adjusted by section 4.02 in 
accordance with the construction costs, is in excess of that amount, the 
funds are deposited to a special reserve account, and after an accumu- 
lation of $500,000 any amount over and above that is split 50-50 
between the company and the AEC. 

Representative Hotirreip. That is on the construction costs? Did 
you refer to construction costs / 

Mr. Coox. Yes; I said the revenue to the company as adjusted by 
the construction costs. 

Representative Hortrterp. Yes. 

Mr. Coox. If it exceeds that quantity, then through section 4.14 a 
special reserve account is established whereby when the total that may 
be accumulated in that reserve exceeds $500,000, then the additional 
amount accrued to that account are split 50-50 between the AEC and 
the company, with the company paying the Federal income tax on 
their portion out of their 50 percent split. 

Representative Hoxtrrecp. On that split the AEC will continue, 
however, to pay the State and county and local taxes, on that amount? 

Mr. Coox. No, sir. 

Representative Horrrrerp. What is it? 

Mr. Coox. No, sir; the amount that is split is split 50-50, and there is 
no additional payment by the AEC for any reason out of their 50 
percent. 

Now this interpretive memorandum provides that the company in- 
vests the moneys in stocks or investments that are approved by the 
AEC, and that the fund is not available to the « ompany or to the AK¢ 
for any purposes in making payments specified in the section. That is 
the additional understanding in the interpretive memorandum. 

Also in section 4.14 is provides, in setting up the adjustment, that 
the net income shall be derived in accordance with the uniform system 
of accounting. We have provided in this interpretive memorandum a 
basis for arriving at the net income which spells out that in determin- 
ing the net income for that energy received under the terms of the 
contract under section 3.01 by the AEC, that shall be computed on the 
basis of the energy charge under the contract plus 0.15 mills for the 
applicable no load fuel component, so there will be no misunderstand- 
ing on how the net income is arrived at. 

Representative Hotirrevp. That refers to the $9,200,000 charge and 
indirectly to the $600,000 profit, does it not ? 

Mr. Coox. This refers to the determination of the term “net income” 
to the company under the contract and the amount of money that goes 
into this reserve account. We wanted an understanding insofar as 
the energy delivered by the company under the terms of the contract 
would be treated. 

Representative Hotirtetp. Now this reserve fund is the fund which 
makes up the allowables from which payments would be made to make 
up. the allowable $600,000 annual income on the net equity investment, 
is it not? 

Mr. Coox. No, sir. 
Representative Hourrrevp. This is not ? 





Mr. Coox. No, sir. 

Representative Houtrre.p. Which is the special fund then that comes 
from ¢ 

Mr. Coox. In section 4.14 it was recognized in the negotiations, in 
trying to establish a proper charge for operation and maintenance and 
in the computation of the energy charge, that it was difficult to set a 
heat rate and an estimated cost of operation maintenance for a period 
of 25 years. We felt that the contract as now established has a fair and 
reasonable rate for operation and maintenance and for the heat rate 
used in the computation of the energy charge. However, we wanted 
to provide that in the event the estimate on which the base capacity 
charge and the energy charge is based is high, that any earnings by 
reason of that would go into the special account. 

Representative Houtrietp. Then that does affect the allowable $600,- 
000 per annum, does it not? If, as a result of the formula that has 
been adopted, the company made $700,000 in a given year, a hundred 
thousand of that would go into the account, would it not? 

Mr. Cook. No, sir. Say the construction cost was at the target esti- 
mate of $104 million, then the base capacity charge provides for a pay- 
ment of $495,000. 

If the construction cost is more than the target estimate, the amount 
provided for in the base capacity charge reduces, whereby if the con- 
struction cost is approximately 13.2 percent over the target estimate, 
then the payment for return on equity reduces to zero. "Then in the 
computation of section 4.14 any other possible excess earnings under 
the contract go into section 4.14 and they are split. Under the present 
amendments that were introduced yesterday, if the construction cost 
becomes less than the target estimate, then the maximum earnings that 
the company can obtain is $600,000 per annum. 

Representative Hoxtrreip. That is the point I referred to—maybe 
my question was not clear—that if that condition does occur and the 
company makes $700,000 in any given year, it is only allowed this 
$600,000. 

Mr. Cook. That ‘is right. 

Representative Hoxtirrecp. And a hundred thousand goes into which 
fund? 

Mr. Coox. It goes into the limitation account set up in the supple- 
mental agreement. 

Representative Ho.irrevp. That is a different account than either 
one of these two? 

Mr. eee Yes, sir. 

Mr. Nicuoxs. I think, Mr. Holifield, there should be clarification 
of that, if my understanding of this is correct. 

Senator Anperson. Is not that just the dividend reserve fund 
actually ? 

Mr. Coox. In the limitation account, sir, the new section that was 
added, the limitation on earnings, section 4.14—— 

Senator Anperson. It merely provides, if they make more than 
$600,000, they set aside whatever is left as a guaranty for future 
dividends. 

Mr. Coox. No, sir; that is not right. 

Mr. Nicuots. I would like to make one—— 

Senator Anperson. Just aminute. He shakes his head. 
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Mr. Nicuots. Before it gets into that fund it has to go through the 
provisions of 4.14. In other words, 4.14 is to take care of two ways the 
company can make or lose money. In other words, they can make 
mofiey by doing a construction job, in other words, beating the esti- 
mate. That gives them a greater return on their equity by this for- 
mula setup. If they go over the estimate, they can make Sas money 
due to their job on construction. 

Then their other way to make money or lose money is the type of 
job they do—I am talking here efficiency, the way they operate—is the 
type of job they do on operation. 

Now what we set up was that you had a formula for the return which 
they rate due to the type of construction job they do. Then you had 
another formula or estimate on operations. Now what we put in here, 
however, in this 4.14, was that if they make money on operations which 
tends to increase the result of the formula which they got the con- 
struction job, that we would first share half of it. In other words, half 
of it comes to us in the form of this account, the other half goes to them. 
But then they have to pay income tax. We figure we get another 50 
percent of that. So really what they do is they make money on main- 
tenance and they keep 25 percent of it. 

Now then, this last restriction we had in here was adding that 25 
percent which they are retaining to where, if the overall ceiling should 
go to over-$600,000, that goes into another fund. 

Is that not a correct statement! That is my thought as a layman 
as to what it means. 

Senator Pasrore. Will the Congressman yield for a question at 
that point ¢ 

Representative Horirietp. Surely. 

Senator Pasrore. Is there anything in this contract that if they 
make the money in operation and have lost it in construction, before 
you split the money they have got to make good what they have lost 
in construction ? 

Mr. Nicuors. The purpose of this formula is that the amount which 
you can consider here before you split it is what they rated on their 
construction job. Is that not correct? 

Mr. Coox. Yes. 

Senator Pastore. Say that again, please. 

Mr. Nicuots. You have a formula. For example, the return, if 
they hit the thing on the nose—— 

Senator Pastore. Let us assume they do not hit it on the nose and 
their return is only 4 percent, and in their operations they have gone 
beyond the $600,000 per annum. 

Mr. Nicuors. First, you have to go through this formula. Let’s 
take a specific case. The 13.2 is where it is zero on their construction 
job. Then every bit of money they make, if that was return on con- 
struction—say it was zero by the fact they exceeded the estimate by 
13.2 percent, their return on the basis of formula for construction is 
zero. Now then they have a chance to make money due to running the 
plant. Now when they make money due to running the plant, be- 
fore that is used by the company it is split in half. Half of it is put 
in this fund. The other half they use. They lose half of it again 
for income tax. So they have got 25 percent of it. So if they make 
a million dollars by operation of the plant, they keep $250,000. 
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Now they have to make enough on maintenance before this other 
thing comes in, $600,000, to where their quarter left exceeds $600,000. 
So their only chance of getting into the $600,000 thing is if you had a 
construction job, say, 41, pereent below or maybe 10 percent ‘below, 
plus the job of oper rations also below estimate, then the two of those 
come in to where we have an overall ceiling of $600,000. But the 4.14 
provision is applied first. 

Chairman Core. If the gentleman will permit me to raise a ques- 
tion, is the surplus in what I might call the net earnings account above 
the $600,000, if there is any remaining in that account, will it be avail- 
able to cover the operating company for subsequent operating losses ? 

Mr. Nicnors. I believe it would, would it not? Yes, it would be 
available. That is an overall ceiling after all provisions of the con- 
tract apply. What we wanted was to eliminate any Pore of a 
mistake here in the construction estimate and a mistake in the main- 
tenance, and it meets the Comptroller General’s thought there ought 
to be some overall ceiling. So we put it in on top of every other pro- 
vision in the contract, that when you finally get through there is a 
limit on their overall earnings, but to get it they have to get it under 
terms of the rest of the contract. 

Representative Hoxirrecp. That limit pertains, of course, under the 
contract as long as the contract is in full effect ? 

Mr. Nicnots. That is right, sir. 

Representative Hotirrenp. Now I want to question you just a little 
bit about this construction cost. As I remember, the TVA construc- 
tion costs for an enclosed plant figured out at $144 per kilowatt ca- 
pacity; is that not right? 

Mr. Coox. That is right. 

Representative Hortrieip. Now this is figured on a $160 per kilo- 
watt capacity, is it not? 

Mr. Coox. If you include total funding and include transmission, it 
is figured on a base of $165. But if you look—— 

Representative Horirrerp. Without the transmission, is not the fig- 
ure very close to $160. 

Mr. Cook. No, sir. If you will look on the staff report of the Gen- 
eral Manager that was furnished to you, on page 56, in appendix 11, 
for the generating plant alone the cost per kilowatt is $146; including 
the step-up substation, it is $154. Then when you add the transmission, 
then the cost becomes $160 per kilowatt. 

Representative Hoxrrrerp. There is no transmission cost to Dixon- 
Yates, is there ? 

Mr. Coox. Yes, they have a transmission cost from the plant to 
the interconnection with TVA at the State line between Arkansas and 
Tennessee. 

Representative Horirretp. That is very short. I mean, that 
very nominal sum, is it not ? 

Mr. Coox. The cost is indicated here as $4,164,000. 

Representative Horrrretp. Now if I am wrong in my assumption 
that the round figure which has been figured as around $160 per kilo- 
watt of net capability, I wish you would correct me and tell me what 
the cost of construction is figured on and what the amount is per kilo- 
watt capacity which the Dixon-Yates people have figured their contract 
on. 
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Mr. Coox. You are not wrong, sir. I was just pointing out that the 
$160 includes the step-up substation and includes the transmission, the 
cost for the generating plant alone being $146 per kilowatt. 

Mr. Nicnots. You have to put these on a comparable basis and be 
sure when you take any set of figures everybody is doing the same 
thing. 

Representative Hortrretp. Yes. I wanted to make the comparison 
absolutely fair, because, as I understand it, the computation of costs 
for an enclosed plant, such as the Shawnee plant, and an outdoor plant 
such as this, has an average rule-of-thumb variance of about 15 per- 
cent. 

Mr. Cook. Some people will not agree with that, sir. 

Representative Horirretp. Would some reputable engineers agree 
with the fact that the cost of an outdoor plant should be about 15 per- 
cent less than the enclosed plant ? 

Mr. Cook. No, sir. It all depends on the construction season, be- 
cause if you build an outdoor type plant and your installation of your 
major pieces of equipment, your generators and turbines, is in the win- 
ter, and your boilers and other equipment are in the winter, you have 
to enclose the facilities to give the men protection to work so you can 
line up the equipment to the close tolerances required, and that gen- 
erally offsets the same thing you might have by building an outdoor 
type plant. 

tepresentative Horirretp. Then you are telling me, in effect, that it 
is practically an even cost between an enclosed plant and an outdoor 
plant ? 

Mr. Cook. I think you can say this: That on the outdoor type plants 
that are constructed farther south where you do not have the winter 
conditions, the cost per kilowatt of the plant should be less. I am not 
certain though that it is as much as 15 percent. 

Mr. Nicuors. Apparently the engineers caneren on that. 
Representative Hourrep. I have been told by what I consider 
reputable source that to build a plant on the outside, such as this. 
there is at least a $15 million calinion figured into this net kilowatt 
capability cost. I am a layman, I am unable to judge as to whether 
that is true or not. You gentlemen certainly ought to be able to com- 

ment on that. 

Mr. Coox. In arriving at this estimate, it was an estimate that was 
determined and mutually agreed to by the Federal Power Commission, 
the TVA and the AEC in the comparisons made between the cost of 
AEC of purchasing power under this arrangement and the cost of 
TVA to produce and generate power. The data made available to us 
of the Federal Power C ommission, which was presented in summary 
form by Mr. Nichols earlier, indicate that the basis of this estimate, 
which is $154 using the step-up substation, which is generally used on 
comparisons of this type, that of the units completed all over the coun- 
try in 1953 the average cost of those units is $144.06. 

Representative Hoxrrietp. Does that refer to enclosed or outdoor 
types ¢ 

Mr. Cook. All types, sir; average cost. 

Representative HotrrieLp. Does your list show a difference between 
the construction of outdoor types and enclosed types there ? 

Mr. Coox. My breakdown does not indicate that, sir. 











































Representative Hotrrrmetp. Does not indicate whether open or 
enclosed ? 

Mr. Cook. That is right. 

Mr. Nicwors. I would like to call your attention to the General 
Manager’s report, appendix 5—A, page 25 and 26, a letter dated August 
26, 1954, addressed to me by Mr. S. L. Digbe, Acting Chairman of the 
Kederal Power Commission. On page 26, his next to the last para- 
graph, he states this: 

The Commission’s technical staff has had the opportunity to review the plant 
construction costs and operating costs on which the contract rates are based and 
has found them to be in line with the current costs for large coal-burning steam 
electric generating stations in the region. The staff has also reviewed the terms 
and conditions of proposed contract and notes that because special conditions 
involved they are somewhat different from the normal utility contracts which 
we are called upon to review. 

The point I want to emphasize, they looked at these construction 
costs, and the staff apparently advised the Commission to where they 
signed this letter. 

‘We also felt, with the TVA staff agreeing on the comparison of costs 
to the Government, we did have a good figure here by study of past 
experience that this is a reasonable figure, and that it why we were 
interested in getting the Federal Power Commission to confirm it, 
which they did. 

Senator Bricker. Will the gentleman yield just a moment at that 
point? 

Representative Honirrevp. Yes. 

Senator Bricker. I would like to ask a question there. What is the 
date of the estimate ? 

Mr. Nicnors. The estimate was dated last March. 

Senator Bricker. Last March. Have the construction costs gone 
up or down, not applicable alone to this ? 

Mr. Nicuoxts. The construction costs since last March have gone 
up, sir. 

Senator Bricker.. The construction costs have gone up ? 

Mr. Nicnors. Yes, sir. 

Senator Bricker. Is that true of general heavy construction costs 
as well as the electrical construction ? 

Mr. Nicnots. The electric utilities go in to make up all the con- 
struction costs, and to gage that the Engineering News Record put out 
ficures. In the letter I read yesterday from the company they made 
the statement that from Mare h to October it was 4.4 percent. 

Senator Bricker. That is the reason I asked the question. I noted 
that. I have the impression that general construction costs, not in this 
field particularly, but general construction costs are down considerably 
from what they were as of March of last year. I wonder if Iam wrong 
on that. Have you any information on that ? 

Mr. Coox. The October 7 issue of Engineering News Record re- 
cently gave a summary of tt costs, and there has been a 
continued gradual rise except for January and February, the first part 
of this year, where they leveled off. But since that time they have 
gone up about 4.4 percent. 

Mr. Nicnots. They leveled off and started up again, sir. 

Senator Bricker. Thank you ver ‘y much. 

Represent: itive Hotirrerp. I believe that has been testified hereto- 
fore, that construction costs have gone up 4.4 percent. 
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Mr. Nicnors. Yes, sir. 
Representative Houirretp. That was given before, I believe. 

Now on this paragraph that you res ad to me, this was dated August 
26, and this opinion was made without access to any engineering plans 
or designs ? 

Mr. Nicuors. That is right, sir. 

Representative Hoxirrevp. A rule-of-thumb estimate on their part. 

Mr. Nicnors. This is based on what is the experience throughout 
the country as to what is taking place in powerplant development. 

Representative Houirretp. But it does not refer to this specific plant 
except in a general way, because this specific plant, as I understand it, 
has some very peculiar problems which involve the sinking of founda- 
tions to a possible depth of at least 158 feet. I understand there have 
been borings in that area and to this date the committee has not been 
furnished an official estimate of the Army engineers on this particular 
point. I ask you at this time, do you have an official report from the 
Army engineers in regard to this site ? 

Mr. Nicnots. Do you want me to start, sir? 

Representative Hoxirrerp. Yes, please. 

Mr. Nicuots. I believe you made two comments on things you would 
like. First, this estimate as passed on by the Federal Power Com- 
mission. It does state that for I: arge coal-burning steam-electric plants 
in the region. In other words, they did take those into consideration. 

Representative Hourrietp. That is in the region, but that is not 
specific. That might be on the bluff at Fulton. 

Mr. Nicuors. That is the first part of the question, sir. 

Representative Horirietp. That might apply to the bluff on the 
Fulton side of the river, or it might apply to the swamp side on the 
Arkansas side of the river. 

Now the point I am getting at is we have not had any testimony 
except antagonistic testimony to this site. We have not had any 
official testimony by the Army engineers by which they say what their 
borings have shown on this area where the plant site is to be established. 

Mr. Nicnots. We have some information which I would like to 
have Mr. Cook put in the record, sir, with regard to foundation. 

Representative Hortrre.p. Will he summarize what that informa- 
tion is and give us such official information as you have from the Army 
engineers ? 

Mr. Nicnots. This is not from the Army engineers because they 
are not doing the design work on the plant. 

Representative Horirrep. Who is this from ? 

Mr. Nicnors. May Mr. Cook proceed? He will cover that. 

Representative Houirretp. Just a minute. I asked for information 
from the Army engineers. Do you have any information from the 
Army engineers ? 

Mr. Coox. We do not have any information from the Army en- 
gineers as to core borings and soil test and examination. That is not 
the responsibility of the Army engineers. 

Representative Horirrerp. It may not be the responsibility from 
the standpoint of the construction, but if you are entering into a 
Government contract which imposes li: rbility on the Government for 
25 years, it is your responsibility indirectly to find out about those 
things and to find out what the situation is going to be there. 
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Now you have corresponded with General Hardin of the Army en- 
gineers in regard to this matter and you have an unofficial letter from 
him; and you have corresponded, I understand, with Major General 
Robinson on this matter. Now why have we not obtained and why 
has not the company obtained an official opinion on that from the 
Mississippi River Commission of the Army engineers / 

Mr. Nicnoxts. On that type of problem—for example, when we built 
the Paducah plant, we did not go down and do core borings. We 
asked the contractor to go and looked at the evidence they got. 

Representative Houirietp. Has the contractor given any evidence 
on this ¢ 

Mr. Nicuoxts. Yes, they have. I would like to give it, sir. 

Representative Horrireip. But before you give it, you do not have 
from the Army engineers—— 

Mr. Nicnors, Because we did not feel it appropriate to ask the 
Army engineers to go in and do foundation surveys for us. Our nor- 
mal practice in the AEC is to utilize the contractors to get the job 
done for us. Now we look at all these things and take their evidence. 
Now when an engineer comes in, such as we have here, with an expert 
on soil who makes a statement——— 

Representative Ho.irretp. Now, Mr. Nichols, I understand the 
Army engineers did do core borings at the Paducah site, and they have 
done core borings in, at least, the Fulton site, and I am not sure whether 
they have made them across the river or not. But if they did—— 

Mr. Nicnors. I did make a mistake on that, sir. I was not here at 
thetime. I thought they did not. 

Representative Hoxitrrevp. Then your testimony is they did not do 
core borings at the Paducah site ? 

Mr. Coox. No, sir. The Corps of Engineers cooperates with the 
AEC in making core borings and soil analyses on all of the AEC con- 
struction that is done by direct plant contracts with AEC. 

Chairman Coz. At that point, let me ask at what time in this pro- 
cedure is the Army Corps of Engineers called upon by the Commis- 
sion to make the borings, in advance of making a contract or in pur- 
suance of the contract ? 

Mr. Cook. In pursuance to making the contract, so that the archi- 
tect engineers will have the appropriate information on which to 
design the facilities. 

Chairman Coie. Under the proposed contract there is a provision 
requiring the contractor to submit to the Commission all of its speci- 
fications and data with respect to the construction of the faciliies, is 
there not ? 

Mr. Cook. Yes, sir. 

Chairman Corse. And in passing on that question of the efficacy of 
the recommendations of the contractor, the Commission then would 
have an opportunity to call upon the Army engineers to reach a de- 
termination as to whether the findings of the contractor in connection 
with the foundations of the proposed site were proper or not? 

Mr. Coox. That is right, sir. 

Representative Hoxirrerp. This brings up another thing. Do you 
mean to tell me that you signed a contract, you let the effective date 
come into existence, and then you call upon the Army engineers to go 
in and check this ? 
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Mr. Coox. Sir, we had information prior to that time. The Corps 
of Engineers was asked to determine whether or not the site location 
was a location that they could approve, whether or not they would 
issue a permit for the river construction involved, before the Corps of 
Kngineers could issue that. And we wanted to know whether or not 
the bank was a stable bank, and the Corps of Engineers have approved 
the site location and they will issue a permit for the construction of 
the necessary river appurtenances required. 

Separately, the contractor has had the site investigated by the 
Eustis Engineering Co., consulting soil engineers, of New Orleans. 
his company has carried out borings, many of them to a depth of 
120 feet. They have examined these borings and have indicated that 
from—— 

Mr. Nicuots. Read the whole statement. 

Mr. Coox. Do you want me to? 

Chairman Coie. He asked you to summarize. 

Representative Hoxirrevp. I asked him to summarize. I hope it 
will be made a part of the record, because I think this is an important 
part and I want to be sure the full meaning of it is in the record. 

Mr. Nicuwots. I think he ought to read it. 

Representative Horirrerp. All right. 

Chairma~ Corz. Why do you not place the entire statement in the 
record and for the sake of time give your summarization of it? 

Mr. Coox. ry sir. “The site for the’—— 

Chairman Core. I do not mean for you to read the whole thing. 
Place the entire statement in the record and tell us your own summary 
of what the statement means. 

(The statement referred to follows :) 


MISSISSIPPI VALLEY GENERATING CO., WEST MEMPHIS STEAM ELECTRIC STATION, 
WYANOKE SItTe SUBSURFACE SOILS INVESTIGATION 


The site for the proposed West Memphis steam electric station has been ex 
plored on both the river and the land sides of the main levee. 

All main plant structures will be located on the land side of the levee. Stru 
tures to be located on the river side of the levee include the fuel unloading 
structures, the circulating cooling-water pump and screen chamber, and the 
circulating water discharge seal well, canal and outlet at river. Buried ¢ ee 
will bring river water to the pump and screen chamber and a shallow canal wi 
conduct the discharge water from the seal well to the river. Riverward from 
the main levee will be an area dedicated for ash disposal. 

Foundation investigation of the site has been made by the Eustis Engineering 
Co., consulting soil engineers of New Orleans. Many of the borings have been 
carried down to the tertiary clay which is found at a depth of about 120 feet and 
which forms the floor of the alluvial deposits of the valley. Twenty-seven holes 
were drilled along the river front at the top of the river bank, twenty holes have 
been drilled behind the levee in the main plant area, and in addition, about fifts 
borings have been made between the water front and the levee. Also, approxi 
mately 150 sugar holes were put down to get more detailed information on the 
uniformity of the top stratum. The alluvial deposits, as revealed by these 
borings, are very uniform in arrangement of strata and in the character of the 
material in the individual strata. 

The borings show that, at the plant location, from the surface to a depth of 
about 20 feet there is a layer of medium stiff to stiff clay with minor silt seams 
From a depth of about 20 feet to a depth of about 30 to 35 feet there is a medium 
dense to dense sand. Below this elevation the material is dense to very dense 
sand extending to the tertiary clay. Gravel is mixed with the sand at most 
locations below the 30-foot depth. From the surface to about the 30-foot depth 
there are some variations in the deposits but these have been found to be minor 
in area. 
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From analyses of the soils samples taken in the borings it is decided to carry 
all important foundations on bearing piles which will be driven to the dense 
sands and gravels. Analyses of the samples indicate that the load bearing ca- 
pacity of these dense sands and gravels is very high. A large number of suecess- 
ful installations have proved that heavy loads may be carried on such sands and 
gravels without settlement. 

Study of the data accumulated on subsurface soils indicate the presence of 
but a very few minor deposits of materials of unstable characteristics. ‘These 
would be removed wherever encountered, since they occur in the upper stratum, 
and would be replaced with sound material. The borings made along the entire 
river front of the site have disclosed uniformity of deposit of coarse sands and 
gravels or dense clays, all of which are known to be stable in character. It may 
be definitely stated as a result of the investigations that the subsurface material 
at this site will provide entirely adequate support for structures of major 
importance. 

Mr. Cook. From an analysis of soil samples taken—— 

Representative Hotirrevp. Is this the first or second site ? 

Mr. Coox. This is the existing site. 

Representative Hoxtrretp. They changed the site once. You know 
that, do you not? 

Mr. Cook. Yes, sir. That was the result of examination by the Corps 
of Engineers where they recommended the site originally planned be 
shifted, and the company has agreed to that and the permit will be 
issued. 

Representative Hourrietp. Then the Corps of Engineers have exam 
ined this site? 

Mr. Coox. They have examined the site, sir, but they have not taken 
soil core borings themselves. That was done by this independent firm 
I have just mentioned for the company. 

Representative Hourrrevp. All right, let’s get the result. 

Mr. Nicuots. They examined it, sir, from the standpoint of flood 
control and navigation. 

Chairman Core. Proceed, Mr. Cook. 

Mr. Cook. From an analysis of the soil samples taken in the borings, 
it has been decided to carry all of the important foundations on bearing 
piles which will be driven to the dense sand and gravel that the core 
boring tests indicate are at a depth of about 80 feet and are adequate 
to withstand the intended loads that will be placed onto this strata 
by the carrying of the plant on piling. 

They wind up by stating that a large number of successful installa- 
tions have proved that heavy loads may be carried on such sands and 
gravel without settlement. 

The other question that you brought up the other day was the Corps 
of Engineers’ recommendation that the grade levels of the plant be 
established at least of not less than elevation 220. 

The cross sections of the plant and the preliminary engineering of 
the plant now is being done on the basis that the grade elevation will 
be established at 221.5, or a foot and a half above that recommended 
by the Corps of Engineers. 

Representative Hottrrexp, I did not get that last. 

Mr. Cook. Or a foot and a half above the grade recommended by the 
Corps of Engineers. 

Representative Hortrrerp. 221.5% 

Mr. Nicnors. Yes, sir. 

Representative Hoxtrretp. Whose advice was that ? 

Mr. Coox. That was in General Hardin’s letter indicating the points 
and recommendations that you read into the record. 
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Representative Houirieip. That was 220, and you say since then it 
has been raised a foot and a half? 

Mr. Cook. No, sir. The preliminary engineering and design by the 
company has proceeded on the basis that the grade level would be 
291.5, which is a foot and a half above that recommended by the Corps 
of Engineers. 

Mr. Nicnoxs. They usually puta little margin in, sir. ; 

Representative Hotirretp. Now, as I understand it, your testimony 
is, a result of core borings by an independent group that there is a firm 
enough foundation at 80 feet of depth from the surface to construct 
a plant of this type? 

Mr. Cook. Yes, sir. I said approximately 80 feet. 

Representative Hotirtexp. Is it your intention to confirm that with 
Army engineers’ check on that before or after the effective date of the 
contract ¢ 

Mr. Cook. We plan to review this data with the Corps of Engineers; 
yes. Our engineers have visited the site and reviewed the site and dis- 
cussed the site with the Corps of Engineers in the office at West Mem- 
phis, and we have had nothing adverse from the Corps of Engineers 
as to the location of the site. 

Mr. Nicnors. Except the original change. 

Representative Hotirexp. It is quite important that this construc 
tion cost does not exceed your $1.4 million target, I believe it is 
1.4 or 1.5. 

Mr. Nicuors. $1.4 million. 

Representative Hoxrrrrerp. $104,500,000 is your target. I believe 
your allowable is $107,250,000. 

Mr. Nicuoxs. That is including everything, sir. 

Representative Hoxiriretp. But if it does go above that, if the con 
struction cost does go above that, the Government stands to make a $5 
million gratuity to the company in case it goes above its $10 million. 

Mr. Nicnoxs. I would not call it a gratuity to the company, sir. It 
has to be an actual cost, which we will check and audit, and they will 
pay half of the costs up to 9 percent and we will pay half. If it goes 
over 9 percent, they pay it all. 

Representative Houirierp. That is right. I want the record to 
show—— 

Mr. Nicnors. They take more of the risk than we do. 

Representative Hoirreip. I want the record to show if you run into 
trouble as a result of the unsatisfactory foundation situation there, 
and if it does go 9 percent above or any portion of 9 percent. above 
your $107,250,000, that the Government will pay half of it, 50 percent 
of it, and that that total liability for excess construction costs can run 
as high as $5 million. And that is why I am developing the facts in 
regard to this more expensive construction probability than if it was 
on solid ground. 

So you do admit that the Government will have a maximum of half 
of 9 percent as a liability if the construction does go above that ? 

Mr. Cook. As the costs of the facility go up, the return on equity 
to the contractor is reduced. 

Representative Horirretp. Mr. Cook, I understand that. One of 
the troubles I have in shortening my questions here is the fact that 


























































636 UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO. 


you start talking about something else. I am aware their equity earn- 
ings go down as construction costs go wp. I am just asking you if the 
Government is not obligated to approximately $5 million in case it 
goes 9 per cent above the estimate. 

Mr. Cook. That is the point I wanted to bring out—as the return on 
equity is reduced, the estimated income tax component is ‘reduced. 
So that if it were on a 50 percent tax rate, even if the costs went up 9 
percent, the estimated cost of power to the AEC remains constant. So 
that there is no additional payments on the part of the AEC, 

Mr. Nicuors. It was one of the idiosyncracies of working out this 
formula, Mr. Holifield, and came out to where we—— 

Representative Hotirretp. Let’s not confuse this. Let’s not get con- 
fused on this, please. I realize that their net profit possibility goes 
down if construction costs go up, and therefore I recognize they would 
have to pay less income taxes. I mean that the Government would 
have to pay less income taxes. But you still have avoided. That is 
not an offset for a $5 million excess construction cost liability of the 
Government, is it ? 

There are two different factors. There are two different factors, 
and to use an offsetting saving of the Federal Government in paying 
income tax on the company because they make less as something to off- 
set this additional $5 million construction costs, which is an outright 
payment to the company, seems like to me as instituting an argument 
not pertinent. 

Mi Nicuoits. What we are looking for ultimately, Mr. Holifield, 
what are the actual dollars we are going to be paying to this com- 
pany over the period of years; and in looking at the various compen- 
sating factors, that is what you finally ultimately decide on whether 
this thing is reasonable. Due to Senator Gore’s efforts in putting in 
a restriction on the way we write this contract—which I am not criti 
cizing, Senator Gore—but due to that, in working out formulas, the 
way they work out actually here, it comes out to where we almost have 
a fixed price contract regardless of the cost here where you consider 
the final rate to the Government. 

Senator Gore. Will the gentleman yield there? 

Representative Horrrretp. I confess I am not a mathematical wiz- 
ard, and if I have not been able to get an answer from these gen- 
tlemen, which I consider is a simple answer—that if the construction 
costs run over their target of the $104,500,000, and their overall costs 
run 9 percent above the total of $107,250,000, to the extent of 9 per- 
cent, that the Government is out $5 million. 

Now that is the way I read the contract. I have not yet been able 
to get the gentleman to say “Yes” to that simple question. Maybe the 
Senator from Tennessee can. 

Senator Gore. You go ahead and get the answer. 

Senator ANnpErson. There is only one answer and the answer is 
“Yes,” of course. Isn’t it? 

Mr. Nicnots. The answer is, sir, in putting it into the formula 
you consider that our part of the costs is roughtly $5 million. How- 
ever, due to the way you work other parts of the contract, if the tax 
rate is 52 percent over the 25 years, we would have about a $2 million 
increase. In other words, if the tax rate we estimate runs straight 
on through, 52 percent, it would be about a $2 million increase instead 
of $5 million. 
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I am just putting that out to indicate that due to other provisions 
of the contract we recoup part of this $5 million. 

Representative Houirrexp. Is it not true, if they do not make any 
profit at all, we will recoup all of the possible Federal income taxes 
which we are obligated to pay ? 

Mr. Nicuoxs. If they do not make any profit at all, of course, the 
net result of the payment from AEC is greatly reduced. 

Representative Hotirieip. That is right, and we do not have to pay 
any Federal income tax for them. Is that not true? 

Mr. Nicnois. We are not paying the Federal income tax. 

Representative Hoxirrevp. After we go ahead and lose $2 million 
on this contract or $5 million a year, they can apply it against their 
other operating « ‘omp: unies, and thereby the Government w “ill be saved 
more money. "They will not have to pay any income tax. The less 
they make, the more the Government saves with income tax. 

Mr. Nicnoxs. The less they make, the less the AEC pays for its 
power and also the less the Government as a whole pays for its power. 

Senator Gore. Will the gentleman yield ? 

Representative Horirtevp. I yield to the gentleman from Tennessee. 

Senator Gore. It seems that a very clever effort has been made here 
to evade the Gore amendment by committing the Atomic Energy 
Commission not only to pay the taxes which Dixon- Yates is estimated 
to owe on quarterly advanced bases, but if you will look at the for- 
mula, Congressman, if you will look on the very last page of this con- 
tract in the appendix, following page 4 of the appendix—do you find 
that table? 

Mr. Nicnors. No, sir: I have not found it. 

Senator Gore. Appendix C. Do you find it, Chet? 

sapere ative Houirretp. Yes; I have it. 

Senator Gore. Appendix C. You will notice the base capacity 
charge total down at the middle of the page is $9,052,050. 

Representative Hotirrmeip. That is the demand charge as I under- 
stand it. 

Senator Gore. That is the base capacity charge. 

Representative Honirretp. I am not sure that I understand base 
capacity. I understand that was the demand charge on the Dixon- 
Yates company and that base capacity or the net capability is 650,000. 
This is based on 600,000 kilowatts. 

Senator Gore. The thing I want to point out is that this a fixed 
charge. The general just said as a result of my amendment this had 
become, I believe his words were, “a fixed price contract”—— 

Mr. Nicnors. Within the range of 9 percent, sir. 

Senator Gore (continuing). Which is what I have been saying all 
along, that this is virtually a guaranteed profit contract. 

Mr. Nicnors. No, sir. 

Senator Gore. You will notice within that base capacity charge as 
D $536.250 for taxes. 

Mr. Nicnors. Mry I make a comment on that, sir? There is a big 
difference between my statement and the implication of what is a 
fixed price contract and a guaranteed profit. I imply by fixed price 
contract that the contractor is taking the risk and he is taking, I feel, 
the bulk—not all of it but the bulk of the risk if they have foundation 
troubles at this particular site which they selected. 
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Mr. Nicnots. Also I would like to comment we have not made an 
attempt to evade the amendment on income taxes. We have taken into 
cognizance the discussion which said that is a charge which you can 
consider in setting rates and making estimates. 

Of course, Iam not a legal man. I have had to rely on my attorney 
and the General Accounting Office, the Comptroller General and the 
Attorney General of the United States, all of whom have stated that 
they consider this as in compliance with the section of the law. 

Senator Gore. Did you submit the memorandum of understanding 
to the Attorney Gener: al? 

Mr. Nicnors. That has not gone to the Attorney General. It has 
gone to the GAO. The C omptroller General, I believe when you call 
him before you, I have hopes he will state that we have eliminated 
many of his objections, if not all. The fact that we just finished this 
yesterday, we have not had time to get a comment from the General 
Accounting Office. We have hopes that these things are so favorable 
that there will be no question about his opinion. 

Senator Gore. Regardless of what your hopes are—— 

Mr. Nicnots. A copy has gone to Justice. 

Senator Gore. Your answer is that you submitted the contract to 
the Attorney General and his opinion was based upon the contract. 
You have not submitted the memorandum of agreement which is part 
of the contract, and you have no opinion from the Attorney General 
with respect to it. 

Mr. Mrrenety. Senator, we have not asked the Attorney General 
for an opinion on the memorandum of understanding, but he has been 
furnished a copy of it for his information. 

Senator Gorr. Thank you. I need no further answer than that. 

Mr. Nicuors. We will need an opinion from the General Account- 
ing Office with respect to the changes in the contract. 

Senator Gorr. I wish to submit to the committee that the memo- 
randum of agreement substantially alters the agreement on page 5, 
where you restore to the contract the meaning of that August 11 draft 
which was drafted before enactment of the Gore amendment. On 
that we have no opinion from the Attorney General. 

Let me read you that. You define factor R, and here is what you 
say itis: 

Composite rate will mean that the estimated rate will take into consideration 
the fact that under current Federal income tax rates, surtax is not paid on in- 
come up to $25,000, and the fact that in future years there may be varying rates 
on bases of tax at various levels of income. 

Then in the concluding sentence of the second paragraph, you state— 


In the determination of the estimated composite rate, the income before taxes 
will be assumed to be that amount which after estimated taxes would yield the 
return on equity capital equal to the E factor in the formula, 
which is the exact meaning, as I interpret it, of ao August 11 draft 
of this contract which was written before the Gore amendment was 
enacted. Yet you come in and call this memorandum of agreement an 
improvement of this contract. 

Mr. Nicuots. I feel the Comptroller General understands how we 
plan to interpret this. He will have all this data, and I would prefer 
he would give you the answer. 
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Senator Gore. It is not the responsibility of the Comptroller Gen- 
eral to defend this contract. 

Mr. Nicnors. No, sir. Our attorney feels that this is ¢ omple tely in 
accord with the law, and I am willing to rest on what the Comptroller 
General says, and there is no change in how we intend to apply the con- 
tract by this memorandum of understanding. 

Senator Gore. Will you explain to the committee under what cir- 
cumstances Dixon- Yates will pay a tax to the United States Govern- 
ment, which will not be repaid them by the terms of this contract ? 

Mr. Nicuots. Yes,sir. There are several provisions in the contract. 
For example, if they make more than the formulua in section 4.14—in 
other words, 50 percent of the increased earnings due to better man- 
agement—on that part there is no payment under this formula for 
Federal income tax. In other words, they will be paying it. 

Senator Gorn, Will you just explain how that formula operates ? 

Mr. Nicnors. I would prefer Mr. Cook to do it. He is more fa- 
miliar with it. Every time I have raised that question, I have been 
assured, and my understanding of it is, that there is a case where 
clearly they pay the Federal income tax. As I have been stating here, 
when we spht these extra savings, that we immediately get 50 percent 
put into the pool. Then of the other 50 percent, we are assuming that 
the Federal Government will again buy whatever the income tax rate 
is at that time. I have made the statement that on this type of sav- 
ings all the company gets is 25 percent of the net 

Senator Gore. Why do you assume that w hen your contract vests in 
Dixon- Yates the power of decision. 

Mr. Nicwous. The reason I assume that is that every member of my 
staff has computed how this thing would be interpreted, and the Comp- 
troller and the attorney indicated that would be the way the contract 
would be interpreted. Could you add to that, Mr. Mitchell ? 

Senator Gore. I appreciate your assumption, General, but I am 
asking for the facts in the terms of the contract. 

Mr. Mircuei. Senator, the basis on which I gave my opinion that 
section 4.03 complied with the Gore amendment was this: Section 4.03 
provides for an estimate of the tax element to be included in the 
charge. It is on an estimated basis, and it is prospective. The con- 
tract does not provide for any subsequent calculation or subsequent 
reimbursement. Therefore, the precise tax that the company will pay 
may be either greater or less than the amount estimated and taken 
into account. It seems to me that the section to which you have just 
been referring, sir, in the memorandum of understanding, still carries 
forward that concept of an estimate of a prospective calculation. 

Senator Gore. Does that finish your answer ¢ 

Mr. Mrrcne.. Yes, sir. 

Senator Gore. Then the committee understands—and I think I 
understand—that the thin line of distinction, you have just told this 
cammittee that you claim to be complying with the Gore amendment, 
which is a prohibition against repayment of taxes on the basis that 
you repay what the company estimates their taxes will be, rather than 
what their taxes actually prove to be. Yet your contract provides that 
it shal] be estimated on a quarterly basis, that is a thin line, indeed. 

Could it be possible that the estimates would be even larger than 
the actual payments ? 

Mr. Mircueiu. Yes, they might be. 
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Senator Gore. Then as I have stated earlier, in order to evade the 
Gore amendment you are contracting for the possibility of repaying 
the company more than their actual payments, and therefore you say 
it is not a direct repayment. 

Mr. Mrrceneti. Either more or less, Senator. I respectfully sug 
gest that we were not evading the amendment. We were seeking to 
comply with it. 

Senator Gore. In other words, you were seeking to repay Dixon 
Yates taxes, irrespective of the amendment. 

Mr. Mircueiy. No, sir. We were carefully trying to avoid any 
direct repayment or reimbursement, but we were also taking into our 
understanding the basis on which the Congress adopted the amend- 
ment, namely, that income taxes may be made a part of the cost 
structure and rate structure. 

Chairman Corr. May the Chair suggest that Mr. Holifield resume 

his interrogation of the witness with respect to the memorandum of 
reement ? 
Representative Hotrrrevp. I believe we were on section 4.14, and we 
had gotten down to the last paragraph, beginning with the 10th sen 
tence. This is a very complicated paragraph. I hope that we can get 
a simple statement of the last sentence, particularly. 

Mr. Nicnors. What page is that, sir? 

Representative Horirteip. Page 8. 

Mr. Nicnots. There is some more to the paragraph. 

Representative Ho.irimep. We have already spoken about the uni 
form system of accounts, which we understand is an approved system 
of accounts by the GAO. 

seginning with the second sentence there, could we have an ex- 
planation of that? I don’t ask this question to prolong the hearings, 
but if any member of the committee understands the meaning of this 
sentence, I will withhold my question, that is, if he can explain it to 
the rest of the members of the committee. That is the memorandum 
of agerement, page 8, last paragraph, starting with the second sen- 
tence, “It is understood that.” 

Mr. Coox. That is for the purpose of determining net income to 
the company. We wanted it clearly understood that in the determina 
tion of that net income, that the energy supplied under the terms of 
the contract in section 3.01 would be charged to us at a fixed amount. 
We have spelled out the fixed amount as being the contract energy 
charge plus .15 of a mill, as agreed upon, applicable to the no-load 
fuel component of the power cost. 

Representative Horrrrevp. Is that your explanation of it? 

Mr. Cook. Yes, sir. 

Representative Hottrreip. Let use explore that a minute and see 
what it means. If the company’s generating facilities for any reason 
are not used in the serving of the AEC’s demand of 600,000 kilowatts, 
or a part thereof, the company is allowed to go out and buy this energy. 
If they do buy this energy from other sources, the cost of that energy 
will be assumed by the AEC, plus 0.15 mills per kilowatt hour, is that 
right ? 

Mr. Coon. No, sir. This has to do with the contract entitlement 
under section 3.01. Weare entitled with 3 units in operation to 600,000 
kilowatts. We are entitled with 2 units in operation to 600,000 kilo- 
watts. If for any reason 1 unit is down, they have to furnish to us at 
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the contract rate energy equivalent to 600,000 kilowatts. So that 
means that they would have to transport into the point of delivery 
the difference between the net capability of 2 units and 600,000 kilo- 
watts. 

Representative Hoxrrretp. Would there be a plus charge on that 
energy that is brought in? 

Mr. Coox. No, sir, that is sold to the Commission at the contract rate. 

Representative Hortrreip. That figure 0.15 is in the contract rate ? 

Representative Hrnsuaw. I would like to, if I may, suggest that 
there is a plussage there of 0.15 of a mill. 

Representative Hoxirretp. Let the engineer answer that question. 
Is there a plus? That is the point I am getting at. Do they deliver 
this electricity to you at the contract price, or are they allowed by this 
section to deliver you power which has not been generated by them, 
and which they will charge you an additional cost for? 

Mr. Coox. No. The billing to the AEC will be at the contract rate. 
In the determination of the adjusted net income used in section 4.14, 
for that energy that they deliver that we are entitled to under the 
contract in section 3.01, that will be calculated at the basis of the con- 
tract energy charge plus 0.15 of a mill per kilowatt hour as agreed 
upon applicable to the no-load fuel component in arriving at the 
adjusted income. 

Representative Hortrretp. In short terms this is a deviation from 
the contract upward in case they cannot perform on their own generat- 
ing facilities, is that true? 

Mr. Cook. I don’t look at it that way, sir. 

Representative Houirteip. This is a matter of fact. I believe it can 
be determined one way or another. It is either a plus as Mr. Hinshaw 
suggested, or it is not. 

Representative Hinsnaw. Mr. Holifield, you addressed a question to 
a member of the committee as well as to a member of the staff, and I 
would desire to call the attention of the gentlemen to the fact that this 
calculation is made, according to the sentence, and I quote, “It is under- 
stood that in the determination of net income”, and solely for the pur- 
pose of net income is that plussage added on there. It has nothing to do 
with the rate that is actually charged. 

Representative Hoxirrevp. That is right, but the contract is figured 
on a net income of $495,000, and that has been upped to an allowable 
net income from 9 percent to 11 percent. Therefore, this plussage can 
come into that gap between 9 percent and 11 percent on the allowable 
net income. Is that not true? 

Mr. Nicuors. May I correct that, sir? 

Representative Horirreip. Yes. 

Mr. Nicnots. This net income of 9 percent that has been estimated 
was not upped. That was not an allowable. Prior to the 600,000 ceil- 
ing, the allowable had no limit. That was pointed out by the Comp- 
troller General, and we finally negotiated that with the company. 

Representative HoniFretp. It was also poll ted out by this membe1 
in a news release that the income on this equity investment could go up 
as high as 30 percent, when you take into consideration not only the 
AEC’s fixed charge of $9 million, but the sale of power not utilized, 
that is, the 50,000 kilowatts, by the company. There was some dis- 
paragement passed upon that. When you get right down to it, your 
formula here makes an allowable of 11 percent on electricity con- 
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tracted for under the contract. Then there are other plussages of 
profit possibility by the company outside of the contract. I don't 
believe any amount of verbiage or surplussage in explanation in read- 
ing those letters can change that. I state that asa fact. 

Nr. Nicnoxs. There is also the possibility they could lose. The 
maximum they can make in a year under the terms of the contract is 
600,000. What that means is this, that is considered by the negotiators 
a reasonable trade. Whether you consider they make it on our 50,000, 
or whether that is balanced on what is lost by making 150,000 backup, 
is a matter that will be ultimately settled by the Power Commission in 
determining what their rates should be for parts of Arkansas. 

Representative HoxiFieip, This 0.15 mill is a plus that can be 
charged above the rate in order to give them an allowable 11 percent. 

Representative Hinsuaw. Mr. Chairman, will the gentleman yield / 

Representative Hortrterp. I yield. 

Representative Hinsuaw. I understand from this language that 
regardless of what the electricity may cost to the Mississippi Valley 
Generating Co., that this amount will be considered in the determia 
tion of the net income. In other words, as I understand it, they may 
pay 5 mills or 6 mills or 8 mills or a cent a kilowatt, is that correct ¢ 

Mr. Coox. That is right. 

Representative Hinsuaw. Regardless of what they pay this is the 
amount that may be charged in the determination of net income. They 
may be losing large amounts of money on the price that they pay for 
it, or they may not. 

Mr. Coox. That is correct. 

Representative Hrnsnaw. This is to fix the liability for net incon 
purposes of the AEC in paying the Mississippi Valley Generating Co. 

Mr. Coox. That is right. 

Chairman Cote. Mr. Holifield. 

Representative Horirretp. That is all I have on that paragraph. 

Representative Van Zanpr. Mr. Chairman, may I ask the gentle- 
man a question ¢ 

Chairman Corte. If Mr. Holifield yields. 

Representative Horirterp. Surely. 

Representative Van Zanpr. General, I understand from the past 2 
weeks of questioning that TVA has purchased power for Commission 
use at Oak Ridge from sources even farther away from Oak Ridge 
than this new plant will be located. Is it true, and can you give us any 
illustrations ? 

Mr. Nicuors. I believe that question came up, sir, in regard to 
whether the original directive to us from the Bureau of the Budget 
that ultimately this particular supply of power when available will 
help alleviate the shortage in the Oak Ridge area where we do need 
more power. Asa result of the various questions on that subject, I 
did have looked up in the files as to whether we ever had brought in 
power from as far as the Mississippi Valley Generating Co. 

I found in 1952, for example, we were bringing in power because 
there was a delay—in other words, we were able to build diffusion 
plants faster than TVA was able to build powerplants and that is no 
criticism of TVA, because it takes longer to build powerplants—in 
the period where we had need for more power, we had TVA bring in 
power. I find from the records that they brought in power from as 



















































enc RB cs 


0 AA Ml ANTLERS He 


2 


vale + 


HST Ae Ra SA ine liad cli 






UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO. 6§43 


far as the Cleveland Electric 
because that is my hometown. 
Represent: itive Van Zanpr. What miles age ? 
Mr. Nicuots. I would like Mr. Cook to give the whole record as we 
found it. I think this is interesting to show that the movement of 
power through power companies, not only 1 power company, but 2 


Illuminating Co. That interests me, 


or 3, and we brought in power, not only from Clevel: and, but the Penn- 
sylvania area, which is of interest to you, the Indiana area, and also 
the Arkansas Power & Light Co., which is right in this area. 


I would like Mr. Cook to introduce a statement in the record on that 
subject. 
(The information referred to follows :) 


REPLACEMENT POWER 


In building new gaseous-diffusion plants we have found that construction pro- 
ceeds more rapidly on the gaseous-diffusion plant than the powerplants being 
constructed to supply the oper: iting power. Because of this time lag in power- 
plant construction, it has been necessary for us to make arrangements with atili- 
ties to supply power on an interim basis pending completion of the permanent 
power supply facilities. For example, the construction of the K-31 gaseous-dif- 
fusion plant at Oak Ridge was begun on December 9, 1949, the first buildings 
began taking power on August 9, 1951, and all buildings were in full operation 
on December 2, 1951. As soon as these facilities were authorized, TVA was ad- 
vised of our need for an additional 300,000 kilowatts of power. To supply this 
power on a permanent basis required that additional generating capacity be 
added to the TVA system. TVA obtained appropriation for and constructed the 
Johnsonville Unit No. 4 (to Oak Ridge equals 200 miles) and the Widows Creek 
Units No. 1 and 2 (to Oak Ridge equals 110 miles). These units were completed 
in the middle of 1952. Powerplant construction lagged gaseous-diffusion plant 
construction by approximately 9 months for initial operation and 6 months for 
full operation of K-31. During this interim period, to supply the operating power 
requirements it was necessary to make agreements with private utilities in areas 
outside the TVA system whereby they agreed to make available firm power to 
TVA on an interim basis. 

An agreement was made with TVA whereby the power furnished by these 
companies to TVA would be billed to AEC at cost to TVA plus 10 percent. The 
10 percent is a loading charge above the cost of procurement to compensate TVA 
for locating, purchasing, and delivering the power to AEC. It also includes line 
losses, transmission losses and billing expenses. 

The following table shows the firm power purchases made by TVA from private 
utilities for sale to AEC at Oak Ridge during the period July 1951 through 
June 1952: 











Kilowatt- / Amount 
hours Pur- Cost to Average Der billed to Average pet 
Month qhmnck ty TVA | kilowatt LEC by kilowatt 

AEC , hour (mills “TVA: hour (mills 
1951—July.........- } | 14, 246, 760 | 4.435 | $60, 473. 47 | 4. 876 
August__._. |} 38, 120,510 4.518 189, 450. 79 4.970 
Sentember -__-. | 104, 981, 160 6 6. 198 707, 691. 95 6. 740 
October _.......- 5 | 136,252,800 | 9° 6. 888 | 1,032.3 7. 576 
November | 153,044,000 | 1 7.248 | 1, 220,179 ) 39 7.973 
December 152, 929, 000 | 1 7.314 | 1, 230, 441.13 8. 046 
1952—January 131, 967,760 | § 6. 98 1, 013, 711. 65 7. 682 
February 84, 980, 000 34. 2: 6. 608 617, 247. 65 7. 265 
March 75, 360, 000 407, 260. 00 5. 404 447. 986. 00 5. 945 
April. .__.- 54, 000, 000 286, 500. 00 5. 306 315, 150. 00 5 298 
May ‘ 44, 640, 000 200, 100. 00 4. 483 21), 110. OF 4. 931 
June : 28, 800, 000 130, 100. 00 4.517 143, 110. 00 4. 969 
Total__.. 1, 019, 321, 990 | 6, 551, 642. 84 6. 427 | 7, 206, 785. 10 7, 070 
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This firm power was purchased by TVA from the following 11 utilities: 


Company 


Indiana & Michigan Electric Co 
Mississippi Power & Light Co 
Cleveland Electric Mluminating Co 
Louisville Gas & Electric Co 
Southern Services, Inc 

Public Service Co. of Indiana 
Southern Indiana Gas & Electric Co 
Indianapolis Power & Light Co 
West Penn Power Co 

Columbus & Southern Ohio 
Cincinnati Gas & Electric Co 


Total 


Kilowatt- 
hours 





Cost to A verage cost 
rvVA per kilowatt- 
hour (mills 


In addition to the above purchases TVA also contracted with private utilities 
for the purchase of nonfirm power on an interim basis. Th 


are shown in the following table: 


Kilowatt-hours purchased by AEC | 


Month Generated 
by private 
utilities 

1951—July 5, 061, 310 
August 1, 741, 953 
September 397, 240 
October 7, 914, 283 
November 1, 208, 000 
December 44, 856, 590 
1952—January 15, 700, 292 
February | 53, 431, 896 
March...__ | 81, 553, 496 
April | 174, 015, 000 
May oune 181, 454, 000 

June oe 184, 843, 988 | 
Total...... : 752, 268, 048 


Generated 


by TVA Total 
5, 061, 310 
1, 741, 953 
397, 240 
70, 673, 200 78, 587, 483 
62, O91, 020 63, 389, 020 
66, 184, 460 111, 041, 050 
122, 830, 005 138, 530, 297 
134, 954, 544 188, 386, 440 
102, 106, 504 183, 660, 000 
25, 008, 000 199, 023, 000 


22, 445, 000 203, 899, 000 | 
31, 106, 012 215, 950, 000 


637, 


398, 745 |1, 389, 666, 793 


! 


The names of the companies furnishing nonfirm power 


Company: 
Southern Services, Inc 


Mississippi Power & Light Co- 


Appalachian Electric Power Co.__- pedeestodhickciietete 


Louisville Gas & Electric Co. 


Kentucky Utilities Co.......___ 


Cincinnati Gas & Blectric Co 
Ohio Power Co. - faites 


Subtotal ~~ 


Source not designated on TVA Dill. ---- hls 


oo ea Sa . 


ese nonfirm purchases 





A mount Average per 
billed to kilowatt- 
AEC by hour (mills 
PVA | P 

| 

$44, 409. 44 8. 774 

16, 606. 37 | 9. 533 

3, 376. 24 | 8. 499 

696, 490. 86 8. 862 

583, 718. 41 ). 208 

7. 485 

4.515 

4. 788 

». 703 

6. 230 

| 6. 695 

6. 300 

8, 688, 243.13 | 6. 252 


are as follows: 
Kilowatt-hours 
_ 248, 739, 608 
amine Caer ane 
80, 442, 263 
tienes Atty OF hy OOO 
26, 417, 683 
39, 968, 000 
168, 000 


559, 692, 304 
192, 575, 744 


nares inaogeapes COE, USS 


It will be interesting to note that to secure the Oak Ridge requirements during 
the period prior to completion of construction of new generating facilities on 
the TVA system, that it was necessary for power to be made available from 


utilities in the North, as much as 400 miles from Oak Ridge. 


For example, in 


the above table shown for firm power purchases made by TVA from private 
utilities in 1952, the West Penn Power Co. furnished 26,629,000 kilowatt hours. 


This power had to be delivered to the TVA system by replacement or displace- 
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ment. The specific flow of this power is not available but the shortest displace- 
ment route shows the following: ae . 

The West Penn Power Co. serves the area in the vicinity of Pittsburgh, Pa 
This power was delivered to the Ohio Power Co. at points of interconnection 
in eastern Ohio. The Ohio Power Co. in turn delivered a corresponding amount 
of energy to the Appalachian Electric Co. in the western part of West Virginia. 
The Appalachian Electric Co. in turn delivered a corresponding amount to the 
TVA system at Pinesville, Ky. 

Let me cite one more example which similarly would show : i 

The Indiana Michigan Electric Power Co. which supplies the Fort W ayne, 
Ohio, area is shown in this table as supplying 5,200,000 kilowatt-hours. This 
power was delivered from its system to the Cincinnati Gas & Electric Co. The 
Cincinnati Gas & Electric Co. in turn delivered from its system a correspond- 
ing amount to the Louisville Gas & Electric Co. This company in turn deliv- 
ered from its system a corresponding amount to the Louisville Transmission 
Co. for delivery to the TVA system. 

Thus energy which was available in systems of private utilities located hun- 
dreds of miles from Oak Ridge helped make possible the delivery by TVA of 
the needed power requirements of the Oak Ridge area. This type of delivery 
ean be referred to as “replacement” or “displacement,” in that energy made 
available from one system to an adjoining system for delivery of like amount 
to a third system is not necessarily the same energy made available by the first 
system. This method of delivery was used by each of the companies shown in 
the table except those having direct ties with TVA. 

Much has been said about delivering power from the MVG plant to Oak 
Ridge. I again refer you to the table which I have just read. You will note that 
Mississippi Power & Light Co. is listed as supplying 654,992,230 kilowatt-hours 
for Oak Ridge. This power was supplied from the Middle South System prin- 
cipally over interconnections of Arkansas Power & Light Co. and Mississippi 
Power & Light Co. with TVA in the vicinity of Memphis. I think you will agree 
with me that this energy was not wheeled to Oak Ridge, a distance of approxi 
mately 315 miles, but was used by TVA in the western part of its system, and 
facilities which would normally supply the Memphis load were diverted to sup- 
ply the Oak Ridge load by “replacement” or “displacement.” 

Representative Horrrrecp. When he does, will he also comment on 
the fact that this was for defense purposes to make atomic bombs, and 
on the matter of efficiency, will he also comment on the loss in trans- 
mission when electricity is carried over lines. You can carry electric- 
ity from San Francisco to Chicago, but you cannot carry it very eco- 
nomically. So the point is now how far you have gone to get power 
for emergency defense needs, but the point in this instance is an eco- 
nomic and efficient transmission of electricity. Will you comment on 
that after you answer Mr. Van Zandt’s question ? 

Representative Van Zanpr. Will Mr. Cook give the answer ? 

Mr. Nicnors. Yes. His section worked them up at my request to see 
if we had examples. 

Mr. Coox. When the K-31 plant at Oak Ridge was authorized, we 
needed an additional 300,000 kilowatts of power: As Mr. Nichols has 
pointed out, we could use this power prior to new facilities being 
constructed for permanent power to be completed. For this power 
the TVA initiated construction on unit No. 4 at Johnsonville, and 

S ~ ie 
units Nos. 1 and 2 at Widows Creek. Until these plants could be com- 
pleted, we worked with TVA and private utilities in making arrange- 
ments so that the power needed during the interim period could be 
obtained so the plant could be operated. 

An agreement was made with TVA whereby the power furnished by 
these companies to TVA would be billed to AEC at cost plus 10 per- 
cent. The 10 percent covered the loading charge above the cost of 
procurement to compensate TVA for locating, purchasing, and de 
livering the power to AEC. 
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It also included line losses, transmission losses, and billing expense. 

Representative Van Zanpr. From whom did they purch: se the 
power ¢ 

Mr. Coox. From July of 1951 through June of 1952, TVA obtained 
for us through this method 1,019 million kilowatts of power at a cost 
to TVA of $6,500,000, and the average mill per- -kilowatt-hour-cost 
was 6.427, and billed to the AEC for this amount $7,200,000 or an aver- 
age cost per kilowatt-hour of 7.07. 

This power was purchased by TVA from 11 utilities. The Indiana- 
Michigan Electric Co., the Mississippi Power & Light Co., the Cleve- 
land Electric Illuminating Co., Louisville Gas & Electric Co., South- 
ern Services, Inc., Public Service Co. of Indiana, Southern Indiana 
Gas & Electric Co., Indianapolis Power & Light Co., West Penn Pow- 
er Co., Columbus & Southern Ohio, Cincinnati Gas & Electric Co. 

In addition to the above purchases which were made on a firm basis 
for delivery at a stated price over term periods, TVA purchased for 
us for our use additional power on a nonfirm basis. During the same 
period they purchased 752,200,000 kilowatts of additional power. The 
companies that furnished this power on a nonfirm basis were the 
Southern Services, Inc., Mississippi Power & Light Co., Appalachian 
Electric Power Co., Louisville Gas & Electric Co., Kentucky Utilities 
Co., Cincinnati Gas & Electric Co., and the Ohio Power Co. 

The total cost on that power to the AEC was $8,688,000 for an aver- 
age cost of 6.252 mills. 

It is interesting to note from these data that it was necessary for 
power to be made available from utilities in the North as much as 400 
miles from Oak Ridge. An example of that is the West Penn Power 
Co., furnishing 26,600,000 kilowatts during the period mentioned. 
This power had to be delivered to the TVA system by replacement 
or displacement. 

The specific flow is not available, but the shortest displacement 
route taken from the maps of interconnections of these utilities would 
be for the West Penn Power Co. to serve the area in the vicinity of 
Pittsburgh, Pa. This power was delivered to the Ohio Power Co. at 
points of interconnection in eastern Ohio, The Ohio Power Co. in turn 
delivered a corresponding amount of energy to the Appalachian Co. 
in the western part of West Virginia. The Appalachian Electric Co. 
in turn delivered a corresponding amount to the TV A system at Pine- 
ville, Ky., and TVA through similar displacement in their system 
delivered it to us at Oak Ridge. 

The other is the Indiana Electric Co., which supplies the Fort 
Wayne area, and is shown on this table as supplying 5.2 million kilo- 
watt-hours. This power was delivered from its system to the Cincin- 
nati Gas & Electric Co., and that company in turn delivered from its 
system a corresponding. amount to Louisville Gas & Electrie Co. This 
company in turn delivered a corresponding amount to the Louisville 
Transmission Co. for delivery to the TVA system. Thus energy which 
was available on systems of private utilities located hundreds of miles 
from Oak Ridge helped make possible the delivery by TVA of the 
needed power requirements in the Oak Ridge area. 

This type of delivery can be referred to as replacement or displace- 
ment in that the energy made available from one system to an adjoin- 
ing system for delivery of like amounts to a third system is not neces- 
sarily the same energy made available by the first system. This 
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method of delivery was used by each of the c comps anies that I have previ- 
ously indicated except those having direct ties with TVA. 

In addition, in the information that I have here it shows that dur- 
ing this period the Mississippi Power & Light Co. delivered over its 
existing connection to TVA through the Arkansas Power & Light 
Co., and to the south of Memphis for delivery to AEC at Oak Ridge, 
654,900,000 kilowatts of power. A large portion of this power to the 
AEC at Oak Ridge was supplied to TVA over the same transmission 
system that will serve as backup to this plant, and which it is planned 
to reinforce to carry a higher voltage than it is now designed to carry. 

Representative Van Zanpr. In other words, the replacement is al- 
ready in operation. 

Mr. Nicuots. I wanted to point out that it has been. I would like 
to reply to Mr. Holifield’s comment in regard to defense needs on this, 
which I think is a very logical question to ask. Certainly here we went 
toa great distance and paid higher prices. 

I think there is some similarity to our demand at Oak Ridge. Of 
course, when you look in the crystal ball as regards our need to 
weapons and how long we continue to produce all out, I think it is 
anybody’s guess. I do feel as General Manager of the AEC, and from 
my past knowledge in the Pentagon that the load that we are putting 
on at Oak Ridge in the next few years for which, as I testified earlier, 
we are asking over 100,000 kilowatts to be supped starting next year, 
which will have to be brought in from the outside, I am certain—TVA 
has already indicated that—that this particular contract workn into 
an economical arrangement where that probably would be economical 
to bring it that distance. 

I anticipate that in some time 5 or 10 years from now that load at 
Oak Ridge will drop. That will compensate for the fact that in the 
Memphis area initially after we get this plant built, there is not a full 
demand for all of this power. In other words, the idea was that some 
of it would be replaced to other parts of the TVA system. 

In my conversations with General Vogel and also with the staff there 
has been a discussion of do these two loads balance somewhat. In 
other words, we are going to have a bigger load at Oak Ridge for a 
period of years, and then I antic ipate it going down. Whereas the 
Memphis load is coming up to where I believe that this factor is per- 
tinent, that rather than build the full capacity immediately in the vi- 
cinity of Oak Ridge, to satisfy this, we will bring it in, until this plant 
is completed, from outside sources. Ultimately the power pool which 
the MVGC will be supplying can pick up part of that load, because 
we will have already bought the power and paid the demand charge 
on it. As the Oak Ridge load drops—and I think you people have 
just as good an idea on this as I do, my estimate being 5 or 10 years- 
that should start dropping. The Memphis load in that area will go up, 
to where these two, one a decreasing load—I don’t mean Oak Ridge 
decreasing now, it is going up—the Memphis load will be coming up 
to where this type of operation should make some economic sense. 

That is one of the things we have asked TVA to work on in adjust- 
ing the ultimate billing, and the benefits to TVA versus the benefits 
to AEC. When we can calculate just what it means moving this power 
precisely, we will be able to arrive at what part of this cost is due to 
release of power at Paducah, what part is due to supplying an addi- 
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tional load at Oak Ridge. That is the reason I had this particular 
research done to indicate some idea of whether we had ever done it 
before in the past to meet the defense loads, 

You are right, Mr. Holifield, when you do move power it costs you 
so much every hundred miles. There is no question about that. From 
the standpoint of the Government, when you consider a short time 
versus the life of a plant, this will help to pay for some of these in- 
creased costs which we have admitted throughout this testimony re- 
sulting from the MVGC plant. In other words, of continuing indefi 
nitely at Oak Ridge to go out and buy power for the period of time 
that we will be needing the load there. 

I don’t consider that load a 25- or 30- year load at Oak Ridge. I 
expect it to go down. 

Representi itive Van ZanvtT. When you use the term “defense load,” 
does it represent your thinking of the future to meet any expectancy 
or emergency that may deve lop i in the field of defense / 

Mr. Nicuots. I consider at the present time that every bit of U-235 
we are producing essentially is for defense, although 1 recognize that 
we are diverting some for experimental purposes in trying to find out 
how to produce economical power. ‘That amount of diversion is ap 
proved by the P resident, and will be approved in the future. It isa 
Presidential decision how much is diverted. 1 hope some day we will 
be enough ahead to where we should be having the capacity that we 
can take care of both the peacetime needs and the defense needs. Right 
now | would say that the bulk of our production by any percentage is 
for defense. 

Chairman Cote. Mr. Holifield will resume his interrogation. 

Representative Houtrrerp. | have just had a request from my col- 
league from California to yield to him. Will the chairman allow me 
to yield to him ¢ 

Chairman Coiz. Surely. 

Representative Hinsuaw. It is just for the purpose of renewing 
my acquaintanceship with a certain formula which is the subject of 
line losses. Is that a straight line arithmetical loss or is it some func- 
tion of the distance of what is it ? 

Mr. Cook. I can’t think of it right now. It is the function of the 
distance or what is it ¢ 

Mr. Cook. It can’t think of it right now. It is the function of the 
distance and the size of the conductor and the voltage. 

Representative Hinsuaw. I understand that all right, but is it a 
function of the distance or in proportion to the distance? Is it the 
cube of the distance ? 

Mr. Cook. I can’t recall it for the life of me. 

Mr. Nicuois. We will have to look that up, sir. I am not an elec- 
tricalengineer. You are. 

Mr. Coox. I did know the formula. 

Representative Hinsuaw. It would depend on the distance between 
the generators. 

Mr. Cook. Yes; this is an economic limitation. That is why this 
replacement method which was used to get power from the utilities 
from the north to Oak Ridge was used. T hey trade the power. They 
feed it at one end of the system, and trade it for the power that the 
utility feeds from the other end of the system. 
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Representative Hinsnaw. I will not pursue the question that no 
one seems to know the answer at the moment. 

Representative Houirtevp. | would like to comment on the line of 
questioning that Mr. Van Zandt has brought up. 

In the acquisition of the additional energy which is needed in the 
expansion at Oak Ridge, I know that the Atomic Energy Commission 
will endeavor to obtain that ener gy on an economical basis to the Gov- 
ernment. Is it not true that you are going to and negotiations are 
under way at the present time by the AEC people to purchase such 
additional capacity as is not generated by the Oak Ridge steam plant 
from adjacent private utilities, either in Georgia, South Carolina, 
North Carolina, Virginia, or Kentucky ? 

Mr. Nicuors, Yes, sir, because we need the load before anything 
can be built, sir. 

Representative Houirm.p. That is right. 

Mr. Nicuots. Of course, TVA does this for us. 

Representative Horirmip. Also, because it is more economical to 
buy it there. 

Mr. Nicuors. At the present time—and I think Mr. Cook could 
clarify this—we no longer get into any of these deals. We rely on 
TVA to come up with a proposal as to what it will cost them to get 
this power. 

Representative Horirrerp. That is right, and the TVA from the 
standpoint of economy would undoubtedly contract with private sup 
pliers in the vicinity of Oak Ridge and the adjacent territory there, 
would they not ? 

Mr. Cook. Yes; they would try to get as much as they could from 
the adjacent utilities and the data I have indicates that the bulk of 
the power that was required at Oak Ridge during the period I men- 
tioned was obtained through the Southern Services, Inc., and through 
the Mississippi Power & Light Co., which have connections to the 
south and to the southeast. 

Representative Hourrerp. That is right. 

Mr. Nicuors. They usually charge us more for this, sir, because it 
is not on a long time basis. 

Representative Hortrretp. The cheapest way to do it would be to 
construct additional facilities, if you are going to go a it from the 
standpoint of economy at Oak Ridge, would it not ? 

Mr. Nicuors. I think there are two considerations on that. Cer 
tainly I have given no testimony, and I don’t think the administration 
has, that there is no question if you build a Government plant you can 
produce cheaper power. That is a matter of philosophy which is 
beyond me as a General Manager. 

Representative Hottrretp. From the standpoint of economy 

Mr. Nicnots. The second point on it, sir, is how much more do you 
want to concentrate in the Oak Ridge area, allowing against this risk 
that we may be closing down. In other words, after we meet the 
defense needs, how long do we need to continue these plants, and will 
there be an excess of power in that area, where you might consider 
from the Government as a whole—and that is not my decision—should 
you continue to build more plants because we have these terrific loads 
in the Oak Ridge area. That is the single biggest load you have 
anywhere. 
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Representative Horirretp. That depends on the growth of the need 
in the future, the location of additional defense plants, the continued 
production of certain materials at Oak Ridge, and all that sort of 
thing. That is beyond all of our capacity to anticipate, I think. 

Mr. Nicnors. All I could do is feed into the hopper, do we expect 
our load to go on forever or do we ultimately expect it to go down. 

Representative Hotirreip. Let me ask you this question on the econ- 
omy of transmission of electricity. Is it not true that a good rule of 
thumb for loss in transmission is 5 percent per hundred miles? 

Mr. Nicuots. I would have to confess my ignorance. 

Representative Hoxrrterp. Isn’t that the overall layman’s average? 
Mr. Cook, would you say that the loss of transmission over a line of 
the most economical size would approximate 5 percent for 100 miles 
or more? 

Mr. Cook. I can’t remember now the percentage. 

Representative Hortrretp. I say 5 percent because I have been told 
that varying conditions of atmosphere and other things would cause a 
loss from 5 to 10 percent. 

Mr. Nicuors. I would assume, sir, that if you had someone to look 
it up, it is probably correct, and there is not reason to question it. 

Representative Hortrtetp. 400 miles would be 20-percent loss. 

Mr. Nicuoxs. I would like to illustrate in how that applies in what 
I have been trying to put across here. Generally, when we go out to 
get this power from outside sources on an interim basis, it costs us in 
the neighborhood of 5 to 15 mills. If we are buying power from 
MVGC at 4 mills, using round figures, say you do add 15 percent, that 
is 4.6 mills. That is still probably cheaper than anything we can buy 
on an interim basis. That is my point. As long as we don’t antic ipate 
using a load indefinitely at Oak Ridge, probably an economical solution 
here is to bring in this power all the way, because we have an overa!! 
contract where actually at Oak Ridge, it would be cheaper than going 
out to these private utilities and buying on an interim basis. 

Representative Horirretp. Even though you bought it in the imme- 
diate adjacent area? 

Mr. Nicuots. Yes, sir. Looking down through these figures, the 
lowest I see is 4.7; next is 4.9. Then they start going 5.8, 7.2, 10, 12. 
That has to be worked out. It does look as though there is a good 
probability that you can bring in this power. It works in with the 
TVA system where we anticipate a load growth in Memphis. There 
is some question as to what the rate is. I don’t think anyone from Ten- 
nessee has any question but that Memphis is going to continue to grow, 
and the load is going to continue to grow. I think these two, one 
going up originally, Oak Ridge, and then back down, with the 
Memphis load | going up, will tend to balance so that we can get a rea- 

sonable economic situation to the Government. 

Representative Horirretp. In your negotiations with TVA as to the 
allocation of cost, has there come up this point of giving assurances to 
TVA that you will not exercise the right of termination nor allow the 

company to absorb 100,000 a year in or rder that if this contract is made 
and TVA does need this for its system, whether it is for transmission 
to Oak Ridge or for use in its system, they will still have the right to 
obtain this? T am speaking of the right. I know they have the priv- 
ilege at AEC’s discretion, but in this contract for allocation of cost has 
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there been any obligation on the part of the AEC not to exercise the 
right of termination ¢ 

Mr. Nicuors. I have anticipated that there would be such a desire 
on the part of TVA in working out these agreements. That is one of 
the reasons—I don’t know whether this will hold in the long ruan—why 
we included Portsmouth. I think that question was raised. Why, 
in various opinions in writing this up, have we included Portsmouth. 
It is our assumption that as long as AEC has a single powerload of 
600,000 kilowatts at either Paducah, Oak Ridge, or Portsmouth, we 
could continue with this contract if TVA wanted us to. I have dis- 
cussed with General Vogel this overall problem. Whether it has been 
down to staff level in detail I don’t know. I told him we have a joint 
problem here. Some day we are going to have to decrease our load. 
Certainly when we decrease our load, we should be anticipating how 
does this cost less to the Government. Do we decrease the TVA load 
so that they can pick up more consumers if their load growth is sue - 
or if they don’t have the need, should be we decreasing the EEI « 
their load. 

To my mind there is no reason why two Government agencies cannot 
work out the most economical solution to decreasing load at all of our 
plants, and certainly I am willing to agree with T VA to where we do 
work that out. 

Representative Hoxrrrevp. I don’t have any idea whether TVA 
wants it or not. 

Mr. Nicuors. I don’t either. 

Represent: itive Hoxtrrenp. I have not talked to anyone with TVA 
except when I talked to General Vogel across the table here. I have 
had no private conversations with Mr. Vogel or — Curtis or Mr. 
Paty, on any of these subjects or related subjects. I don’t have any 
idea whether they want it or not. But certainly if you are going to 
protect the Government’s interest, and assuming th: at this contract is 
made, it would seem to me that you must conclude in your agreement 
with TVA, if they ask for it and want it and can integrate into their 
systems, their maximum demand for utilizable energy in their system, 
and preclude yourself and preclude Dixon- Yates from exercising that 
100,000-kilowatt-per-year absorption. 

Mr. Nicuors. They cannot exercise that by themselves unless we 
agree. 

Representative Horrrrevp. I realize that. 

Mr. Nicnors. Certainly I don’t think we should agree if it is go- 
ing to be overall Government, TVA and AEC. 

Repr esents ss Ho.trretp. Iam happy to hear you say that. 

Mr. Nicuors. I discussed the factor if we suddenly drop our load 
with General Vogel and that worries them. 

Representative Hortrretp. There is a fear in some of our minds that 
this is putting the Government behind this contract for 25 to 40 years, 
and at the same time Dixon- Yates will get out from under it at the end 
of the ninth year, because of this must-absor ption privilege. 

Mr. Nicwors. Actually we can release any quantity of that. We 
have to do that. 

Representative Horrrretp. You can release it all in the fourth year 
or you can release it at 100,000 per year. 

Mr. Nicnors. When TVA indicated to us that instead of having the 
warning period of 3 years, it should be 4, for their protection, because 
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they might have to come to Congress for an appropriation, we agreed 
to it. 1 can state here now it is certainly my intention that if they 
have a plan here, which I think they should have, that we should con- 
sult with them in whatever way we want on how to release this thing. 
Certainly it is to my interest as AEC and as Government administra- 
tor to see that the best deal is made for the Government. I can state 
here now that is my intention. I think General Vogel has recognized 
that this isa problem. 

Representative Honirterp. I am against this contract for various 
reasons, but I am not against improving it if it is going to be put into 
effect. I want to see every improvement and every protection given 
to the Government that is possible in the contract if it is to be put 
into effect. 

Mr. Nicwots. We have tried to do that, sir. I am ready to cover it 
in any agreement with TVA. 

Representative Hoxtrretp. Will we have an opportunity to see this 
agreement between TV A and AEC? 

Mr. Nicnots. If this committee should ask for it, I am sure we 
would bring before them whatever they want. 

Senator Hicken.Loorer. Will the gentlemen yield? I feel there is 
an obligation on the part of the Commission to keep the committee 
currently informed of its activities. 

Representative Hotrrrevp. I certainly agree. I would like very 
much to see this AEC-TVA agreement before we vote on the waiver 
of this contract. I hope it will be before us. 

Mr. Nicnoxs. We do not have the thing. It is a very complicated 
subject. They have these computers to figure out what is the cost of 
moving this electricity. What is the best way to juggle it between 
their loads. I posed the problem that we consider both what do we 
release, sir, with your interpretation on the meaning at Paducah and 
how do we get the load over to Oak Ridge. Those ‘things need to be 
computed by experts and machines, and ‘they take time. I certainly 
go along with the President of the United States if he tells me that 
there is not supposed to be any cost that is not of benefit to AEC, to 
where if I think there is some question about it, I am going to look 
out for my own interests to see that we don’t absorb some of the bene- 
fit of TVA that we are paying for. I think you would expect me to. 
If we fail to agree, I think we can arrive at a way to have some impar- 
tial man come in and render an expert opinion as to what are the costs 
here. Certainly we have agreed that we are looking at this problem, 
and I see no great difficulty in arriving at it. What we are doing Is 
computing various different ways to say where does the power go and 
see what the benefits are, both to TVA and AEC. 

Representative Hortrreip. May I say facetiously I hope the com- 
puting machines come out with a better answer than UNIVEC did. 
Could we proceed on page 9. 

Mr. Nicnots. I think our people know more about electricity than 
they do polities, sir. 

Representative Horrterp. I will agree with that. I might say that 
is the master understatement of the morning. 

Chairman Corr. Permit the Chair also to observe rather facetiouslyv 
that in his opinion the powers of the most competent clairvoyant 
would be required to answer the questions of the gentleman from Cali- 
fornia to his satisfaction. 
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Go ahead with your questions on the memorandum of understanding. 

Representative Honirietp. At the top of page’9. 

Mr. Nicuors. That is still 4.14, sir. 

Proceed, Mr. Cook. 

Mr. Cook. In the last part of section 4.14 it provides for a reserve 
for deferred maintenance. In om page we have spelled out the under- 
standings on how that reserve for deferred maintenance will be ap- 
plied. It spells out that the facilities will be adequately maintained 
on a current basis. There will be no duplication of any costs insofar 
as maintenance and repair operations are concerned. 

As to the maintenance operations that have a cycle longer than 1 
year, in the event of termination and application of the language in 
the section, only those that have a cycle longer than 1 year will be 
considered. 

Representative Honirretp. You would say in general that those five 
numbered paragraphs are to protect the Government in a formula to 
be sure what maintenance and operation costs are ¢ 

Mr. Cook. That is right. 

Representative Horirtretp. In you opinion, this does conform with 
the uniform system of accounts formula computation / 

Mr. Coox. We are trying to spell out here more the type of things 
that will be considered, so that there will be no misunderstanding on 
the type. How it would apply in the event you terminated in the 
middle of a cycle that has been previously established of a 10-year 
cycle and how much of that cycle you would apply to it. 

Representative Hotrrrenp. This section 7.04 on page 10, A, B, and 
C, is that formula that is set up there a standard formula, and is it 
approved by the General Accounting Office and by your power ex: 
perts? Has that been passed upon by the Federal Power Commission ? 

Mr. Cook. This section 7.04 was reviewed by the Federal Power 
Commission and the General Accounting Office. All we have done 
here is to take several examples under the formula to show exactly how 
that works. That is the only purpose of these numbers. 

Under section 7.07, which is cancellation prior to completion, we 
have just indicated that losses resulting from cancellation shall not in- 
clude any loss of anticipated profit. Section 8.23 covers the arbitra- 
tion section, and we questioned at the time of the negotiations of this 
section the meaning of the arbitrators being required to include a find- 
ing that such decision is desirable in the business of the company and 
AEC, and is not prejudicial to the interest of the holders of the out- 
standing indebtedness of the company, and will not impair any se- 
curity therefor. So that we would understand exactly the reason for 
that, and how that would be applied, we have spelled out the reasons 
for it, and the fact that the company does believe that under this sec- 
tion there will be no difficulty. 

In the event there is reason for downward adjustments it provides 
that those downward adjustments will be made. 

Representative Hortrreip. Before you leave section 8.23 the objec- 
tives seems to be desirable there, but this also does come back to the 
legal enforceability of the arbitration. I want the record to show that 
the opinion of our own counsel is at variance with the counsel of the 
AEC. He has furnished a summary of the enforceability of the arbi- 
tration to the committee in which he has given certain citations. I 
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believe they have been called to your attention heretofore. I will allow 
you to state your position on his objections on the enforceability of ar- 
bitration on a Federal contract where the parties are located in dif- 
ferent States. 

Mr. Nicuois. May I ask Mr. Mitchell to respond to that, sir? 

Mr. Mrreneuu. Mr. Holifield, as you say, I have submitted a rather 
lengthy memorandum to the committee on this subject. I think I can 
summarize it by pointing out that first of all the Court of Claims has 
recognized the validity of arbitration clauses in contracts of the United 
States Government, and the Comptroller General in a number of in- 
stances has similarly recognized their validity. In this particular 
instance, the Comptroller General recommended that we include 
within the arbitration clause certain additional sections of the con 
tract; certainly he would not have done that, it seems to me, if he had 
any question about the validity of the arbitration clause itself. 

We rely also on the Federal Arbitration Act. As may opinion indi 
cates, it is clear to us that the Federal Arbitration Act does apply to 
contracts of the United States. 

Then on the question of modifying the contract as the result of an 
award, our study leads us to believe that the Arbitration Act was 
intended to contemplate this very possibility, and we point out that 
the language of the Arbitration Act differs from the New York stat 
ute under which some of the New York cases were decided that are 
cited in the memorandum of the counsel to your committee. 

Finally, as we indicate at greater length in our memorandum, we feel 
that there are adequate standards established in this contract so that 
arbitrators will have proper terms of reference if any of these mat 
ters do come to arbitration. 

That, briefly, is the summary of my position, sir. 

Representative Honirmrp. Thank you, Mr. Mitchell. 

Mr. Chairman, can Mr. Mitchell’s supporting material on enforce- 
ability of arbitration be accepted into the record of the hearings and 
printed at this point ¢ 

Chairman Core. I only question where it should be printed in the 
record. I think it should be more properly made an appendix. 

(The 26 ore on arbitration was filed with the committee as 
appendix C, p. 967. 

Represent: itive How rFrELD, Will our counsel be given an opportunity 
to analyze this material and also place in the record his opinion as to 
whether he concurs or not in it? 

Chairman Core. The Chair sees no reason why that opportunity 
should not be made available. 

Have you completed your explanation of sections 8.04 and 8.02? 

Mr. Coox. This just spells out our intention that there was no in- 
tention to use any other fuel than coal as a source of energy. If at 
some later date some consideration should be given to a different type 
of energy, the priority spelled out in section 2.04 only applies to the 
initial facilities. 

Mr. Nicuots. This I believe answers both sides of the question. If 
it should become economic for atomic power we could make a decision, 
but there is no preference to this company. 

Representative Hotirrecp. I think that section is agreeable to 
everyone. 
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Chairman Cote. Does that complete your explanation of the mem 
orandum of agreement ? 

Mr. Nicnuoxs. Yes. 

Chairman Cote. At this point we will take a recess until 1:50. 
Permit the Chair to announce at this time that in view of the fact 
that representatives from the General Accounting Office, and the Act 
ing Comptroller General have been sitting in the committee room for 
the past week anticipating he might be called, and in view of the fur- 
ther fact that all of the members of the committee are anxious to 
hear the observations and re port from the representative of the Gen 
eral Accounting Office, whoever it might be, it would seem appropr iate 
that we continue with the ype nt witnesses from the Commission this 
afternoon beginning at 1:30, and if their testimony has not been com 
pleted by 4 o'clock this a Sholaian. we then ¢ all on the Comptroller 
General or his designee to present the views of the General Account 
ing Office. 

With that understanding the committee will recess until 1: 30. 

(Thereupon at 12:30 p. m., a recess was taken until 1:30 p. m., the 
same day.) 

AFTERNOON SESSION 


Chairman Corr. The meeting will come to order. 

The Chair observes a quorum present. Mr. Holifield may continue 
his interrogation of the witnesses, 

Mr. Nicuouts. Mr. Chairman, could I make a statement on this 
morning’s testimony first 

Chairman Cote. Yes, certainly. 

Mr. Nicnots. In regard to whether or not the Treasury will permit 
the sinking fund method to be used for income-tax purposes, we have 
been searching our files in regard to what was the decision on EEI 
and OVEC, and we have found a decision has been made in regard 
to those two companies and I have been furnished with copies of let 
ters which are in our files addressed to EEI and to OVEC. 

I would like to insert them in the record because I think it indi 

cates that there is a very good probability that the same ruling wi - 
i. made by the Treasury in the case of the MVGC. With your 
sent I would like to read them and then put them in the record. 

Chairman Coxe. It is not necessary to read them. You have given 
us the substance of the letter. 

Mr. Nicnors. It is 1 for EEI and 1 for OVEC which indicates that 
the sinking fund has been approved by the Treasury Department. 

Chairman Corr. The letters will be filed as an appendix. 

(The letters referred to were filed as appendix D, p. 978.) 

Representative Hoxirtetp. Do those letters indicate that it was done 
because of the defense needs? 

Mr. Nicnors. I don’t see anything in here with regard to defense, 
sir. I regret us taking so long to find them. 

Chairman Corr. I am not surprised because it has such an anti- 
quated date. It isdated January 9, 1953. 

Mr, Nicuons. And one is dated 1951, sin 

Mr. Coox. That ison EFT. 

Mr. Nicwors. The OVEC is January 1953. We had a little diffi 
culty finding them. We thought we had something on that but we 
were not certain. 
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Chairman Corr. Does this complete your explanation of the docu- 
ments which have been submitted in connection with the basic con- 
tract é 

Mr. Nicnors. Yes, sir, I believe it does. Mr. Cook made a state- 
ment this morning which I would like to correct. He found he made 
a statement which does not give quite as much advant ige to our case 
as he thought it should by misreading the chart. 

Chairman Core. Very well, Mr. Cook. 

Mr. Coox. We were comparing the costs of construc tion per kilo- 
watt, and I referred to page 56 of the General Manager’s staff report 
and to a chart we had prepared from data furnished from the FPC 
records. On a comparable basis, that is exclusive of substations, the 
MVGC plant is estimated to cost $146 per kilowatt and on a compar- 
able basis for generating plants completed in the last 6 years, the 
average cost, exclusive of substations, is $144.06. 

Mr. Nicuots. It isa little closer that he indicated. 

Representative Hoitrrretp. You mean, then, that the computation of 
your target amount of $104,500,000 is computed on $146 kilowatt- 
capacity cost to the company ¢ 

Mr. Coox. For the generating station alone, sir. 

Representative Hotirtetp. The generating station alone ? 

Mr. Coox. Then when you add up the stepup substations and the 
transmission it comes up to $160 per kilowatt. 

Representative Hourrrerp. Is the figure of $146 a true comparison 
figure of the figure of $144 or does the figure of $144 include these 
other items ? 

Mr. Cook. To the best of my knowledge the figure of $144 to $145 per 
kilowatt quoted by TVA for the Shawnee plant includes the stepup 
substation. 

Representative Horirretp. That is the point I wanted to make. If 
we are going to have a comparative figure it should be $160 to $144? 

Mr. Coox. No, sir. 

Representative Hotirretp. If we are going to compare it with the 
Shawnee cost and use the same type of facilities it would be $160 to 
$144, would it not? 

Mr. Cook. No, sir. To the best of my knowledge a comparable cost 
would be Shawnee plus stepup substations, MVGC plus stepup sub- 
stations, then the comparative costs would be $144 to $145 versus $154. 
The MVGC cost for the plant alone compared with the 41 plants com- 
pleted in the last 6 years that were taken and made a part of this chart, 
it is a comparison of $146 under the MVGC plant to $144.06 per kilo- 
watt on a comparable basis. 

Representative Horrrrerp. All right, I will let your statement stand 
in the record, although there seems to be some conflict in it because 
in one instance you said that the Shawnee plant figure $144 included 
your stepup stations and in the other instance you said that the Dixon- 
Yates with the stepup facilities was $160. You made that statement 
or I thought you made it 

Mr. Coox. If I did, sir, 1 made a mistake. 

Mr. Nicnots. There are three different conditions, I think Mr. Cook 
explained. 

Representative Honirrecp. I do not want anything but comparative 
firures. 
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Mr. Cook. Yes, sir, that is what I tried to do. 

Representative HotirieLp. So in your opinion the construction esti 
male is based on $146 as to $144 when you are considering the same 

facilities ? 

Mr. Cook. For the cost of plants completed throughout the country. 

Representative Houirtevp. I am talking—I never brought into any 
question here the plants throughout the country. I brought in the 
question of the construction cost of the Shawnee plant as compared 
with the estimated construction cost of the Dixon-Yates plant. My 
original statement was that that it was as $160 to $144. Was that cor- 
rect or not ? 

Mr. Coox. That was your statement, but the answer I just gave is 
that it should be $144 against $154, 

Representati ive HonirieL. $154, 

Mr. Cook. Yes. 

Mr. Houtrreip. In other words, $10 difference ? 

Mr. Coox. Approximately. 

Mr. Nicuots. Size of plant, sir, and time enter into that difference. 

Representative Horirietp. The estimate here upon which the rates 
were predicated did have a cushion construction cost in it in compari 
son to the record there and, therefore if that cushion for construction 
costs existed there, there was a chance of them reducing their con 
struction costs ? 

Mr. Coox. The Shawnee plant is a 10-unit plant. You can dis 
tribute your dockage, your coal unloading, your coal storage, and all 
your supporting facilities against 10 units rather than against 3. 

Mr. Nicuots. Also the factor of time when they started, in 
creasing construction costs. I might say they have done a aa job 
down there in the price they built it ‘for. 

Representative Horrrietp. On this added interpretation giving 
AEC the right to approve the engineers and contractors selected for 
the job, does that give you any further authority to compel the com 
pany to make : satisfactor y delivery? In the approval of the contrac 
tors, does that of itself give you the right to require a delivery item / 

Mr. Nicuots. I don’t believe so, sir. We could make recommenda 
tions in that regard, but I don’t think we have the right. 

Representative Horrrrexp. Is it not customary to have penalties on 
failure to complete a construction of this magnitude ? 

Mr. Nicnots. I believe not. It is pretty difficult to put in a real 
penalty clause. We still use them on some contracts. It is generally 
when it is tied into a bigger portion or a much larger contract. where, 
for a small part, you can find a penalty effective. 

Generally speaking, penalty clauses are nowhere near as popular 
today as they were when I first got into the Corps of Engineers. At 
that time it was routine to stick one in. As I explained the other day, 
sir, we do have what we consider a penalty in the supplying of this 
100,000 kilowatts and the fact that they do not collect their base charge 
which is half of the overall return to them until they are ready to 
deliver. 

Representative Hontrrenp. I believe you testified before we ad 
journed for lunch that you would be per fectly willing to bring before 
this committee the AEC-TVA agreement and let this committee know 
what the agreement was? 
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Mr. Nicnoxs. I would think we certainly should keep you informed. 
If the committee desires that, I have no reluctance to provide it. 

Representative Hortrretp. Do you believe that we could be justified 
in voting waiver until we do know the contents of that agreement ? 

Mr. Nicnors. Yes, sir; I think you are justified because I am going 
on the premise of how lo we get on with the work. The working out 
of an agreement with TVA involves m: iny factors. There is really 
no exchange of money on the TV A arrangement for 2 or 3 years, That 
does not have the urgency that this contract does. In other words, 
there is nothing that TVA needs to do as a result of that contract that 
we would make with them. It is held up by the fact that we have not 
made it. This is the one that we are trying to get underway. 

As a construction engineer I have always found you tackle the 
problem that is going to be the control and try to get it underway 
and then pick up the rest of your deals at a more leisurely pace. 

Representative Hoiiieip. Mr. Chairman, that is all the question- 
ing I have on the new, revised memorandum. 

Chairman Corr. Are there any further questions of these witnesses ? 

Representative Jenkins. Just one question, Mr. Chairman. 

Representative Houtrietp. I have no further questions at this time 
with the information we have before us. 

Chairman Corr. Mr. Jenkins. 

Representative Jenkins. I would like to make this one comment. 
With reference to the statement that you had from the Secretary of 
the Treasury on the tax situation, the rules used there are very ap- 
plicable because they apply to the big plant in my district which is 
being built by private capital with a contract by the Government to 
take all of its production when finished and use it in the big plant 
there. The other application is the plant above Cincinnati. 

So in getting that example I think you have a very happy example 
because it is exactly akin to what we have been talking about as far 
as production of electric power is concerned. 

Mr. Nicnors. That is right. Both for the OVEC and EFI the 
precedent has been set and it is reasonable to assume that the same 
would be accepted in this case. We can’t determine ahead of time just 
what the Treasury is going to rule for any particular given case. 

Chairman Core. Mr. Price? 

Representative Price. Mr. Nichols, I have a question here which is 
prob: ably due to my lack of knowledge of electrical engineering. There 
is some wording in your appendix A on page 3, paragraph (c) sub- 
station, where you use this language : 
ach generating unit will be connected to 161-kilovolt switchyard for the step-up 
performance. 

Then in paragraph (d) you say: 

The exact number and location of 161-kilovolt nominal line on the Mississippi 
River and necessary line terminal positions, circuit breakers, system relay pro- 
tection, communication and telemetering of control equipment will be determined 
by mutual agreement among the AEC, the company, and TVA. 


Now, I go to page 11 of the contract and in section 307, having to do 
with the characteristics of supply and points of delivery, in para- 
graph 1 of that section you say that all electric service delivered here- 
under at the primary delivery point shall be 3 phase, 60-cycle at a volt- 
age of approximately 170 kilovolts. 
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My question is whether there is consistency there. 

Mr. Nicnots. I was assured that those numbers were intentional but 
[ would like Mr. Cook to explain them. 

Representative Price. They were intentional, but would that not 
change at one time ? 

Mr. Coox. These numbers you quoted are as a result of joint dis- 
cussions between the AEC and TVA in the review of the contract. For 
instance, in section 3.07, where it reads “approximately 170 kilovolts,” 
we had in there originally 161 kilovolts, and TVA indicated to us 
that at the point of deliver y the voltage should be 170 kilovolts so that 
they would have 161 kilovolts in Memphis. 

So there is no conflict between the language on page 11 and the 
language on the back of the contract because nominal means approx- 
imately. 

Representative Price. Is that a loss of transmission ¢ 

Mr. Cook. No. That is a drop in voltage. 

Representative Price. Is the equipment the same all the way 
through ¢ 

Mr. Coox. No. In order to deliver 170 kilovolts at the point of inter- 
connection between this facility and TVA, all it means is a different 
specification in the transformer, and that can be taken care of with- 
out additional cost prior to the purchase. 

Representative Price. Then you assure us that this language is con- 
sistent 

Mr. Cook. Yes, sir. 

Representative Price. It was purposely written this way ? 

Mr. Cook. That is right. 

Mr. Nicnors. And agreed by TV A ? 

Mr. Cook. I have my contract underlined with the changes recom- 
mended by TVA, and the 1: anguage which you have in front of you is 
identical to the changes recommended by TV A. 

Representative Price. The other question I have, Mr. Chairman, 
should be more properly directed to the Chairman of the Commission. 
Do I understand he is to return this afternoon ? 

Chairman Corr. He will be coming shortly. 

Are there other questions of the witnesses? If not, the Chair is ad- 
vised that Senators Gore and Anderson have some questions of the wit- 
nesses. They are temporarily not in the hearing room, having been 
called to the Senate because of a rolleall. 

I will draw my observation and afford an opportunity to Senator 
Anderson to interrogate the witnesses. 

Senator Anperson. As I understand it we are still going through 
this memorandum of agreement ? 

Mr. Nicuors. We finished it, sir. 

Senator Anperson. The item I particularly wanted to discuss was 
one that had been brought up a little earlier. It still has to do with 
this income-tax question. 

As I understand it, we were working out a rate under section 4.03. 
It is a composite rate. As I understand Mr. Mitchell’s answer since 
they are billing them in advance for this, it will include the estimated 
income-tax payment. Isthat correct ? 

Mr. Mircue.i. Senator, my point was not directed so much to-the 
date of billing as it was to the calculation of the amount. My point 


660 UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO. 


was that the amount will be established in advance on an estimated 
basis. But actual experience will then have no effect so far as income 
taxes are concerned, on the amount of payment. 

Senator Anperson. That is right. If by chance, then, since you 
have estimated $536,000 that is the amount necessary to take care of 
the Federal income taxes, if they should have a year in which they 
made no profit, what would happen to the $536,0004 They would re 
ceive it anyhow, would they not ¢ 

Mr. Mireneiy. No, sir. This is a periodic estimate, Senator. 

Senator AnpEerson. How do you get it back ? 

Mr. Mircuett. Every quarter. If you look at section 4.03 sir, you 
would never pay it. 

Senator Anpprson. You are going to include it in advance in a rate 
that is going to be charged them. They do not have to pay that in 
come-tax money. Therefore, how does the Government recover it 

Mr. Mircnetti. If you look on page 13—— 

Senator Anperson. Of what ? 

Mr. Mrrenen.. Of the contract. This is section 4.03, subsection 2. 
The contract provides that on the 1st day of each calendar quarter 
there shall be subtracted from or added to the portion of the base 
capacity charge applicable to each month of the succeeding quarter, 
one-twelfth of the amount by which $536,250 is greater or less than 
the result of a calculation according to a formula. 

Senator Anprerson. That is an adjustment over and beyond the 
$536,000 2 

Mr. Mircneiy. It is up or down, Senator. It is on a calculated 
estimated basis. 

Senator Anperson. Can it fluctuate up very substantially or down 
as far as zero? 

Mr. Coox. The base capacity charge shown in the back of the con- 
tract is the amount of $536,250 which is the estimated amount that 
would be in the base demand charge in the event that the construction 
was completed at the target estimate. 

Now, that amount is not paid in advance, but each quarter we estab 
lish a rate for the ensuing quarter where we estimate what the in 
come-tax payment will be based on the actual construction cost of thi 
facility. So there is not the possibility that you indicated. 

Senator Anperson. Mr. Cook, do you have any relationship to the 
weapons program whatever ? 

Mr. Coox. Not until just recently. No. Just recently I was thé 
Assistant Manager for Manufacturing. 

Senator Anperson. Am I to understand that the Assistant Mana- 
ger for Manufacturing would have nothing to do with the manu- 
facturing of weapons? 

Mr. Coox. No, sir, he does not. The Assistant Manager for Man 
ufacturing has to do with the construction and supply activities. It 
has to do with the operation of the production facilities for producing 
fissionable material and for the procurement and processing of ores 
to feed the materials for processing through refineries for the produc- 
tion of fissionable material. 

Senator Anperson. Maybe I can address this then to General Nich- 
ols. Who is the Deputy General Manager? 

Mr. Nicuoxs. Since October 1, Mr. Cook has been Deputy Genera 
Manager. Mr. Walter Williams was Deputy when I came in. He 
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left February 1. Since then I have had no Deputy and it has just 
been recently, October 1, that Mr. Cook was promoted to the job of 
Deputy. I waited until I had a chance to look over my staff to be 
sure I had the right one. I am completely satisfied that I have. So 
is the Commission. 

Senator Anperson. It was only in connection with the question I 
asked Admiral Strauss this morning, because originally he had said 
in response to a question from me: 

I would hope, Senator Anderson, that my testimony and the testimony of the 
General Manager of the Commission would not be separated in your mind and 
the mind of the members of your committee. The General Manager and his 
staff have been most active in negotiation of this contract. The Deputy Gen- 
eral Manager has given practically his entire time to it for a matter of months, 
while I have attempted to carry on other responsibilities in connection with the 
Commission. 

Am I to understand from that, for this matter of months you have 
had no concern with the weapons program then ? 

Mr. Coox. That is right. 

Mr. Nicnots. Since October 1 he would be responsible across the 
board under me as Deputy. Prior to that Mr. Cook’s statement applies 
as Assistant General Manager for Manufacturing. 

Senator Anperson. Mr. Chairman, do wo go on to all these other 
questions or are we supposed to stay close to this memorandum ? 

Chairman Cote. Continue with any questions you have in mind. 

Senator Anperson. That is fine. 

In the original examination that I tried to make of this contract, I 
asked what would prevent the Mississippi Generating Co. from giving 
to Mr. Dixon and Mr. Yates personally, if they wished to, contracts 
to construct this plant on a cost-plus-10-percent basis and make $10 
million out of it, thereby getting their $5 million capital. 

The answer to that given me by Mr. Mitchell, “that was barred by 
the Holding Company Act.” I do not think the Holding Company 
Act would relate to Mr. Dixon and Mr. Yates in the slightest. 

Mr. Nicnuois. We have an additional provision if that would not 
apply. 

Senator Anperson. It would not apply and obviously would not 
apply, so what provision do we have now? Would Mr. Mitchell con- 
tend that if the contract was made with Dixon and Yates indévidually 
that the Holding Company Act would apply to it? The Holding 
Company Act only relates to companies, does it not ? 

Mr. Mrrcnew.. Senator, I am not entirely sure of this. I think 
within the definition of affiliate in the Holding Company Act, that 
officers of holding companies would be included. I am also not 
familiar with what regulations the Securities and Exchange Com- 
mission may have in this respect. 

Senator Anperson. What other provision have you put in? 

Mr. Nicuots. The other provision is that we now have the right to 
pass on the architect engineer and the constructor. 

Senator Anperson. Of course, but not the contractor ? 

Mr. Cook. Yes, sir. 

Mr. Nicnors. On page 2 of the memorandum of understanding, 
section 2.06 : 

The company is not to retain any firm as architect engineers for the design 
of the facilities or as general contractor for the construction of the facilities or 
for management of such construction without the prior approval of the AEC. 
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As I stated, on construction the intent is that they will go through 
competion for their supplies and equipment. 

Senator Anprerson. I am trying to find what you are reading from. 

Mr. Nicnots. It is the memorandum of interpretation, page 2, sir. 

Senator Anperson. Then it would be your understanding that you 
would not grant prior approval to some firm that might be in that 
situation ? 

Mr. NicHo .s. Certainly we would look into that, sir, before we 
would approve it. I can give you this, as General Manager I would 
never approve Dixon- Yates as individuals to go into the construction 
business. 

Senator AnpERsSON. Or some company that thereby would supply 
them with their venture capital ? 

Mr. Nicuors. I believe that is covered also, sir. We would look 
into the whole business before we give our consent to this, and this 
gives us adequate right to determine how this is done. 

Senator Anperson. Do I understand your reply now to be that you 
would not give the contract to somebody that was going to use their 
profit on that as the means of getting the venture. capit: ul into this 
project ? 

Mr. Nicwots. Yes, sir. 

Senator ANperson. What was the answer ? 

Mr. Nicuots. I said, “Yes, sir.” 

Senator Anprrson. We asked the question earlier about whether 
the arbitration provision was enforceable. Do you still think it is 
enforceable ? 

Mr. Nicuors. Yes, sir; my attorney this morning gave his opinion 
on it and introduced his arguments into the record. 

Chairman Corr. If the Senator will permit me to call to your at- 
tention, because I am sure you are not aware—apparently you were 
not in the room. That subject was rather thoroughly explored by 
Mr. Holifield. 

Senator ANperson, I will read the record and not go farther with it. 

Chairman Cote. “Assurances were given that the arbitration clauses 
in the opinion of the counsel to the Commission are enforceable. 

Senator Anperson. Thank you. I did miss that part of it. I had 
objected to the possibility of $36 million of deferred maintenance. Do 
you feel that the new provisions cure that to some degree ? 

Mr. Nicuots. I believe so; yes, sir. There is no question about it. 

Senator Anpgerson. At that time I felt that if there was anything 
left in the deferred maintenance pot, let me call it that, or provision, 
that money should go back to the Commission and not be divided 
between the company and the Commission. Has that been changed in 
any way by the changes in the contract ? 

Mr. Nicnons. It is divided, sir, but we don’t feel there is going to be 
any division of money of that order 

Senator Anperson. [ am sorry. 

Mr. Nicnots. What is left in the pot is divided, sir. 

Senator Anperson. Do you think that is a proper provision be 
cause quite obviously they have charged too much for depreciation if 
the reserve is greater than what they need. Should it not return to 
the Commission instead of being divided with somebody else? 

Mr. Cook. I am not such I understand your question, sir. 
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Senator Anperson. If you set up a depreciation reserve and carry 

t for a period of years and find it is more than is necessary and your 
rates have been based upon that depreciation reserve, why do you 
divide it then with the person who charges too high a rate? Why do 
you not return it to the person who was charged the higher rate, mean- 
ing the Government or the AEC ? 

Mr. Coox. The amount that is in the reserve for deferred mainte 
nance—I should say the provisions for deferred maintenance—are 
established so that in the event the estimate on which the contract 
rates are based are too high the difference would go into this account 
for deferred maintenance. 

Senator Anperson. I understand that part of it. I understand you 
are setting up a maintenance fund. If you do not use it all you put 
it in the deferred maintenance fund. At the end of the contract. 
whether it is 25 or 45 years, if there is a balance left in that deferred 
maintenance fund that ought to belong to the person who has been 
charged the higher tate, it would seem to me. You make provision 
thi at. it be divided. 

Mr. Cook. That is right. In negotiating the contract and reviewing 
the data available to us in the Federal Power Commission files, we 
felt that we established a rate for maintenance th: at would only cover 
the cost of operation of the plant over a period of 25 years. It was a 
good rate for the average for the 25-year period. 

Senator Anperson. You think that $36 million, which this could 
amount to, is a convenient sum ? 

Mr. Cook. The thing that is involved here, the amount that is estab 
lished in the base capacity charge for maintenance and operation and 
the variable maintenance in the energy charge will be expended as you 
operate the plant to deliver energy. That is to cover the cost of the 
actual operation, labor and maintenance to produce energy required 
under the contract terms. 

Chairman Coie. Permit me to inquire how could this fund possibly 
reach the proportion of $36 million unless no money is spent for main 
tenance in the operation of the facilities? 

Mr. Coox. That is right. 

Senator ANperson. Are you sure? 

Mr. Cook. This fund cannot reach that unless you pay for energy 
and no energy is produced. 

Senator Anpverson. Let us find the contract. 

Mr. Coox. The contract is not set up that way. 

Chairman Cortz. While you are finding that, let me inquire to what 
extent the Commission has the right to pass on the amount of money 
that is spent by the company in the maintenance of the facilities? 

Mr. Coox. We have no right to pass on the amount of money that is 
spent for maintenance. 

Chairman Cote. So the discretion vests entirely with the operating 
contractor to determine the amount that is spent from his earnings for 
the purpose of maintaining the plant ? 

Mr. Coox. That is right, sir. 

Chairman Cotz. Therefore, it would seem that since that discretion 
rests solely with the operator of the plant if there is an inducement to 
him to not spend the money recklessly and unnecessarily for plant 
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iaintenance and operation under a provision through which he will 
share from any savings, that is in the interest of the Government? 

Mr. Cook. That is the basis on which the section was written. 

Mr. Nicrioxs. I think the history also is that this was first accepted 
as an estimate on the basis of the proposal and in order to take care of 
it in case they did save some money and give them an inducement, we 
put in the idea we would get half. Getting half was a concession on the 
part of the company from their original proposal, was it not, Mr. Cook ¢ 

Mr. Cook. That is right. If their costs are more there is nothing in 
the contract that provides we pay an additional amount. This is 
strictly a one-way street that the Government participates in in case 
the costs are less. 

Senator Anperson. On page 13 of the contract you have something 
about the cost of coal delivered to the facilities as used in this section 
means the cost to the company of the coal and so forth, including opera- 
tion and maintenance of unloading equipment and any taxes and so 
forth. So you would not charge your maintenance fund with anything 
because of that, would you? 

Mr. Coox. No. That is why the section is worded the way it is, so 
that it cuts off that maintenance and there is a division in the contract 
between the maintenance for everything else and for the maintenance 
in connection with the first unloading of the coal. 

Senator ANDERSON. Will someone have a contract for the operation 
of these coal facilities? 

Mr. Coox. No, sir. That is to cover the cost of receiving of coal 
by river barge or by railroad, and the cost of handling of the first 
unlos ae and the equipment that is involved in that cost of handling. 

Mr. Nicnors. The fuel and the cost of fuel is the price of energy 
based on what these costs are. It is adjustable for 19 cents per mil- 
lion B. t. u. 

Senator Anperson. Yes, but there is a provision allowed for the 
maintenance of all those facilities and a provision that you shall pay 
the fuel cost that would include the maintenance on it and I wonder 
that you are going to have this maintenance reserve as large as it is. 
You do not say it will be $36 million at the end of the contract ? 

Mr. Coox. No, sir. The payments you will ose over the dura- 
tion of the contract are required to actually operate and maintain the 
facility. If there is any residual over and above the cost, it goes into 
this fund. There may or may not be a residual there. 

Senator Anperson. That is right. If there was a residual, which is 
all I asked, why should it belong partly to the operator and not all 
to the Government ? 

Mr. Nicuots. If part did not belong to the operator the operator 
would have the logical reasoning that “if it goes over we should pay 
him for that. The way it is now, if it goes over this amount which is 

set up, he loses. 

If you made it so he could not make any money I don’t know why 
he should assume the contract where he could suffer a loss. What you 
have here is the estimate and if he exceeds it, it is his tough luck. If 
he makes a saving on it, we get half of it and it goes into this fund. 
So I think it is clearly to the advantage of the Government as com- 
pared to a straight-cost contract. 

That is the essence of this particular contract; there is risk involved 
to the contractor. 
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Senator Anperson. You think that $36 million provided for main- 
tenance on a $100 million plant would not be enough to take care of 
the maintenance on it ¢ 

Nr. Nicuors. Those figures were gone over as part of the overall 
appraisal by the Federal Power Commission in which they stated they 
felt our construction cost estimates and our operating cost estimates 
were reasonable. 

Mr. Coox. The maintenance item covers the labor and the material 
necessary for the maintenance. It is a continuing cost and is neces- 
sary to keep the plant in operating condition to produce the energy 
that the company is required to deliver under the terms of the contract. 

Senator Anprerson. Has there been any change in the cancellation 
provision by the memorandum of agreement or any other provisions 
that have been written ? 

Mr. Cook. No, sir. 

Senator AnpEersOoN. Someone stated that the provisions cleared up 
most of the objections of the General Accounting Ollice. 

Mr. Nicnuots. I stated I had that hope, sir. 

Senator Anperson. I was going to say have you checked with them 
to see if it did as you went along ? 

Chairman Corr. Senator, again for your information and other 
members of the committee who were not here at the time, it was an- 
nounced that the Acting Comptroller General would present his case 
immediately upon the conclusion of the present witnesses, or at 4 
o'clock. 

Senator Anperson. I think I will wait until he takes the stand. 

Chairman Coie. Senator Gore ? 

Senator Gore. Mr. Strauss, do you recall the one question I asked 
you when you were before this committee several months ago at the 
very beginning? Do you happen to recall that question ? 

Mr. Strauss. No, Senator, I don’t. I thought you asked me several. 

Senator Gore. No; I only asked you one at that time. I believe I 
asked you only one. I asked you if you were wlling to use or permit 
the use of the Atomic Energy Commission to impose upon the country 
your particular power philosophy. 

Mr. Srravss. I recall that question distinctly now. I am afraid 
that you left the room before I completed my reply. I regret that and 
I would like to repeat it. 

I have no power philosophy. 

Senator Gore. I heard that the other time. If you have no power 
philospohy, are you willing as Chairman to use or as Chairman to per- 
mit and advocate the President’s use of the Atomic Energy to impose 
upon the country his power philosophy ? 

Mr. Srravss. Senator, I don’t think anything is being imposed upon 
the country. This is a procedure which is taking place under due 
process of statute and therefore no imposition is involved. If I under- 
stand it correctly, it is in accordance with your amendment. 

Senator Gore. Let us substitute a different word. Are you as Chair- 
man of the Atomic Energy Commission willing to use or willing to 
permit the use of and advocate the use of the Atomic Energy Commis- 
sion by the President to bring upon the country his particular power 
philosophy—if you do not like “bring upon” choose your own words. 
54602—54——43 
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Mr. Srravss. No; I think it isclear. I am quite satisfied that to the 
extent that my vote, 1 of 5, in the Commission carries out the directive 
of the President in this instance, in a connection which I believe to be 
a sound one, the answer is affirmative. Yes, 1 am prepared to do that. 

Senator Gore. Your answer is “Yes” ? 

Mr. Srravss. I am willing to cast my 1 vote of 5 in that direction, sir. 

Senator Gore. I think your activities would indicate something 
more than casting one vote, if 1 may respectfully suggest. 

Mr. Srravss. I don’t know to what you have reference to. 

Senator Gore. I will not reveal the whole record but your associa- 
tions in the Budget Bureau in the absence of either the presence or 
knowledge of other Commissioners. 

Mr. Srravss. I wish you would, Senator. I do not think that it 
would be fair to me to leave an innuendo stand on the record and I do 
not think you intend it that way. 

Senator Gore. I have not certainly meant to leave any innuendo. 
The Budget Director, Mr. Hughes, testified before the committee and 
I thought you were in the room at the time. 

Mr. Srravss. I heard part of it. 

Senator Gore. That this program was developed between you, him 
and maybe he mentioned one or two others in the Budget Bureau? 

Mr. Srravss. I heard a part of Mr. Hughes’ testimony. The facts 
of the matter are set forth in a chronology which the Commission has 
supplied to you. They were informal conversations between the Di- 
rector of the Bureau of the Budget and the Acting Director in which 
I participated in December at which time, as far as I was concerned, 
it was entirely possible that the transaction would occur between the 
TVA and private utilities. The first communication from the Bu- 
reau of the Budget of a formal nature was dated the 24th of Decem- 
ber, which was Christmas Eve. I left Washington for my home in 
New York that afternoon. That letter was received in the Atomic 
Energy Commission on December 28. It bears a date stamp of De- 
cember 28, I was away from Washington for the period between 
Christmas and New Year’s. I returned to Washington on January 
the fourth, which was a ney the first day after the holidays and 
on January 5 we had the first Commission meeting following the 
holiday. The matter was raised at that meeting and I have a mem- 
orandum addressed to me on the following day by Commissioner 
Zuckert which is the only reference to the fact that the matter was dis- 
cussed. He said that he had heard from connections of his in Ten- 
nessee that such a matter was underfoot and asked to see the letter 
from the Bureau of the Budget and the letter was shown to him. That 
was on January 15, 

No proposal was received from Dixon-Yates until February 25. 

Senator Gore. You have heard Commissioner Murray’s testimony 
that you, as Chairman, had undertaken negotiations to alter the AEC 
contracts with TVA without his knowledge and for more than a 
month before he had such knowledge. 

Mr. Srravss. I did hear it and I am very sore about it. The record 
will have to speak for itself, Senator. 

eee Gore. I did not wish to renew all of your activities in this 

gard. I think that will be reviewed at the proper time. I wanted 
a aaa cut answer from you as to how far you would be willing to 
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go in using or misusing the Atomic Energy Commission to put over 
a program “unrelated to its purposes. 

Mr. Srravss. I would not misuse the authority of the Atomic En- 
ergy Commission under any circumstances. 

Senator Gore. Do you think the Atomic Energy Commission has 
not been misused in this instant case ¢ 

Mr. Srravss. No, sir; I do not think it has been misused. I could 
have been happier had ss TVA and these utilities done their busi- 
ness directly without the intermediary of the Atomic Energy Com- 
mission but I do not regard the role of the Atomic Energy Commis- 
sion in this instance as a misuse. 

Senator Gore. Then you feel that if another Government agency 
does not reach contractural relationships with certain private inter- 
ests to your satisfaction, then it is proper for the Atomic Energy Com- 
mission to st ~ in and make such negotiations for that other Govern- 
ment agency ¢ 

Mr. Srravuss. No, sir; I would not agree to a generalization like 
that, Senator. This was a specific instance. 

Senator Gore. Will you repeat your statement ? 

Mr. Srrauss. I said I would not agree to a generalization such as 
you have stated. 

Senator Gore. Will the reporter read the testimony ? 

(The reporter read from his notes as requested. ) 

Senator Gore. You would have been happier had the TVA and the’ 
utilities consummated a contract satisfactory to you ? 

Mr. Srravss. Certainly. I would have avoided the days I have 
spent on the stand here, Senator. They have not been entirely happy. 

Senator Gore. What would you have been doing, Mr. C hairman, 
during all these days and hours you have spent on this subject -— 

Mr. Srrauss. Some of the work which I now have to do at night. 

Senator Gore. What would you be doing at night if you did not 
have something to do in the daytime ? 

Mr. Srravuss. The ordinary recreation to which every citizen is 
entitled, sleeping part of the time. 

Senator Gore. Are you by that undertaking to say that this con- 
troversy has not distracted your attention from the other functions 
of the Atomic Energy Commission ? 

Mr. Srravss. Certainly it has distracted my attention from some 
of the other functions of the Commission. Obviously that is a fact. 

Senator Gore. Do you think a perpetuation of this controversy will 
help the atomic energy program ? 

Mr. Srrauss. No. In order to see that the controversy is not per- 
petuated we are spending our time here. I presume you and I both 
are in an attempt to resolve it one way or another. 

Senator Gore. Do you think perpetuation of this controversy would 
hurt the atomic energy program ? 

Mr. Srrauss. If it involved the continual presence here of the Gen- 
eral Manager, the Deputy General Manager and the several Commis- 
sioners who have been present during the ‘hearings ; yes, sir. If it con- 
tinued indefinitely it would certainly impair-—— 

Senator Gore. Without the qualifications, I do not want to press 
you, would you say yes or no, if you desire to answer that way, to the 
question: Would perpetuation of this controversy or continuation of 
this controversy hurt the atomic energy program ? 
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Mr. Srravss. Senator, if the perpetuation of the controversy re- 
quired the full attention of the individuals who are charged with the 
management of the Commission, the answer is, “Yes.” Otherwise, 
“No,” 

Senator Gore. If it required partial attention of the Chairman, the 
other Commissioners, the General Manager, the Assistant Manager, 
and the General Counsel, would it hurt the atomic energy program ? 

Mr. Srrauss. To the extent that their time was involved and pro- 
portionate to that, the answer is “Yes.” 

Senator Gore. If the controversy did continue and would hurt the 
atomic energy program, how could you say this morning that the con- 
troversy for the past several months had not hurt the atomic energy 
program ¢ 

Mr. Srravss. For the simple reason that it had not involved our 
spending our full time—— 

Chairman Coir. Permit the Chair to observe that it is recognized 
that the response to the question was that it did not impair the 
weapons program. 

Mr. Srrauss. That is correct, sir. This morning, Senator—I do not 
know whether you were here or not at the time—lI listed the number of 
items which had been considered in something less than 100 Commis- 
sion meetings that had taken place between January 1 and the first of 
this month and indicated that the discussion of the Dixon- Yates con- 
tract and related matters had accounted for something less than 3 per- 
cent of the items considered, 

Senator Gore. You just answered the question that if this contro- 
versy is continued as the signing of the contract assures, it will hurt 
the atomic energy program. You answer, “Yes”. I asked you if the 
controversy would hurt the program in the future. How can you then 

say that the same controversy, requiring the time of the same officials, 
has not hurt the program in the past ? 

Mr. Srravss. Senator, I think my answer would be not that the 
controversy has hurt the program but the requirement of the time of 
the officers of the Commission here is ves amaging to the program. The 
public controversy I do not think 

Senator Gore. You think the program has been damaged? 

Mr. Srravss. It —— be hard to measure the damage. I think to 
the extent that General Nichols and Mr. Cook are not in their offices 
and work piles up while they are here, some efficiency is Jost. 

Senator Gore. I am not asking you to measure it. 

Mr. Srravss. I couldn’t measure it. 

Senator Gore. I am asking you to say if the program has been 
damaged by this issue by the requirements of you and the other of- 
ficials and the attention you have given 

Mr. Srravss. To the extent that I have said; yes, sir. 

Senator Gore. Then in the interest of the program to prevent hurt- 
ing the program any further, it would appear to me from your state- 
ment of fact that as Chairman of the Commission your first concern 
might be to prevent further hurt to the atomic energy program and, 
therefore, not take this precipitous act which you have advocated. 

Mr. Srravss. Senator, if 1 were required to be here before you 24 
hours a day, let us say to argue from the extreme, and I could give no 
attention to the work of the Commission and to my duties in the Com- 
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mission, I would then think that the affairs of the Commission might 
be prejudiced and I would have a solution to that. I would ask to be 
excused from one or the other. 

Senator Gore. I was not speaking in the absolute of 24 hours a 
day nor do I take it you were. I think we understand each other. 

Mr. Srravuss. I would like to say that the committee has been very 
considerate of me. I had certain things to perform this morning, and 
I am happy to say they turned out very well and I was excused. There 
were other things that had been scheduled for this afternoon which 
are being carried on quite satisfactorily in my absence. 

Senator Gore. Certainly I acquisced in that and as a member of this 
committee I hope I shall always be amenable to the duties of the Chair- 
man of this important Commission. 

Mr. Strauss. I am satisfied that you would. 

Senator Gore. I would that the Chairman felt as strongly as does 
the junior Senator from Tennessee that the primary concern, the fore- 
most concern, the thing of first importance for this Commission is 
the development of atomic energy to the end of national-defense and 
peacetime uses of this great new source of energy. 

Mr. Srravss. I could not agree with you more. That is why I am 
in Washington. 

Senator Gore. But it is not the reason you signed this contract. 

Mr. Chairman, your Commission reported certain “improvements” 
in the contract as of yesterday. You reported a limitation of profits. 
Do you think that is an effective limitation ¢ 

Mr. Srrauss. Yes, sir, I believe it is. 

Senator Gore. Would you be willing to indicate just what profits 
are limited ? 

Mr. Srravss. You are limiting the return on the equity which the 
sponsoring companies contribute to a maximum figure of $600,000 
per annum. 

Senator Gore. Are you willing to say that is a firm limitation ? 

Mr. Srravss. I beg your pardon ? 

Senator Gore. I will withdraw any further questions until you 
complete. 

Mr. Srravss. Thank you. I would like to correct my answer to 
make it conform to the language of the agreement. 

Senator Gore. I thought you would. 

Mr. Srravuss. The amount available to the company as net income 
during the life of this contract derived from operations under this con- 
tract shall not exceed $600,000 per annum, is what it states. 

Senator Gorr. You are a very wise man. Would you indicate the 
significance of those words “derived from operations under this con- 
tract.” Those words are used twice in the memorandum of agreement 
applying to this particular subject. 

Mr. Srravss. If you will permit me, I would like to pass that ques- 
tion to the General Manager or Mr. Cook. 

Senator Gore. If you will excuse me, I do not need to pass it. I will 
read it to you. 

Chairman Corr. The Chair understands that Mr. Strauss asked per- 
mission to pass the answer to the question to General Nichols. 

Senator Gore. Mr. Chairman, if the chairman is going to pass on to 
someone to find that particular language I can give him some assistance. 
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Chairman Coxe. General Nichols, you may respond to the question. 

Mr. Nicuors. The intention of that language was that we would be 
covering—as I stated earlier, there are two opportunities for the con- 
tractor to make more than the estimated amount of money—one is on 
doing a good construction job and going below the construction esti- 
mate. The other is by operating the plant at less than our estimated 
figures to where he gets additional money because he has been able to 
do a more efficient and better job of management in turning out the 
energy. The intention of this particular paragraph was to cover both 
of those opportunities of making more than the estimated amount or 
making anything, where you would have a ceiling of the two items 
covered under the contract and that the net shall not exceed $600,000 
per annum. As I stated earlier, that is an average figure over the 
whole life of the contract. 

The reason I corrected Mr. Strauss was because he started to say 
only on the equity it might mean that we were ruling what he might 
make on the operation. 

Senator Gore. In saying that I would read the language having a 
significant bearing on this, I would not have : attempted i in any way to 
be impudent with the chairman nor am I with you in any way. I am 
perfectly willing for you to answer the question if you would be will- 
ing to indicate the significance of the specific words “derived from 
operations under this contract.” 

Mr. Nicwots. The reason has been brought out, I believe, by Mr. 
Holifield this morning that on the 50,000—in other words, we are 
building a place which we estimate to be 650,000 kilowatts—before that 
50,000 which was traded for backup power from the subsidiary com- 
panies, that they may make some money on that. That is not covered 
in this particular provision. But, as I stated this morning, they also 
could be making money on this 150,000 which they need to have avail- 
able for times when a generator is shut down or two generators are 
shut down, because if they did not have our load on that they could be 
expanding their own number of customers and be making money in 
Arkansas or other parts of the two systems and probably would be 
making more money. 

That part is excluded. That was the intention of this particular 
provision. When we arrived at what we are trying to do here, my 
attorney and the people negotiated it and the comptroller felt we were 
covering what we thought we were, that is for the operation of the 
company. 

Senator Gore. Would you say that is all that is excluded from this 
so- ee limitation ? 

Mr. Nicuots. I do not know of anything else. 

Senator Gore. If the chairman does not object, I will read for the 
sake of clarity the particular section of the contract that shows that 
this limit is actually not a limit. On page 23 of the contract, if you 
gentlemen will read it, about the eighth line from the bottom, begin- 
ning with the word “net”— 


net income earned by the company from the sale of reserve capacity or of energy 
produced through the use of reserve capacity or contract capacity not taken 
by the AEC or otherwise resulting from activities of the company other than 
those arising out of the performance of this contract shall be separately accounted 
for and shall have no effect upon the determination of net income or adjusted 
net income under this section. 
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Mr. Nicuots. What I stated about the reserve capacity as the 50,000 
that would be covered under this. 

Senator Gore. I understand. But the reserve capacity is by no means 
all that is covered by the sentence I have just read. 

Mr. Nicuors. There is another item here that I think Mr. Cook 
should explain. 

Senator Gore. There are several items. I have no intention of drag- 
ging through all of them. My purpose in bringing this up was to show 
that this contract does not place a limit upon the profits of Dixon- 
Yates at 11 percent. There is no limit placed upon the profits Dixon- 
Yates as a company can earn. If you limit it to the sale of power to the 
AEC, then I would say that the statement that you have brought here 
and the statement that has gone out to the country by the press and 
radio and television would be correct. But if you look at the emolu- 
ments that will flow or can flow to Dixon-Yates as a result of this whole 
project and contract then there is no limit on the profits of Dixon- Yates. 

Mr. Nicnots. We feel those emoluments, as you have labeled them, 
sir, like this 50,000 are adequately compensated for by what they c ould 
have earned by their 150,000 which they could have used for other 
purposes if this contract had never been considered. 

Senator Gorr. I will not press on this point. We are in agreement, 
I take it—if so you can say so; if not you can say so—that the profits 
of Dixon and Yates are not limited by your memorandum of agree- 
ment to 11 percent. 

Mr. Nicnots. As far as the operation of the contract is concerned, 
they are. 

Senator Gore. That is a technical phrase which you are using. You 
recognize that. From that technical phrase on page 23 of the contract 
a number of other operations of the company and benefits are excluded. 

Mr. Nicuors. Where is that, sir ? 

Senator Gore. It is the sentence I just read. 

Mr. Cook. I do not quite see what specific examples you are driving 
at, Senator. 

Senator Gore. You started to give another. The general gave one. 

Mr. Nicnots. I said that is one that has not been covered here. 

Senator Gorr. Unless you gentlemen are ready to agree, we will go 
on with some more examples. Mr. Cook, you started to give another 
example of the possibility of profit that was not included in the so- 
called limit. 

Mr. Coox. Yes. The trade under the terms of the contract of the 
50,000 of the total capability of the plane of 650,000 was a trade for 
backup of 200,000 kilowatts that they are required to furnish under 
the terms of the contract to assure firm power. 

Senator Gore. I understand that. 

Mr. Coox. We feel by reason of the difference in the load factor, 
that the 50,000 is not firm power, that it is an even-Stephen trade. 
There may be a profit in that 50,000 for the company and there may 
not be. It all depends upon the load peaks of the source of sale, and 
the price that they can obtain for it on an unfirm basis. 

Senator Gore. You are aware that General Vogel testified as to the 
needs of TVA and the probable load in the Memphis area by 1957 was 
considerably below the capacity of the proposed Dixon- Yates plant. 

Mr. Cook. I think you were out of the room, sir, when General 
Nichols outlined our discussions with TVA whereby we reed 150,000 
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of additional power at Oak Ridge. We feel that through making 

irrangements with TVA to fi nish this power to the AEC at Oak 
Biden that we can operate this plant at a high-load factor so that there 
will be no possibility for capacity to be available to the company. 
Under the terms of the contract we have a right to 100 percent of 
the capacity to 600,000 kilowatts. We intend to make our arrange- 
ments so that we have the plant operated as close to 100 percent 
capacity as possible. 

Mr. Nicuors. What I outlined this morning, sir, was that the load 
at Oak Ridge that we have found necessary due to defense purposes 
to increase will be the type of load which I anticipate, as far as one 
can anticipate in this business, will not be a full 25- or 30-year load, 
but will be one that drops down. You can guess when it will drop. 
My guess would be sometime between 5 and 10 years from now. I 
realize that General Vogel testified, and I knew it before he did 
testify, that initially Memphis does not need all of this load. You 
have a load at Memphis which is growing and I don’t think anyone 
in the State of Tennessee or vicinity questions that Memphis will grow 
and will need this much and more in a few years—— 

Senator Gore. I think you are correct in that. 

Mr, Nicuors. So what we will have is a relatively short need for 
additional load at Oak Ridge. We would hope that these two periods 
would synchronize so that as the load at Oak Ridge drops, Memphis’ 
load will increase, so we can use this to advant: ige, recognizing that it 
will cost us money to transmit power a distance ‘of 300 miles. But we 
still feel that the cost here is cheaper when you take those line losses 
than it is to go out and procure the power from outside utilities, and 
transmit it over the TVA system to Oak Ridge. That is why we feel 
that way and that was the basis upon which the size of the plant was 
determined as 600,000 rather than 400,000. 

Senator Gore. I agree with you that there will be a need for power. 

Representative Hoxirretp. Will it distract the Senator if I ask a 
question on that point ? 

Senator Gore. No. 

Representative Hoxirrevp. I believe the testimony before the com- 
mittee was that Memphis takes its capacity at a 60-percent load factor 
at the present time. Is that not right? 

Mr. Coox. I think it isa little higher than that. 

Representative Hortrrerp. 63. 

Mr. Coox. Around 64 or 65. 

Representative Houirrep. Under this contract the AEC must take 
the Dixon- Yates load at 93 percent of capacity. 

Mr. Nicwots. We can take it any way we want. 

Representative Horirretp. Wait a minute. I am speaking now of 
93 percent in view of the $9,200,000 a year. Of course it can take only 
one-ninth of that, but it will have to pay for it at 93 percent. Let us 
take it that way. You will have to pay for the Dixon-Yates load at 
93 percent, will you not ? 

Mr. Coox. The figure you quoted as the base capacity charge or the 
demand charge—they mean the same thing—is based on a plant oper- 
ating at 98-percent load factor or producing approximately 5.2 billion 
kilowatt-hours per year. The 93 percent is the power factor that the 
energy is to be delivered at the point of interconnection with the TV A. 
Repr esentative Honirm.p. Then I should revise my 93-percent rate 
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to a 98-percent load factor, which the AEC must take from Dixon- 
Yates, is that right? 

Mr. Cook. That is right. 

Representative Hotirreip. In view of the fact that there is a 38-per- 
cent receipt of power above the capacity of Memphis to absorb, will 
not that give the TVA system a problem in absorbing this other 38 
percent / 

Mr. Cook. No, sir. If you look at the TVA records of exchange 
of power with other utilities, you will find that by reason of the 
shortage in the TVA system, they tried to import power into the sys- 
tem on off- -peak and conserve the hydro that they can use hydro on, on 
peak periods. We feel that this plant can be integrated into the sys- 
tem so that during the normal off-peak in the Memphis area this power 
can be used in lieu of other power previously transported, so that 
the plant can be operated at a high load factor, particularly when you 
consider our requirements for additional 150,000 kilowatts in the Oak 
Ridge area. 

Representative Houirtetp. I will desist from further questioning 
with this one question. Has the TVA agreed that it can take the obli- 
gation of this 38-percent difference between the present 64-percent load 
factor at Memphis, and the 98 percent which it will be obligated to 
accept in that area? Have they agreed that this has not posed a 
problem ? 

Mr. Cook. That is what we have under discussion now. 

Representative Hoririretp. That is one of the points you have not 
yet reached full agreement on ? 

Mr. Coox. That is right, sir. 

Represenative Hoxtrrecp. I will desist from further questioning. 

Senator Gore. I will not press the point, because it leads to several 
different things. I have, I believe, reasonably shown, and you have so 
stated, that there are profits which Dixon- Yates can earn not covered 
by your so-called limitation. 

Mr. Nicuots. We believe, however, they are compensated for by pos- 
sible losses. We don’t know which way they will come out, sir. 

Senator Gore. Would you mind saying that is or is not true? 

Mr. Nicuots. There is a possibility that there are other profits, yes, 
such as the one we mentioned. 

Senator Gore. Would it not also be possible for Dixon-Yates to 
dispose of electricity not required by the TVA without substantial 
profit, but at the same time permit the parent companies to make con- 
siderable profit therefrom, if for any reason the 650,000 kilowatts of 
electricity is not taken and iteflows to the parent companies at the 
minimum rate of 1.8 mills, then'is it not reasonable to presume that the 
parent companies also owned by Mr. Dixon and Mr. Yates and their 
affiliates would make a considerable profit on power bought at such a 
cheap rate? 

Mr. Nicnors. If we didn’t have a demand, in other words, to where 
there was a need to drop power loads, which we don’t anticipate in the 
future, that you found yourself in a position where you no longer 
peice to demand 600,000, we would start channeling a part of the con- 

ract under the provisions that apply. But as long as we feel that we 
seed the full demand of 600,000, they can’t pick up ) additional custom: 
ers that require a demand where they can supply it at any time day 
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or night. You have the whole problem here of demand versus the ad- 
ditional char ge of energy. 

Senator Gore. Let me see if I understand the meaning of the tech- 
nical language you have used. As I understand it, you have stated 
that as long as you have a demand, whether you use the power or not, 
for 600,000 kilowatts of electric ity, neither Dixon- Yates nor their par- 
ent companies could take on firm 24-hour customers for the use of that 
power. Isthat the meaning of what you have said ? 

Mr. Nicuors. That is right. They would be eating into their re- 
serves if they did. 

Senator Gore. I didn’t have such a meaning. Just take the actual 
situation. Your demand remains the same for 600,000 kilowatts of 
electricity, which under this contract you pay for whether it uses it 
or not, but for some reason or other—and there may be many reasons— 
the full 600,000 kilowatts of demand is not used, that which is not used 
is then free to flow into the lines of the parent companies at the rate 
of 1.865 mills. 

Mr. Nicnots. That would be the cost to produce it; yes, sir. That 
is the energy charge. It corresponds to the energy charge of what it 
would cost to produce that. 

Senator Gore. For that power, whatever it is—I am unable to fix 
any amount, I have been advised by experts that it will be substantial, 
but I am unable to fix any amount nor would you or the so-called ex- 
perts, because we cannot see that far in the future—the only require- 
ment is that the minimum charge be made of 1.8 mills. 

Would not it be possible for Dixon- Yates to sell that power at sev- 
eral times that amount if it found a customer ? 

Mr. Nicuoxs. If there is power available that way, it would prob- 
ably be what you call off-peak power, and they probably would have 
the same type of thing in their own system where they have extra 
capacity during the off- -peak power period, and if they found that they 
produced it in our plant rather than one of their own, depending on 
just where the load was, they would pay us for the incremental cost 
of covering that. If they found they were covering it at a cheaper 
rate then it would also be subject to their overall rate adjustment struc- 
ture in the State of Arkansas. There you would come out ultimately 
to where your overall rate adjustment is brought down to a reasonable 
profit. 

Senator Gore. Are you sure that they would pay to you, the AEC, 
the incremental cost ? 

Mr. Nicuors. That is covered in the contract yes, sir. 

Senator Gorr. And that is 1.865 mills? 

Mr. Nicuots. It doesn’t state. 

Senator Gore. A minimum 1.865. 

Mr. Nicuots. It states the incremental cost. The incremental cost 
would be approximately the energy charge under the contract. 

Senator Gore. I think it is agreed that is 1.865 mills. 

Mr. Nicnors. It isthe same thing. 

Mr. Coox. That is right, sir. 

Senator Gore. Then. you concede again, do you not, that there are 
opportunities in this regard as well as in others, including the reserve 
50,000 kilowatts of capacity, for not only Dixon-Yates, but also for 
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their parent companies to earn considerable profits over and above 
and beyond the so-called limitation of $600,000 ¢ 

Mr. Nicuoxs. I would assume on that, sir, if they find they are mak- 
ing a little money on it, that it would be taken care of when they go 
up for adjustment of rates. That is why we set the figure here at 
$600,000, which was slightly above what we quoted as the figure as the 
average earnings throughout the United States determined by the 
Federal Power Commission. You would hope that ultimately your 
rate structure would take care of it. 

Senator Gore. If I may say so with good humor, you are the most 
assuming gentleman I have ever seen. 

Mr. Nicuoxs. All you can do on this, sir, is make estimates, that is, 
on some of these factors. 

Senator Gore. Let us go to another of these so-called improvements 
that are more apparent than real in my opinion. You reported to us, 
General, that you had doubled the penalty for failure to furnish power 
on time. 

Mr. Nicuots. I don’t believe I said we doubled. What I stated 
was that in our original negotiations we had—it is really a separate 
contract—a provision whereby the company would supply us 100,000 
kilowatts of power at approximately the rate of the contract if 
the first generator was not producing power on the line in 36 months. 
In other words, that is the incentive for them to get the plant done 
in time. The question was raised, why apply it only to the first one. 
In fact, the question was raised, why not double it, make it 200,000, 
to make a slightly greater penalty. What we arrived at and I stated 
the other day was that in addition to this penalty of supplying 
100,000 from their own companies in case the first generator is not in 
action after 36 months, that we would also have a similar penalty 
for the second generator. If the second generator did not follow the 
first by 2 months, they would then have to pick up again that load of 
100,000 kilowatts. I did not say we had doubled it. At least I do 
not believe I did. I said we had increased it. Certainly that is a 
better provision. 

Senator Gore. If I misquoted you, I certainly had no intention of 
doing so. I received the impression that you were lifting the penalty 
from 100,000 to 200,000, and Mr. Cook a moment ago referred to the 
200,000 penalty. 

Mr. Nicnors. That is a different thing. The 200,000 is after the 
plant is in operation. When you have 3 generators and 1 on them 
goes down, they must supply backup power to bring it back to 600,000, 
and that is estimated to be 200,000. That is a different proposition. 

Senator Gore. I have your letter contract and I wish you would 
show me whereby these terms there is at any one time a penalty re- 
quirement of 200,000 kilowatts of electricity. 

Mr. Nicnots. This letter does not cover it. This letter is solely for 
the 100,000 in case the plant is not completed on time. The provision 
for 200,000 is in the contract. 

Senator Gore. I thought you told us that the supplemental agree- 
ments, one of the so-called concessions you obtained was presented 
in the supplemental agreement. and not in the original contract. 

Mr. Nicnots. The supplemental agreement covered concessioris, 
but this one is covered by a change in that letter contract we are look- 
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ing for which was the second generator. That was a concession. 
There has been no change for a long time, since the beginning, I think, 
on the idea of backup power. From the beginning it was that they 
would cover only 1 generator being down which corresponds to 
200,000. There has been no change, sir, and none represented. 

Senator Gore. I understand that, General. What I hold in my 
hand is the letter contract dated November 11, 1954. 

Mr. Nicuots. That has been changed, sir. 

Senator Gorr. Which was represented to us, as I recall it, of requir- 
ing a penalty of 200,000 kilowatts of electricity . 

Mr. Nicnors. I don’t believe so, sir. 

Senator Gore. That was not ? 

Mr. Nicuors. I don’t believe so, sir. In presenting this particular 
letter I presented it as a change. Of course, you never saw this let- 
ter before, so you could not recognize the change. On page 2, item B, 
was the thing we put in this letter of contract from the way we had 
previously been negotiating, to where it covers the second generator. 

Senator Gore. I understand that. 

Mr. Nicuors. Before it applied only to the first unit which was 36 
months. 

Senator Gore. The point I am try to make is that it is now clear to 
me that at no time would there be a penalty of 200,000 kilowatts of 
electricity at the same time. 

Mr. Nicuots. Not for completion of the plant; no, sir. In other 
words, there is no change in regard to the completion of the plant. 
The only thing is that you extend the penalty to the second generator. 
That is what I hope I presented the other day. That is what I 
intended. 

Senator Gore. We understand each other on that. 

Mr. Nicrots. But there is 200,000 backup which is what we 
SW apped the 50,000 for. 

Senator Gore. I am directing my inquiries now as to these so-called 
improvements. 

Mr. Nicnors. Yes, sir. 

Senator Gore. What you have done here is extend the same 100,000 
requirement to the second generator provided it is not completed 
within 60 days after the first. 

Mr. Nicnots. That is right, sir. 

Senator Gore. In other words, you have 100,000 penalty if the first 
generator is not on the line in 36 months. 

Mr. Nicnou, That is right, sir. 

Senator Gorr. Then you have added that if the second one is not on 
the line within 60 days thereafter, then the same 100,000 would be 
required. 

Mr. Nicnors. That is right, sir. 

Senator Gore. So there is at no time a requirement of 200,000 pen- 
alty of electricity. 

Mr. Nicuoxs. That is right, sir. I don’t believe at any time did 
anyone represent that there was, sir. 

Senator Gore. It may well be that I misunderstood it. It may be 
that my reading of that in the newspapers added to my misunder 
standing. 
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Mr. Nicuoxs. Of course, I can’t take care of the way the newspapers 
cover this. 

Senator Gore. I understand. 

Mr. Nicuors. I think our press report covers it. 

Senator Gore. If some reporter misunderstood it, that way, it is an 
error Which the junior Senator from Tennessee fell into also. 

Chairman Coie. Would the Senator yield to me toc larify my own 
thinking on this? What would be the situation if the second gener- 
ator did not go on line within 60 days after the first one was scheduled 
to go on the line, so that you would have a situation where neither 
the first nor the second was on the line within 60 days after the first 
one Was supposed to be ? 

Mr. Nicuots. You cover only the 100,000. In other words, the 
100,000 is the maximum it ever goes to. If you have them both late, 

say it goes 38 months, it is still only 100,000. What we were after here 
was to be sure that they don’t let the second one slip just in their rush 
for the first one. 

Representative Hinsnaw. May I ask a question, Mr. Gore, to clear 
up this point? 

Senator Gore. Yes. 

Representative HinsHaw. When did the 200,000 kilowatts of backup 
power apply ¢ 

Mr. Coox. That applies after the plant is in operation. 

Representative HinsHaw. Suppose 3 generators are not in operation 
at the end of 36 months, who do we have operating? Don’t we have the 
200,000 backup power operating then ? 

Mr. Nicwots. You mean at the end of 36 months there is nothing in 
operation ¢ 

Representative Hrysuaw. Yes. 

Mr. Nicuors. You have only the 100,000. 

Representative HinsHaw. In other words, all 3 have to come into 
operation before the 200,000 backup power applies? 

Mr. Nicnors. That is right. 

Mr. Coox. No. 

Mr. Nicuots. I would like Mr. Cook to check that, sir. There are 
some different conditions to this thing. 

Mr. Coox. The way it operates, if 3 units are in operation, we are 
entitled under the contract to 600,000. If 2 units under the contract 
are in operation, we are still entitled to 600,000. If 1 unit under the 
contract is in operation, we are entitled to 400,000. If zero units are 
in operation, we are entitled to 200,000. That is the way it works after 
the plant is in complete commercial operation. 

Mr. Nicnors. After you once get them going, sir. 

Representative Hinsnaw. I wonder why we have to wait for them to 
get going? I would think if they didn’t get going, within 8 months 
or 10 months, the 200,000 would apply at the end of 36 months. 

Mr. Nicnoxs. After you get the 3 in, you start getting the 200,000. 

Chairman Core. Senator Gore. 

Senator Gore. Thank you. 

Admiral Strauss, why in your opinion should the Government pay 
more for electricity for its own use than it costs the Government to 
produce that electricity in its own plant 

Mr. Srravuss, I don’t understand that the Government is paying more 
for electricity since the difference is taxes which the Government pays 
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to its or rather collects for its own use. The major difference is taxes. 

Senator Gorr. I would not argue that taxes are part of the differ- 
ence. But you would not say that is the only difference ? 

Mr. Srravss. The principal difference. The differences have been 
spelled out here in amounts in previous testimony on a day unfortu- 
nately when I was not present. I can have that—— 

Representative Price. Will the Senator from Tennessee yield ? 

Senator Gore. Yes. 

Representative Price. I understand that the Government is paying 
all the taxes in this case? 

Mr. Strauss. Not the local taxes. 

Mr. Nicnots. We pay the taxes. 

Senator Gore. Yes, you are. 

Representative Price. I do not think the tax matter is am issue at 
all because we are still paying a!l the taxes. 

Mr. Srrauss. I will give you a breakdown of the difference in 3.8 
million of the various items. 

Representative Price. Not only are you paying the taxes but we 
are not getting the income which you get from TVA into the Federal 
Treasury. 

Senator Gore. All of the profits of the TV A belong to the Treasury 
of the United States. 

While they are looking up the figures, Admiral, maybe you would 
be willing to answer the question in the abstract. Whatever the dif- 
ference is, why should the Government pay more for electricity for 
its own use than it costs the Government to produce that electricity in 
its own plant ? 

Mr. Srravuss. There are a variety of reasons in this case, Senator. 
In this particular case the Government is avoiding increasing the 
national debt by $100 million and paying the interest on that amount 
of debt. 

Senator Gorr. And obligating itself to pay by the year by your own 
estimate agreed to by the Budget Bureau and the Federal Power 
Commission $3,685,000 more of the taxpayers’ money to Dixon- Yates? 

Mr. Srravss. It is not to Dixon-Yates. The money goes in the fol- 
lowing ways: State and local taxes, $1,000,499. The difference in the 
cost of the money to the Government on the one hand and to private 
interests on the other— 

Senator Gore. The taxpayers do not get that difference? 

Mr. Srravss. No. 

Senator Gore. All right. 

Mr. Srravss, $1,059,000. Extra fuel costs $309,000. In this particu- 
lar case it can be delivered by barge to the Memphis site of Dixon- 
Yates, 55 miles downstream from Fulton, at the same cost as at 
Fulton. Then this cost would be reduced by $ $309, ( 00. 

Senator Gore. I wonder why that “if” is in there. Does anyone 

eally contend that you can ship coal 55 miles and return the barge 
for nothing? Have you ever heard anyone contend that? I would 
love to employ that fellow in my business if you can find him. 

Mr. Srravss. That is why the extra cost of $309,000 is in there. 

Senator Gorr. Why that “if?? If it can be transported 55 miles 
further for the same amount. 

Mr. Srravss. I imagine that the handling figures are the same. It 
is simply the difference in mileage. That is an engineering question 
I would like to ask Mr. Cook to explain. 
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Senator Gorr. Don’t bother about it. Go ahead. 

Mr. Srravuss. Then there is a further item of extra operating costs 
of $211,000. 

Senator Gorr. Should the taxpayers be burdened with extra operat- 
ing costs and unnecessary expenditures of $200,000 ? 

Mr. Srravss. The Bureau of the Budget thought so. 

Senator Gore. Did you think so, too? 

Mr. Srravss. I concurred with the reasoning. 

Senator Gore. Would you like to proceed ¢ 

Mr. Srrauss. I haven't anything further to say, except to answer 
your questions, Senator. You mean I have not given you a total of 

$3,685,000? There is an extra item of $607,000 for TV A transmission 
costs. ‘That makes a total of $3,685,000. 

Senator Gore. You think it is right, do you, or do you not—— 

Mr. Srravss. I do believe so. 

Senator Gore. For the Government to pay more for electricity for 
its own use than it costs to produce it in its own plant ? 

Mr. Srravss. I don’t think your question states a fact. 

Senator Gore. I will withdraw the question. 

Mr. Srrauss. The cost to the Government to produce it at its gown 
plant does not involve a number of these items which I have listed. 
The Government does not pay State and local taxes, as I understand it, 
in its own plants. 

Senator Gore. Do you think the Government should reimburse 
private concerns for all their taxes, State, county, city, franchise priv- 
ilege, Federal and so forth ? 

Mr. Srravss. I think they are figured into the rate. Every business 
that pays taxes and sells a product figures the taxes into the selling 
price of the product, or they don’t stay in business very long. 

Senator Gore. I appreciate your opinion, but that is not responsive 
to the question. 

Mr. Srravss. That is all I can testify to—my opinion, Senator. 

Senator Gore. Would you be willing to state that you do or do not 
believe the Government should reimburse private corporations for all 
their tax payments? 

Mr. Srrauss. Under the terms of the law, the Government is per- 
mitted to figure the income taxes into the rate for the power. That 
principle was established when the legislation was recently enacted. 

Senator Gort. Does that apply to local as well as Federal income 
taxes ? 

Mr. Srravss. No. I understand there that only applies by the lan- 
gauge of the statute to Federal income taxes and prohibited direct 

reimbursement. But the legislative history clearly did not prohibit 
indirect reimbursement. 

Senator Gore. Then all of Dixon- Yates’ local taxes—all their State, 
county, and city ts are reimbursed directly by this contract? 

Mr. Strauss. Let me ask for assistance on that. 

Mr. Nicnors. For State and local taxes we do reimuburse the con- 
tractor. 

Senator Gore. Reimburse directly in their entirety ? 

Mr. Nicnots. That is right, sir. 

Senator Gore. Does that apply also to privilege taxes? 
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Mr. Nicuots. To what, sir? 

Senator Gore. Privilege taxes. 

Mr. Nicuots. I would like to get my counsel on that one. 

Representative Hinsnaw. I wonder if the Senator from Tennessee 
would be willing to state what they are, because the committee doesn’t 
know. I have no idea what that is. 

Senator Gorr. As I understand it, that would cover any tax that 
might be levied by the State of Arkansas, the county in which it is 
located, the corporate limits in which it might be located, the fees or 
privilege taxes charged by the Arkansas Public Service Commission. 
In other words, by ‘this contract the Atomic E nergy Commission is 
committed to reimburse this company for whatever taxes Arkansas or 
any of its subsidiaries might levy. 

Mr. Nicuoxs. Senator Gore, I would like to explain our philosophy 
on that. We have many contracts—— 

Senator Gore. Before you get into the philosophy, is that true or not 
true? 

Mr. Nicnots. On the privilege I don’t have the answer. The idea 
was to reimburse for State and local taxes. 

Senator Gore. Were there any exceptions ? 

Mr. Nicuoxs. I don’t believe so. The legal man is looking that up, 
sir. 

Mr. Srravss. It is quite possible that in State and local taxes the 
kind of tax you just mentioned is included. 

Mr. Nicuoxs. I would like to give you two bits of information in 
regard to that. One, the intent here was to cover State and local taxes 
as to where we take the risk—we could have estimated them in there, 
and then if we grossly underestimated and the contractor wanted to 
have a big estimate, this was the type of thing to have direct reimburse- 
ment like we do on many cost contracts we have. We do it at Oak 
Ridge and Hanford to where we do pay the taxes that are properly 
levied. We do have a reservation, however, that if we think a State 
x local community is levying a tax we should not pay, we have the 
right to tell the contractor not to pay it, the same as we do on a cost- 
plus-fixed-fee contract. Frequently we find ourselves in litigation with 
the States as to whether or not we are subject toa tax. 

Senator Gore. Are you saying now that the Atomic Energy Com- 
mission is committed to pay the expense of the litigation in favor of 
Dixon-Yates in whatever litigation may arise with respect to their 
taxes in Arkansas? 

Mr. Nicuoxs. It would not be in favor of Dixon- Yates, because we 
are reimbursing them for whatever they pay. If we feel they are 
being too easy on what they are paying in the line of taxes, where 
there is a real legitimate legal doubt, we have the right here, and the 
company has, to notify us of any State or local tax of any kind or 
character levied or purported to be levied on or collected from the com- 
pany and constituting a reimbursible item. 

We would have some review to where they don’t pay every bill tnat 
is in. There is no intention to deny payment on any legitimate tax. 
We do have a control over it the same as we do in our normal cost 
contracts. In other words, we tried to set this up to where the State 
and local taxes would be a cost item and not one in which we have to 
make estimates of what it would be or what it might be. It is as'milai 
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pattern to what we are doing on many contracts in the Atomic Energy 
Commission. 

Senator Gore. You are asserting that you have the right to defend 
Dixon- Yates, to go into court in the name of Dixon-Yates ! 

Mr. Nicuots. 1 would like legal counsel to give you the exact word- 
ing of that, but we have the right to ask them to bring it into court. 

Senator Gore. I am not questioning the right. You have said you 
had the right. I am asking you if there are not some obligations on 
your part, also, with this regard. I will be glad for counsel to answer 
that. 

Mr. Nicwoxs. I would like him to answer when we get to this type 
of question. 

Mr. Mircueiz. Senator, the obligation on the part of the Govern- 
ment arises only if the AEC directs the company to contest the pay 
ment of the tax, and the company incurs expenses as a result of our 
direction, or obviously if we undertook to represent the company di- 
rectly, then there would be expense to the Government presumably in 
the time and travel of the people involved. But we don’t get into it 
unless we want to. 

Senator Gore. You say it is strictly a permissive matter ? 

Mr. Mrrenetz. Yes, sir. 

Representative Hotirretp. Will the Senator yield on that point / 

Senator Gore. Yes. 

Representative Horirrerp. It is permissive only in your right to 
point out a possible tax which you believe has not been assessed cor 
rectly. Once having pointed that out under this contract, you are 
obligated to either pay the expenses of the company in fighting that 
tax case in court, or to assume those expenses yourself. Ts that not 
right ? 

Mr. Mrrcuei. Yes, sir. Maybe I should have elaborated my earlier 
answer. 

Representative Hoxirmxp. I think I can elaborate on that by bring 
ing out that by questions possibly. If that be true, does this not put in 
the very awkward position of being a Government agency going in 
and defending a private utility company in a State court / 

Mr, Mitrcneti. We don’t have to do it that way, Mr. Holifield. 

Representative Horirretp. You either have to do it that way, if 
you object to the assessment of the tax, or you have to approve and 
pay the expenses of lawyers which they choose to defend their interest 
in the court. 

Mr. Mircuety. That is right, sir, but we could tell them to under 
tuke their own defense and reimburse them for their expenses in 
doing so. 

Representative Houirreip. That is exactly the point I was bringing 
out. J. D. Steitenroth in his testimony before the Langer committee 
said one of these sponsoring companies down there had 25 lawyers on 
its payroll which as far as he could see rendered no legal services. I 
suppose that in view of that testimony you put this provision in there 
so that you could protect the Government from excessive legal charges 
in such ease ? 

Mr. Mrirener.. That is right. I would like to point out also, Mr. 
Holifield, that this is a pattern that we follow in a good many instances 
in our other contracts. Quite often we will direct the contractor fo 
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contest a particular tax and then we will pay him his reasonable 
expenses for doing so. 

Representative “Hoxirterp. Have you utilized that privilege before 
in your Government capacity to go in and contest in the State courts 
against State tax rulings? 

Mr. Mrrcnent. Yes, sir. 

Representative Hotrrretp. In what instance ? 

Mr. Mircnetu. Specifically I think of the General Electric case, 
which was recently before the Supreme Court of the United States. 

Representative Houtrievp. I yield back to the Senator. 

Representative Price. Will the gentleman yield a minute? Was that 
General Electric as an operating company for one of your installations ? 

Mr. MircHety. It was a cost- -plus contract in that instance. 

Representative Price. It was an operator for one of your installa- 
tions? 

Mr. Mircnett. That is right. 

Representative Price. It is not a similar case. 

Mr. Nicnuots. As I stated before, Mr. Price, in the case of State 
taxes we tried to make this a straight-cost contract, and we have stated 
it as a cost contract. For this part of it, we will be applying the same 
rules as we are in our cost-plus-fixed-fee contracts. 

Representative Price. It is a little more than a cost plus fixed fee 
here. Are you talking about the General Electric as an operating 
company for the AEC? 

Mr. Mircnett. That is right. 

Representative Price. That is a different situation entirely. 

Mr. Nicnors. It is comparable. 

Mr. Mrrcnety. I would like to clarify my answer there. The com- 
pany lawyers did not handle the case all the way through. When it 
got to the Supreme Court, our own counsel argued the case. 

Representative Price. The General Electric in that case was operat- 
ing an atomic installation for the Atomic Energy Commission. It is 
not a private undertaking as this would be. 

Chairman Core. Senator Gore. 

Senator Gore. Is it true that the original Presidential directive con- 
tained a directive to the Commission to negotiate with Dixon- Yates 
to the end of signing a definitive contract, and also contained instruc- 
tions that all taxes were to be reimbused? I believe you so testified. 

Mr. Nicuors. I would like to look up the directive to refresh my 
memory. I think what you are referring to is that the first time he 
passed on the recommendation to the Bureau of the Budget, we put in 
the recommendation that perhaps TVA should pay the taxes. We did 
not say perhaps. 

Senator Gore. Would you read that? TI see Mr. Cook has the direc- 
tive. The part that applies to payment of taxes by AEC. 

Mr. Nicnots (reading) : 

The President had asked me to instruct the Atomic Energy Commission to 
proceed with negotiations with the sponsors of the proposal made by Messrs. 
Dixon and Yates with a view to signing a definitive contract on a basis generally 
within the terms of the proposal. He has also requested me to instruct the Com- 
mission and the Tennessee Valley Authority to work out these contractual, opera- 
tional, and administrative arrangements between the two agencies so that 
operations under the contract between AEC and the sponsors will be carried on 


in the most economical and efficient manner from the standpoint of the Govern- 
ment as a whole. In working out the arrangements between AEC and TVA it is 
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contemplated that the AEC will bear all local, State, and Federal taxes payable 
by the Government under the terms of the contract, and, two, that he TVA will 
bear all costs necessary to receive the contract power at contract delivery points 
and all costs to move this power through the TVA transmission system. 

That was the June 16 letter, 

Then there was a later letter, August 16, which gave. further in- 
structions as to how to adjust costs. 

Senator Gore. Subsequent to that, Congress enacted what has been 
referred to here as the Gore amendment. 

Mr. Nicuots. Yes, sir. 

Senator Gore. In carrying out this directive, you have now executed 

contract providing for the repayment of all State and local taxes. 

Mr. Nicuots. Yes, sir. 

Senator Gore. Assessed against Dixon and Yates. 

Mr. Nicwors. State and local, sir. 

Senator Gore. Because of the Gore amendment, you have executed 
the contract to repay Dixon and Yates their Federal income taxes 
on an estimated quarterly basis rather than an actual basis. 

Mr. Nicuois. What we do is estimate them on a prospective basis as 
to what they will be in the future. 

Senator Gore. Did this memorandum of agreement improve the 
Government’s position in that regard? You didn’t list that as an im- 
provement. Let me change the question. 

Would you indicate in what manner the memorandum of agree- 
ment changed the contract with respect to Federal income-tax repay- 
ment ? 

Mr. Nicuors. That was in there before we started listing improve- 
ments. In other words, we do not consider that the memorandum of 
interpretation was all negotiated when we started to try to improve 
the contract. We do feel that all of the provisions in the interpreta- 
tive memorandum are protective to the Government. In fact, most 
of them are in there because our comptroller and legal people had 
raised questions to be sure that we would have the best interpreta- 
tion of the various provisions in the contract. They have assured 
me and assured the Commission that these are all in favor of the 
Government. 

Senator Gore. Did I understand you correctly to say that you 
thought the memorandum of agreement in all respects improved the 
position of the Government? 

Mr. Nicuors. That was the intent of it, sir, yes. We were trying 
to be certain that where something might be interpreted in one or 
two ways that we would have the interpretation in favor.of the Gov- 
ernment. That was the intent of the document, sir, and we believe 
we have accomplished that. 

Senator Gore. I can appreciate the intent, but I respectfully must 
disagree that the memorandum of agreement improved the position 
of the Government with respect to the repayment of income tax. I 
would be much pleased if you would proceed to look at the document 
and explain to me just how this does improve the Government’s 
position. 

Mr. Nicrots. Which provision do you want, sir. Will you do that, 
Mr. Mitchell? 

Mr. Mircuett. Senator, I think what we have here is a clarification. 
I would not say it was an improvement or a worsening of the Gov- 
ernment’s position in this particular section. 
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Senator Gore. The clarification is that it makes it clear that the 
Government repays all of Dixon- Y ates’ taxes. 

Mr. Mircueti. No, I don’t think it means that. It doesn’t say re 
pay at all. What section 4.03 and the memorandum of understand 
ing does is to spell out in a little more detail than was contained in 
the contract the fact that in calculating a composite rate surtax is 
not paid on income up to $95,000. This is by way of explanation 
of the calculation by which we arrive at this figure. 

Senator Gorr. What, Mr. Counsel, is the purpose of the statement, 
and let me quote here : 

In the definition of the factor R used in the formula in paragraph 2 of this 
section, it is understood that the term “composite rate” will mean that the esti 
mated rate will take into consideration the fact that under current Federal 
income-tax rates surtax is not paid on income up to $25,000, and the fact that 
in future years there may be varying rates or bases of tax at various levels of 
income, 

Your original contract does not refer specifically to any possibility 
of the lowering of the surtax rate or the surtax rate application to a 
lower income than $25,000. 

How does this recognition in the memorandum of agreement im 
prove the Government’s position? Does it not in fact improve the 
position of Dixon- Yates / 

Mr. Mrrcuet.. No, sir, it seems to me that it neither improves nor 
worsens the position of either party. Let us assume for a moment that 
the credit for surtax was changed under the tax laws from $25,000 to 

$50,000, so that the company was not paying surtaxes on income up to 
$50,000. Then this clarification would operate to the advantage of the 
Government. If on the contrary the surtax exemption was eliminated, 
then you might say the provision would operate for the benefit of the 
contractor. 

I come back to the point it is a matter of clarification and it could 
work in either direction. 

Senator Gore. Do you say, then, that under this contract the Gov 
ernment would not be paying to Dixon-Yates a surtax which Dixon 
Yates might not in fact have to pay ? 

Mr. Mrrcnety. Rather that the surtax would not be taken into ac 
count in the estimate which in turn goes into the rate. If I said pay 
ment, I misspoke myself. 

Senator Gore. Then, General Nichols, if that be true why is it that 
in appendix C, you have not given the Government the benefit of the 
first $25,000 exemption of the surtax ? 

Mr. Coox. This is a provisional rate, sir. When the plant is com 
pleted and constructed, then the base capacity charge will depend on 
the actual cost of construction and prior to that time we will make an 
estimate as provided for in the contract so that this $9,052,000 will vary 
depending upon the cost of the facilities. All we were trying to show 
here is based on the target estimate, and the then existing tax rate of 

2 percent, what the annual charge to the AEC in the cost per kilo- 
watt hour sm be. 

Senator Gore. Mr. Cook, your variation is according to a formula. 
It is plain to see in appendix C, if you care to look at it, under category 
(d), Federal income-tax cost, 52- percent rate, you calculate all of the 
corporate tax on that basis, giving the taxpayers no break for the 
lesser rate on the first $25,000. 
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Mr. Cook. Sir, at the time this was prepared we were trying to show 
what the cost to the AEC would be, and this shows what it would be 
at 52-percent tax rate. 

Senator Gore. That is right, but Mr. Cook, you have written this 
total sum into your contract as a base capacity ¢ ‘harge which the Gov 
ernment is committed to pay. 

Mr. Cook. That base capacity charge is adjusted in the next section. 

Senator Gore. The base capacity charge is adjusted. 

Mr. Cook. That is right. 

Senator Gore. And as a component part of the base capacity charge 
this Federal income-tax cost which I am reading here is $495,000 per 
year. 

Mr. Coox. That tax component is adjusted first under section 4.02 
where the base capacity charge is adjusted, depending upon the actual 
cost of the facilities and then there are periodic adjustments under 
section 4.03. So that by the time the facilities are completed, and the 
contract is ready to go in commercial operation, these periodic ad- 
justments will be taken into account. 

It says on the first day of each calendar quarter—— 

Senator Gore. I am aware of that. What I wish to bring out to 
members of the Commission, and others, is that your variation is by 
formula from the total of this base capacity charge, and you have 
included as a component of that total a tax which Dixon-Yates may 
never have to pay, yet the Government is reimbursing them for it. 

Mr. Coox. I am trying to point out, sir, that in the formula, the 100 
minus R, at the time that appendix C was prepared, we used in the 
formula for the purposes of showing what the cost to the AEC would 
be—the estimated cost to the AEC would be, the 52-percent tax rate. 
But at the time the plant is completed and goes into commercial opera- 
tion on a prospective basis, we will try to estimate what the Federal 
income tax is and we will insert in that formula the R that is esti- 
mated to be at that time. 

Senator Gore. I have only one more question, because I do want 
to finish in time for the Comptroller General. 

General Nichols, in this table listing the component parts of the 
base capacity charge, you have listed for Federal income-tax cost 
$536,250. My question is, Is there a condition under which the Atomic 
inergy Commission would be forced under this ae to pay the 
Dixon-Yates company a repayment of taxes which in fact the Dixon 
Yates company would not be required to return to the Government, 
or not been previously required to pay to the Government ? 

Mr. Nicuors. I don’t believe I understand your question, 

Senator Gore. I will try to state it in a different way. 

Do = have the contract before you, and appendix C 

Mr. Nicuors. Yes, sit 

Senator Gore. Do you see the component part, $536,250 ? 

Mr. Nicnots. Yes, sir. 

Senator Gore. That is a part of the base capacity charge of $9.052,- 
050 per year. 

Mr. Nicnots. Yes, sir. 

Senator Gore. Which the Atomic Energy Commission must pay 
with some variation whether you use the power or whether you do not. 

Mr. Nicuotrs. Yes, sir; but we have explained as to how that total 
for the base capac ity charge is subject to several adjustments. In 
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other words, it would depend upon the cost of the plant and then the 
prospective estimate for income taxes. 

Senator Gore. I am not sure how much it can vary. It can vary 
but I acknowledge that it can vary to some extent. My question is, are 
there conditions by which by this contract the Atomic Energy Com- 
mission would be required to make a payment to Dixon- Yates as a part 
of the base capacity charge in pe ‘imbursement of taxes which Dixon- 
Yates may have theoretically, but actually not, paid to the Govern 
ment ¢ 

Mr. Nicnots. There is a possibility that when we adjust this quar 
terly that we might make a mistake. In other words, in looking 
ahead, we might make some mistake or something happens so that the 
estimated profit turns out to be different than estimated. But we do 
that quarterly. We figure quarterly as to what we think it will be. 

Senator Gore. I understand that you may overestimate on a quarter 
basis. 

Mr. Nicnots. Or underestimate. 

Senator Gore. It is a bigger loophole than that to — I am direct- 
ing my inquiry. If you are not prepared to answer it, that will be 
the first question I will address to the Comptroller eae al. 

Mr. Nicuors. Maybe Mr. Mitchell may have the answer. I don’t 
quite understand what you are driving at. 

Mr. Mircuetyi. Senator, I think I do understand now, sir. 

Senator Gore. I apologize for my inadequacy. You realize that this 
is a technical field for me. 

Mr. Mitrcuetu. This is complicated, and I had not quite appreciated 
myself the point in issue. I believe I now understand it. 

In the memorandum of agreement, section 4.03, there, it reads to 
my mind that when we come to make these quarterly estimates, which 
we will start to do in the future, we will in estimating tax element 
take into account at that time whatever exemption there may be from 
surtax and will in turn carry that over into our calculation. It seems 
to me this section in the memorandum was designed to clarify the very 
point you are bringing up, and to resolve it to mean that we only esti- 
mate after taking into account the surtax exemption. 

Senator Gorr. Could you indicate to what extent this base capacity 
charge can vary ¢ 

Mr. Mircnett. To what extent what, sir? 

Senator Gore. The base capacity charge can vary. How long can 

go and how high can it go? 

Mr. Mircuett. I think Mr. Cook can answer that. 

Mr. Nicos. You have to estimate for any prospective tax rate, 
but he has it for one, let us say. 

Mr. Cook. Yes. 

Senator Gorr. The lowest figure which the base capacity charge 
can reach, 

Mr. Nicuots. We don’t have the lowest. We have an underrun on 
construction here. 

Mr. Coox. I would have to do some adding here. I have them split 
apart. 

Senator Gore. Mr. Chairman, it is 4 o’clock and I respectively de- 
sist. If he wishes to answer, very well, but I will not press the point. 

Chairman Cox. Is it possible to compute what the lowest rate 


might be, and the highest rate might be ? 
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Mr. Nicuors. For any given underrun or overrun it is. 

Mr. Cook. I can give you the total including the energy charge, but 
I have them broken down and would have to add certain sections to- 
gether to answer your question. With the new limitation that was 
recently explained on the target estimate, our annual cost would be 
$20,746,800, per annum, or a mill cost per kilowatt-hour of 3.99. 

If the cost of the facilities goes 9 percent under the target estimate, 
then our total bill would be $20,287,430 per annum, or 3.9 mills per 
kilowatt-hour. 

Senator Gore. Are they both twenty million and some hundred 
thousand dollars different ¢ 

Mr. Cook. Yes, sir; it is $40,746,800 versus $20,287,430. 

Senator Gore. Is that the total variation allowed in the base capacity 
charge and energy charge ? 

Mr. Cook. That is the variation that would occur in the base 
capacity charge, and the energy charge in the event the plant was com- 
pleted for 9 percent under the estimate. 

Senator Gorr. What if it is over the estimate ? 

Mr. Cook. If it is 9 percent over the estimate, it is estimated that 
our annual charge would be $20,825,702 per annum or 4.005 mills per 
kilowatt-hour. 

Senator Gore. Would you mind while the General Accounting 
Office is testifying to get those sums together as to how much the base 
capacity charge can vary ¢ 

Mr. Coon. Yes, sir. 

(The information referred to follows :) 

ATOMIC ENERGY COMMISSION, 
Washington 25, D. O., November 13, 1954. 
Hon. W. STERLING Cote, 
Chairman, Joint Committee on Atomic Energy, 
Congress of the United States. 

Deak Mr. Cote: Enclosed for insertion in the record is a response to Senator 
rore’s request during the hearings yesterday afternoon for a table summary of 
the estimated cost of power to the AEC and to the Government under the MVGC 
contract. The table shows the effect that increases or decreases in the actual cost 
of the facilities from the target estimate of $104,115,000 ($107,250,000 total 
capital requirements including working cupital, at $2 million and revision to the 
existing Arkansas Power & Light Co.’s transmission system that now intercon- 
nects with TVA’s system near Memphis, at $1,135,000) will have on the contract 
base capacity charge of $9,052,000 per year (the components of which are shown, 
in Appendix C) as adjusted under the provisions of section 4.02 Adjustment of 
base capacity charge for changes in cost of facilities, section 4.083 Periodic ad- 
justments, as well as section 4.15 Limitation on earnings which provides that 
the amount available to the company as net income during the life of this contract 
derived from operations under this contract shall not exceed $600,000 per annum. 

Also shown is the resultant credit to the AEC in the event the plant is con- 
structed for less than the target estimate, the reduction in the estimated annual 
bill, and the cost in mills per kilowatt-hour. 

It should be noted that, if the actual cost of construction is higher than the 
target estimate by as much as 13.2 percent, the return on equity reduces to zero 
and the estimated Federal income tax component of the base capacity charge re- 
duces from an estimated cost of $536,250 in the base capacity charge (at the tar- 
get estimate of $104,115,000) to zero. 

This table of estimated costs to the AEC is based on a Federal income-tax 
rate of 52 percent. In the event the tax rate changes, adjustments to provide for 
the estimated effect will be calculated on a prospective basis each quarter as pro- 
vided for in the contract. 

Sincerely yours, 
K. D. Nrcnots, General Manager. 

Enclosure: Summary of estimated cost. 
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Senator Gore. I don’t want to make a charge here until I know I 
am right. I have the impression from a study ‘of this table and infor- 
mation I have had that there is a possibility that the Government will 
be forced to make a payment to Dixon- Yates allegedly for repayment 
of taxes which in fact would go to them as profit and income, and you 
might want to explore that. I do not wish to press the point. I do not 
make the charge. It is my understanding that is actually true, but I 
want to clear it up with you and with the General Accounting Office. 

Mr. Nicuoxs. I do not believe it is possible, sir, but I would like to 
see how. 

Chairman Core. Earlier at the hearing this afternoon, Mr. Price 
desired to interrogate Mr. Strauss, who was not in the room at that 
time. The Chair assured him he would be given that opportunity 
which he may now proceed, and upon the conclusion of Mr. Price’s in- 
terrogation, the Chair will consider that the presentation by the Com- 
mission witnesses will have been concluded. 

Senator Gore. Mr. Se, I beg your pardon. I understood we 
were giving way at 4 o’clock. I do want to clear this point up with 
them at a later time. 

Chairman Cote. Mr. Price. 

Representative Price. Mr. Chairman, in the meantime many of the 
questions I wanted to ask were answered. If Mr. Strauss is éoming 
back for further interrogation by others, I would just as soon defer. 

Chairman Core. Mr. Van Zandt. 

Representative Van Zanpr. I will take the same position. 

Chairman Cote. You gentlemen will be excused, and you will be 
considered as having been released unless you are recalled to engage 
for further discussion on the last point raised by Senator Gore. The 
Chair has agreed to accommodate the Senator 

Representative Van Zanpr. Mr. Chairman, pardon me. I would 
like to have an understanding as to whether or not we are going to have 
a chance to interrogate Admiral Strauss a little further ? 

Chairman Coxe. If so, do it now. 

Representative VAN Zanpr. Admiral, there is one point I would like 
to clear up, and that is the urgency regarding the waiver that has 
been requested of this committee. What is the urgency about waving 
any additional waiting period ? 

Mr. Srrauss. I have testified as to what I know about that, Mr. Van 
Zandt, on a previous occasion. This was based on the representations 
made by the Tennessee Valley Authority to the Bureau of the Budget 
that there would be an urgent requirement for power in the Memphis 
area. I think as a matter of fact, I quoted from the testimony of the 
Chairman of the TVA before committees of Congress and a letter 
which he had addressed to the Director of the Bureau of the Budeet. 
These are excerpts from the hearings of the Independent Offices Ap- 
propriations Committee for 1955 and the subcommittee of the House 
Committee on Appropriations. Mr. Clapp testified before the first, 
and I quote: 

We hope the decision as to the ABC’s ability to relieve us of this 500,000 kilo- 
watts will be made prompty, because if we are not going to get that relief and 
cannot be sure of it for 1953, and I mean by “being sure of it’ within the next 


few weeks, then the deficiencies that we face for 1957 without that relief will 
be disastrous. 
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Another quotation is to the following effect : 


I had said also that if the decision on the AEC’s arrangement were to be made 
too late for us to begin to build new facilities to meet the requirements in 1957, 
then the small deficiency in 1957 would be larger, and that would be disastrous. 

I do not have before me a copy of the letter addressed to the Di- 
rector of the Budget, but it is in the exhibit which we have made 
public. It is to the same general effect. 

Representative VAN Zanvt. As I understand the supply of power 
for Memphis will be in danger in 1957 unless the committee does 
take action on the requested waiver. 

Mr. Srravuss. Yes, sir. That is not a representation of the Com- 
mission because we have no firsthand knowledge. 

Representative Van Zanprt. Are there any pertinent facts relating 
to this contract which have not been brought out, and are there any 
other witnesses that the committee should hear before closing this 
hearing? 

Mr. Strauss. Not in my knowledge, Mr. Van Zandt. I have not 
had the opportunity to attend all the hearings, but they seem to me 
to have covered the subject very thoroughly. 

Representative Van Zanvr. Are there any advantages which to 
your knowledge might accrue to the Government if the’ committee 
does not grant this waiver but instead waits until February and al- 
lows the statutory period to expire? 

Mr. Srrauss. It is my belief that the balance and advantage to the 
Government is to grant the waiver so that work can begin at the ear- 
liest possible moment. 

Representative Van Zanpr. Will the grant of the waiver by the 
committee help or hinder the Commission in working out its contract 
modification with TVA ? 

Mr. Srravss. I don’t know that it would have any effect on the 
negotiations with TVA. I would rather defer that question to those 
gentlemen who have been in direct negotiation with TV A. 

Representative Van Zanpr. Will ‘the grant of the waiver by this 
committee help or hinder the Commission in working out its contract 
modification with the TVA, and how ? 

Mr. Nicuots. I should think it would help in that it would clarify 
how the power was going to be furnished and no one had any:doubt 
about it, and that we were going ahead and when, so we could set a 
schedule. But that is just a generality. I don’t know how you can 
pinpoint what the difference will be. 

Representative Van Zanpt. But it definitely will help the Com- 
mission ? 

Mr. Nicnors. Yes. 

Representative Van Zanpr. That is all, Mr. Chairman. 

Chairman Cote. Thank you, gentlemen; you are excused. 

Representative Price. With the understanding they will come back? 

Chairman Core. With the understanding that they will come back 
only for the purpose of clarifying Senator Gore’s last question. 

Representative Price. Then I want to ask some questions. 

Chairman Corr. The Chair gave you that opportunity before. 

Representative Price. I understand they were coming back, and 
that is why I deferred. 

Could the company do this without SEC approval ? 
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Mr. Mircuetn. The SEC would have to approve the issuance of the 
stock to the sponsoring companies and the financing arrangements 
before the contract becomes effective ? 

Representative Price. They could not very well get started until 
the contract became effective. 

Mr. Mrrcueuu. I don’t know what you mean by “getting started.” 
Not actual construction. I assume they could go forward with their 
preliminary work. 

Representative Price. Could they not go forward without a waiver, 
too, on preliminary work ? 

Mr. Mircne.u. For a certain length of time, yes, sir. Just how long 
this will take or what they find it necessary to do, I don’t know. 

Representative Price. Why should the committee waive unless they 
are ready to get started and unless the SEC has given its approval 

Mr. Mrrcuett. I think this: If the committee does waive, it will 
make it possible then for the SEC to complete its action. I don’t know 
that it will, but it will be possible for the SEC to complete before the 
end of the year. 

Represent: ative Price. I don’t agree with you there because the 
SEC could act regardless of what we ‘did one w ay or another. 

Mr. Mircuett. I think there is some question. 

Representative Price. I do not think there is any question at all. 
I have known of cases where they have acted without any considera- 
tion to this committee or any other committee. 

Mr. Mircuetu. I understand, sir, there is some question as to 
whether the SEC could enter a final order until all the other condi 
tions which were necessary to make the contract effective had been met. 

Representative Pricer. They would not issue a permit before their 
own hearings are completed ? 

Mr. Mircueti. Presumably they would have their own hearings, 
but they would not want to enter a final order until everything else 
that was necessary to make the contract effective was accomplished. 

Representative Price. Could those hearings not be started without 
a waiver from this committee ? 

Mr. Mrrcuett. I think the point, sir, is not the time of the hearings 
but the entry of the final order which will be necessary. 

Representative Price. Of course, you cannot have a final order if 
you have not had the hearing, can you ? 

Mr. Mrrcuett. No, sir. 

Representative Price. Would it not speed it up if they go ahead 
with their hearings ? 

Mr. Mrrcnett. I think it might speed it up if this committee should 
see fit to waive. 

Representative Price. I cannot see any connection between the 
waiver of this committee and the action of the SEC. That is a body 
that has its own rules and regulations and can act without regard to 
this committee if they so desired. They were passing only on the na- 
ture of the formation of the company, and so forth. 

Mr. Mrrcuetn. I cannot speak for the SEC, sir. 

Mr. Nicuors. If the SEC should give their final ruling—say this 
committee would waive the 30-day provision in the immediate future 
and the SEC gave the ruling in 30 days, there is nothing left to ac- 
complish. We have everything else accomplished to where you will 
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have all the action we need and they will go ahead the minute the SEC 
gives the final order rather than wait until sometime in January and 
February when a waiver might be given or the 30-day provision 
— e 

epresentative Price. Admiral Strauss, if you had been asked 
when these hearings opened on November 4 whether you were satis- 
fied with this contract and desired an immediate waiver, what would 
have been your reply ¢ 

Mr. Strauss. I would have said “Yes.” I was satisfied with it. 

Representative Price. But you have conceded that in the week that 
we have been here there have been major improvements in this con- 
tract in the public interest ? 

Mr. Srravss. I don’t know how major they have been. There have 
been improvements. I have never seen a contract that could not be 
improved for one side or another. 

Representative Price. But there have been improvements? 

Mr. Strauss. There have been improvements. 

Representative Price. There have been improvements in the public 
interest ? 

Mr. Srravss. There have been improvements in the public interest. 

Representative Pricer. The delay has been at least in the public in- 
terest ? 

Mr. Srravss. I find generally appearances before this committee is 
profitable. I have no fault to find. 

Representative Price. Would you now say you are completely satis- 
fied with it ? 

Mr. Strauss. I am better satisfied than I was before, and I was 
satisfied on November 4 

Representative Price. My major concern has been from the start 

about the use of the Atomic Energy Commission in such an arrange- 
ment. I certainly concur with the opinion given by the majority of 
the Commission back in June of this year when they stated publicly, 
officially, in a letter to the Bureau of the Budget that this arrange- 
ment was far beyond the scope of the Atomic Energy Commission. 

Mr. Srravss. Only two members of the Commission wrote to the 
Bureau of the Budget. 

Representative Price. That is correct. The third one joined in 
their opinion a short time later in a hearing before this committee and 
has since stated the same position. That is my major concern in this, 
the responsibility of the usual activties of the Atomic Energy Com- 
mission. 

I am wondering if in presenting this case to the Bureau of the Bud- 
get or taking it further up the line, these strong objections of the other 
members of the Commission were related to the Bureau of the Budget ? 

Mr. Srravss. The Bureau of the Budget was on notice by letter. 

Representative Price. The letters, of course, do not show in any of 
the letters we have before the committee? 

Mr. Srravss. Yes, sir, it is on record and made a matter of public 
information on August 21, I believe. 

Representative Price. I do not recall seeing any direct statement in 
a communication to the Bureau of the Budget of the differences with- 
in the Commission. 

Mr. Srravss. I think it has been, sir. If you pardon me a minute, 


T believe I can give you the reference. 
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I think it was on August 21 we released a sequence of principal 
events to the press and attachment B-6 to that was a copy of a letter 
addressed to the Director of the Budget on the 6th of April and signed 
by Commissioners Smyth and Zuckert in which they state their posi- 
tions. 

R>presentative Price. Of course, I am referring to the earlier stages 
as this thing was being developed. Was there any word passed to the 
Director of the Budget that the majority of the Commissioners did not 
agree with the arrangement ? 

Mr. Srravss. I think this was as early as any position was taken. 
The records of the Commission would indicate whether I am correct or 
not on that, but there certainly could not have been very much lapse 
of time. The Bureau of the Budget was currently informed. 

Representative Price. There has been testimony before the com- 
mittee today whether or not this Dixon- Yates proposal has in any way 
taken up too much time of the Commission and interfered with any 
other operation. 

Mr. Srravss. It has not interfered with the weapons program or any 
other program of the Commission. It has interfered with the time of 
the Commissioners and certain of the principal officers of the Com- 
mission, as you see. But the substantive work of the Commission has 
not suffered so far as I am aware. 

Representative Price. Would that be sort of a tribute of the weapons 
project to the operation and directions of Los Alamos and Sandia ? 

Mr. Strauss. It is certainly a tribute. 

Representative Price. That it could operate with a minimum of 
supervision from the Washington office ? 

Mr. Strauss. I am sure the tribute is deserved. 

Representative Price. I was not referring to any particular phase. 
I am confident it has not interfered with the weapons program. 

Mr. Srravss. Not in the slightest. 

Representative Price. I do not think there was ever any accusation 
made before the committee that it had interfered with the weapons 
program ¢ 

Mr. Srrauss. No. There was some talk in the press to that effect. 
I did not recall any accusation before the committee. 

Representative Price. I think that had to tie itself to only one state- 
ment made before the committee and my interpretation of it certainly 
does not tie it to the weapons program. That was a statement made 
by Commissioner Murray when he said, and here is the exact state- 
ment: “No one will ever be able to estimate the degree to which top- 
level Commission attention has been diverted from its grave primary 
responsibility.” He was talking about the overall operation of the 
atomic-energy work by the Commission. 

I think the statement that was put in the record this morning in line 
with that particular expression may have been misleading. When you 
say that only 3 percent of the effort of the Atomic Energy Commission 
was directed toward the Dixon-Yates program, it is not in keeping 
with other testimony we have before the committee. 

Mr. Strauss. That was not my statement, Mr. Price. 

Representative Price. I may have misunderstood it. 

Mr. Srravss. I am sure you did, sir. I said 3 percent of the items 
represented in the minutes of the committee between January 1 of this 
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year and the end of October had been concerned with the subject. 
There was no way of computing the time. 

Representative Price. The records show that the chronological his- 
tory of the Dixon- Yates proposal before the Commission, the one that 
had been,submitted to our committee, and it takes us only to August 18, 
than on 66 days the items pertaining to Dixon- Yates were under dis- 
cussion in the minutes. The chronological history shows 66 days given 
to the Dixon- Yates. 

Mr. Strauss. You mean events took place on 66 days? 

Representative Price. That is right. On 66 days there was some 
phase of the Dixon- Yates proposal before the Commission in some way 
or another, minor, major, or otherwise. That takes us only to August 
18. Isthat correct ? 

Mr. Srravss. That is correct. But it has no bearing on my testi- 
mony. 

Representative Price. It has some bearing. Just to straighten out 
the record, I am not seeking an argument, to show just how much time 
has been consumed, 

Mr. Srrauss. I assume that the matter was fairly constantly before 
those officers of the Commission who were engaged in it. I was giving 
you the figures of the times when it had come before the Commission 
officially. That was the only record I had available and the only record 
there is. 

Representative Prick. On page 22 of the hearings of November 4 
in your testimony you stated that the Deputy General Manager had 
given practically his entire time to it for a period of a matter of 
months ? 

Mr. Srrauss. That istrue. He was not the Deputy General Manager 
on October 1, but he was the Assistant General Manager, and he not 
only has given his time to it, but, as I think this testimony will show, 
he is extremely well qualified on the subject and is familiar with all 
its details. 

Representative Price. It does indicate that the Commission has been 
pretty well taken up with this matter of the Dixon- Yates proposal, 
does it not ¢ 

Mr. Srravss. No, I cannot agree to that, sir. 

Representative Price. You say so in your own statement. 

Mr. Srravuss. No, I am sorry. 

Representative Price. You say so in your own statement. I think 
I can quote other sections. “First of all, the General Manager’s full 
time”—— 

Mr. Srravuss. “The General Manager,” no, I didn’t say that. I am 
sure that isa misquotation. I have not read the record. 

Representative Price. I am reading from the record. 


The Deputy General Manager has given practically his entire time to it for a 
period of a matter of months. 


Mr. Srrauss. That is what you said a few moments ago, and that is 
correct. 

Representative Price. It isa matter of record. 

Chairman Corr. Are you finished, Mr. Price? 

Representative Price. No, I am looking for other instances here 
as to how much time was given to this matter. Right at the opening of 
your statement you state the members of the staff accompanying you 
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to the hearing, Mr. Nichols, the General Manager of the Atomic Energy 
Commission, Mr. Cook, Deputy General Manager, and Mr. Mitchell, 
the General Counsel, these three gentlemen have had a day-to-day de- 
tailed relationship with the contract which has been submitted to you. 

Mr. Srrauss. ‘the relationship is a different thing. The General 
Counsel's office was consulted. 

Representative Price. It shows they were doing some work ? 

Mr. Srrauss. Yes. It certainly has not taken the major time of 
the General Manager and the General Counsel. I was identifying 
the witnesses at that moment, sir. 

Representative Price. I notice other sections in the statement, Mr. 
Strauss, that refer to the time consumed. It is unfortunate that I 
cannot pick them out here right now. 

Chairman Corr. The record will speak for itself. 

Representative Price. I want to straighten out the record, in view 
of the previous testimony that was given. 

Mr. Srrauss. With no intent to evade and deceive, I will have to 
stand on what I said. I testified under oath. 

Representative Price. I yield to Mr. Holifield. 

Representative Houirreip. Mr. Strauss, in General Vogel’s letter to 
you dated September 30, he mentioned a letter of September 18. 
I have looked for it but I cannot find it. 

Mr. Srravuss. I will see it is supplied to you. If it was a material 
letter, it should not have been omitted. In any case, it will be sup- 
plied to you. 

Representative Hotirretp. I realized that, and I just wanted to 
ask for that letter to be given to us, if it is available. 

Mr. NicHo.is. September 18 ? 

Chairman Cote. Yes, he speaks of a letter of September 18. In his 
letter of September 30 he speaks of a letter of September 18. 

See that that letter is supplied to the committee and Mr. Holifield. 

(The information referred to was inserted in the record of No- 
vember 6, p. 217.) 

Thank you, gentlemen ; you are excused. 

Representative Price. Just a minute, Mr. Chairman. I yielded to 
the gentleman. I have one more question which is not difficult. 

Do you consider it sound business practice and good business prac- 
tice to assume excess charges and obligations of $92 million over a 
period of 25 years, in order to keep from the current budget $100 
million ¢ 

Mr. Srravss. I consider that the present plan is good business 
practice. 

Representative Price. When you say “present plan” 

Mr. Srravss. The present plan. 

Representative Price. Does that entail an excess charge to the Gov- 
ernment of $92 million as a conceded minimum over a period of 25 
years? 

Mr. Srravss. The fact remains, Mr. Price, that when the Govern- 
ment does business with private industry which has to borrow its 
money at a higher figure than the Government borrows money and has 
to pay taxes which the Government does not have to do, that the 
Government 

Representative Price. The Government never 

Mr. Srravuss. Let me finish my answer. 
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The Government will inevitably pay more than it will pay to pri- 
vate industry. If you follow the other philosophy, the Commission 
should not do business with any private business at all. We ought 
to relieve all the private industry that does business with us and set 
up our own plants and operate them. 

Since those plants would pay no taxes and since the capital would 
be Federal capital instead of capital privately obtained, there would 
be an apparent saving to the Government, but it would be purely ap- 
parent because the taxes which the Government did not levy would 
have to be collected otherwise. 

Representative Price. I do not think that follows at all. 

Mr. Srravss. It is a matter of opinion. 

Representative Price. It is not a comparable situation. The Gov- 
ernment is paying all the taxes here and, in addition, it is paying the 
excess charges and is being deprived of revenue which it normally 
would receive from the TV A. 

Chairman Corr. That concludes the testimony of the witnesses be- 
fore the committee. 

At this time, the Chair is advised that Mr. Kelly Hammond, of 
Columbia, Miss., representing a cooperative down in that area, had 
come to Washington to make a statement. It was necessary for him to 
return. The statement which Mr. Hammond would have submitted is 
filed with the committee, and will be made a part of its proceedings. 

(The statement referred to follows :) 


STATEMENT OF KELLY HAMMOND, CoLUMBIA, MISS., ON BEHALF OF THE RURAL 
ELECTRIC COOPERATIVES OF THE STATE OF MISSISSIPPI 


Chairman Cole and members of the Joint Committee on Atomic Energy, my 
name is Kelly Hammond. My home is in Columbia, Miss. I am a practicing 
attorney with a long association with the rural electric cooperatives of Mississippi 
and adjacent States. Today I am appearing on behalf of the rural electric 
cooperatives of Mississippi at their request. 

I wish to express our appreciation to the chairman and members of the com- 
mittee for this opportunity to appear before you to express our views on the 
request of the Atomic Energy Commission for a waiver on the 30-day waiting 
period on the Dixon-Yates contract. 

The rural electric systems of Mississippi are unalterably opposed to the con- 
tract on which this waiver has been requested. We are opposed to the waiver 
requested by the President and the Atomic Energy Commission because we want 
this contract submitted to the full Congress for consideration before it becomes 
a valid contract. Moreover we do not want this contract validated by action of 
this committee or the Congress until it is completed de facto. 

When I left home it was my understanding that hearings had been underway 
for some days on the request for a waiver on the waiting period of a contract 
which was not in fact a contract because it had never been signed by Dixon- 
Yates or by the AEC. It is now my understanding that there is a signed con- 
tract between the holding companies and AEC. 

On behalf of the rural people in Mississippi served by our rural electric co- 
operatives, I wish to urge that this contract, even though a document has been 
signed by Dixon-Yates and the AEC, is not a contract in fact under the 
circumstances. 

The Dixon-Yates-AEC contract is a contract setting forth the terms under 
which two utility holding companies and the AEC have made arrangements for 
AEC to become a power broker, but AEC cannot become a power broker in the 
absence of an alteration of the existing AEC-TVA contract for delivery of power 
to the AEC installation at Paducah and in the absence of a signed contract be- 
tween AEC and TVA providing for the acceptance by TVA of the terms of the 
Dixon-Yates-AEC contract. AEC has no use for the power capacity or energy for 
which the contract under consideration calls as long as the presently existing 
TVA-AEC contract is in effect. Moreover, the AEC cannot utilize power de- 
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livered by this power-trust combine at the middle of the Mississippi River unless 
a satisfactory contract can be consummated with TVA. At this point, we have 
a two-legged stool. 

Under the circumstances, even though the Mississippi rural electric systems 
were favorably disposed toward the Dixon-Yates contract—and they are not 
favorably disposed—we would oppose the waiver requested by the President 
and AEC on the grounds that as interested parties it is impossible for us to ascer- 
tain the impact of this AEC-Dixon-Yates contract on our interests until the TVA- 
AEC contract has been approved. 

Surely the Congress in approving the requirement for a 30-day waiting period 
on AEC contracts envisaged that waiting period as a time during which inter- 
ested parties could make themselves heard on such a contract pro and con. But 
since the as yet nonexistent contract between TVA and AEC for the acceptance 
of this Dixon-Yates power has not been put into a form acceptable to both 
agencies no individual unless he is bound by administrative orders or partisan 
bias can say with any authority what effect these two contracts jointly will have 
upon the present purchasers of TVA power or upon other power consumers who 
have long relied upon the TVA yardstick to hold their wholesale rates to reason- 
able levels. 

Whatever the letter of the law may be, we feel that this committee is obligated 
to withhold approval of this Dixon-Yates contract until the full contract for this 
power, including a new TVA-AEC contract, has been put into proper form. 

There is no doubt in the minds of the leaders of the rural electric program in 
Mississippi, in light of the history of this contract, that this proposed contract 
is designed to serve the interests of large private investors operating through 
two giant holding companies. It has been known for some years that by 1957 
TVA would be short of power to meet the demand of its consumers. The obvious 
solution to this problem was the erection of a steam plant at Fulton, Tenn., a 
solution which would protect the interests of TVA wholesale purchasers and 
would protect the interests of all consumers who have benefited from the yard- 
stick effects of TVA operations. 

The evidence before the people is sufficiently clear at this point to indicate that 
this Dixon-Yates contract was conceived in secrecy, born in conspiracy against 
TVA, and nourished by the political commitments of the Republican Party. The 
trail to this point is littered with broken pledges of the President and his party, 
darkened by a smokescreen of power trust propaganda phrases—including that 
master phrase “creeping socialism” which the President has echoed in denouncing 
TVA—and guarded, this trail, by the most corrupt corporate interests in the 
Nation. 

This contract is a betrayal of the people of the whole TVA region, a repudiation 
of campaign pledges to those people, and has been surrounded by circumstances 
and actions and calculated confusion as damaging to the people’s faith in demo- 
cratic government as the atacks thereon by the worst of the totalitarian forces. 
“his contract is neither good government nor good business, and it is even poor 
politics as the President will discover if it ever becomes a contract in fact. 

The rural people of Mississippi are in an excellent position to comment with 
some authority on this deal because in eastern Mississippi our rural systems have 
had almost a generation of experience with a company owned by the interests 
behind Mr. Yates: in western Mississippi they have had equally intensive and 
lengthy experience with Mississippi Power & Light Co., a wholly owned sub- 
sidiary of the holding company headed by Mr. Dixon; and in the north our co-ops 
have been in the fortunate position of being able to buy power from TVA. Ex- 
perience is a master teacher, and we need no detailed and elaborate data to show 
us the results of permitting AEC to be used as a Trojan horse concealing the cor- 
porate greed embodied in the persons of Mr. Yates and Mr. Dixon. 

The people of the South have fought valiantly for many years to remove the 
yoke from the necks of our people that has been placed there by predatory inter- 
ests and swollen plutocracy under the control and domination of Wall Street 
manipulators. We are sick of the visionless, conservative colonialism to which 
we have been subject for decades, and this contract, if it is approved, is a great 
step backward for us, a major defeat in our battle to destroy Wall Street 
colonialism. 

I urge you on behalf of the rural people of Mississippi, on behalf of honest and 
businesslike government, and on behalf of the American people who voted for a 
President who pledged his support to the continued healthy operations of the 
Tennessee Valley Authority, to deny the waiver requested by AEC and the 
President and to instruct AKC that the joint committee will give no further con- 
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sideration to this contract until complete and final contracts between TVA and 
AEC as well as AEC and Dixon-Yates are laid before the committee and made 
available to the people of the Tennessee Valley region for study and appraisal. 

Chairman Cotgz. The Chair asks the indulgence of the Acting Comp- 
troller General who had been assured he would be heard at 4 o’clock, 
that that be further deferred in order to hear Senator Fulbright who 
has asked to be heard on this matter. 

If the Senator from Arkansas is in the chamber, we will hear him 
now. 

Senator Futsrient. Mr. Chairman, you understood Senator McClel- 
lan wished to appear ¢ 

Chairman Cote. I did not. 

Do you solemnly swear the testimony you shall give in this proceed- 
ing will be the truth, the whole truth, and nothing but the truth, so 
help you God ¢ 

Senator Futsrient. I do. 

Chairman Cote. Senator McClellan, do you desire to appear con- 
currently ? 

Senator McCietian. Yes. 

Chairman Coz. Do you solemnly swear the testimony you shall give 
in this proceeding will be the truth, the whole truth, and nothing but 
the truth, so help you God ? 

Senator McCietxan. I do. 


TESTIMONY OF HON. J. W. FULBRIGHT, A UNITED STATES SENATOR 
FROM THE STATE OF ARKANSAS; AND HON. JOHN L. McCLELLAN, 
A UNITED STATES SENATOR FROM THE STATE OF ARKANSAS 


Chairman Cote. It was understood by the Chair that the statement 
which the two Senators desire to submit will not require much time; 
therefore, the Chair presumes to exercise his authority to allow them to 
appear at this time. 

Senator Futsrient. Mr. Chairman, I appreciate that very much. 

I have a written statement, which I have copies which were supplied 
to the committee, which is just over 7 pages, and it should not take more 
than 12 to 15 minutes. 

If I may be permitted, I will read that statement. 

Chairman Cote. Go right ahead, sir. 

Senator Funsrieutr. Mr. Chairman, I am glad to have this oppor- 
tunity to testify in support of the proposed contract between the 
Atomic Energy Commission and the Mississippi Valley Generating Co. 

Last summer, on July 9, I made a speech in the Senate on this sub- 
ject, as I understood it at that time. My understanding of the details 
was, of course, based upon calculations made by experts in the Bureau 
of the Budget. and the Atomic Energy Commission. I am not an engi- 
neer nor an accountant. However, as a layman, these figures made 
sense to me, and I believed them to be true ; especially in the absence of 
any proof, or even any indication, that they are false or that there is 
something sinister behind them. I may say, also, that nothing I have 
heard or read since then has caused me to doubt their authenticity. 

In addition to not being an expert in the field of electrical or con- 
struction engineering, I have also been at a disidvantage in this mat- 
ter, because I have no readymade answer to the question of public as 
against private power. I have no ironbound doctrine or built-in sta- 
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bilizer which enables me tell at a glance that all public power is good, 
and all private power is bad, or vice versa. 

I have rather been inclined to support what I had believed to be 
the policy of this country and the Congress. That is that there is room 
for both public and private power in the United States; that each, in 
an industry which by nature is monopolistic, could serve the purpose 
of checking the performance of the other. 

This, I believe, is the concept in which TVA’s power business is 
regarded by the public; that it is a yardstick by which the perform- 
ance of private power companies can be gaged. This concept forms, 
at least, a substantial part of the basis of TV A’s public support. TVA, 
in this concept, then, is more of a regulatory device than a decision 
in favor of public power as such. 

That this is the concept in which TVA has won public approval 
is further evidenced by the fact that TVA has been confined to a single 
geographic area. In other parts of the country, as in my own, we 
have proceeded with the development of both public and private 
power. 

I have supported this development to the extent that in my time as 
a Member of Congress I have never yet failed to cast a vote in favor 
of public power development, not only in my own area which is in- 
cluded in the Southwestern Power Administration, but in the TVA 
and throughout the country. 

And so I have considered the Dixon-Yates proposal in this back- 
ground. 

A careful analysis of the Dixon-Yates contract as against the TVA 
yardstick shows that it compares very favorably with TVA perform- 
ance. This, of course, assumes that we still believe there is a place 
in our economy for commercial enterprises which pay Federal and 
States taxes, and which do not have access to the Federal Treasury 
for capital funds. 

This is true in my opinion. Again I want to say that this assumes 
the good faith of the experts within the Government who have com- 
piled the figures upon which I base my judgment. Again I have no 
reason to doubt their good faith. On the contrary, I do not believe 
our Government can operate for very long very well if we do not make 
this assumption, in the absence of proof to the contrary. 

Note that I said the Dixon- Yates contract compares very favorably 
with TVA’s performance. I do not mean TVA’s estimates of their 
bareboned costs of operating a powerplant. I am talking about 
what they actually charge their sister agency, the AEC, on a firm 
contract basis. 

A great deal of the confusion about this proposal has arisen from 
this matter of comparative costs. What is the proper comparison? Is 
it performance, in keeping with the yardstick concept, or is it what 
TVA estimates it would cost it to operate a plant? It seems clear to 
me it is the former. What the purchaser is interested in is price not 
cost. It might be cost if, in this case TVA were willing to sell to its 
sister agency, the AKC, at cost. 

Let me emphasize this point. The figures which are bandied about, 
to the effect that the added cost of the Dixon- Yates contract is 3.5 to 5.5 
million dollars annually, are based on estimates of costs to TV A—not 
price to AEC. If there is any substance to these figures, it must be that 
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TVA is charging its sister agency, the AEC, a substantial profit on the 
power it now sells to AEC at Paducah. 

This is equivalent to saying that a Cadillac is a cheaper car than a 
Buick because the cost of making it is less than the price at which the 
Buick is sold. 

Such a comparison would make sense only on condition that TVA 
would be willing to sell to AEC at cost. Here I must admit that I see 
no reason why it should not. Both are financed by the Federal tax- 
payers. Why should one Government agency, particularly one of a 
local character, benefit through subsidization by another ? 

But TVA does not now, and never has, offered to sell to the AEC 
on the basis of the estimates its proponents use to claim this added 
cost of 3.5 to 5.5 million dollars a year. 

I challenge them to do so. Let them agree to modify their contracts 
with AEC to provide for sale of power at cost, and cost only. Then 
we can consider their comparison a proper one. 

Until this is done, the proper standard for the measurement of the 
Dixon- Yates contract is the actual performance of TVA in similar 
contracts. On this basis Dixon- Yates meets the “yardstick.” 

There is, of course, one further basis for disagreement with the 
comparison I have made, again assuming that the Budget Bureau’s 
figures are not fraudulent. "This is that the payments of "Federal and 
State taxes, and the fact that private utilities do not have access to 
the Federal Treasury for capital funds, are not properly to be de- 
ducted in the comparison. 

This is, however, equivalent to saying that there is no place in our 
economy for the taxpaying private utilities—an assumption I am not 
willing to make and which the Congress has not yet made. 

Since the Dixon-Yates contract, therefore meets the “yardstick” 
of TVA, one would think it would be additional proof of the validity 
of the concept of TVA as a yardstick, as a governor on the alleged 

rapacity of the private utilities. Here the TVA has proved its mettle. 
It has forced private industry to meet its competition. 

One would think, then, that the TVA proponents would be highly 
gratified at this success. ‘this assumes, of course, that they do not 
believe in public power for the sake of public power, but that they are 
content with the result that the rates of private business are brought 
into line. 

This assumption has unfortunately turned out to be a rather large 
one. For the TVA proponents are not satisfied. 

They are not satisfied, notwithstanding the fact that every issue 
which they have raised with regard to this proposal from Bobby 
Jones to Von Tresckow has an explanation which can be accepted, if 
we assume the honesty and competency of the people we must rely 
upon for expert opinion. It is also dependent upon an assumption 
that there is a place in our economy for private power development. 

It is not my purpose at this time to deal with each and every alle- 
gation which has been made. There are too many of them. 

Let me deal with one of them. It has been alleged that Dixon- Yates 
will have a guaranteed profit of 9 percent. It is not often made clear 
that this 9 percent is limited to the equity capital, but I shall deal 
with that question later. 

The 9 percent is based upon the assumption that the estimated con- 
struction costs—which have been checked by experts in the Federal 
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Power Commission—are correct. If the costs exceed this figure of 
$107,250,000, the company bears half the additional expense, up to 
$117 million after which point it assumes the entire burden of risk. 
The carrying charges on this extra cost would be substantial. At $117 
million the return would be 4 percent. If the cost exceeds $120 million, 
there would be no return at all. 

In these days of widely varying construction costs—and over an 
estimated 3-year construction period—is not this a very substantial 
risk ? 

Now as to the 9-percent figure itself. This figure has been compared 
to a 6-percent return, which is said to be normally permitted to private 
utilities, under regulation. However, this 6-percent figure is based 
upon total investment—including bonds and preferred stock. On its 
total investment, Dixon-Yates will earn approximately 3.88 percent. 
This is the figure which should be compared with the “normal” 6-per- 
cent return. 

The estimated 9-percent return on equity should be compared with 
the Federal Power Commission’s finding that in 1953 the average for 
electric utilities was 10.2 percent. 

Again, of course, these comparisons rest upon a policy determina- 
tion that there is room in our economy for private power companies, 
and it is upon this point that I want to say a few words. 

I have already stated what I conceive to be the power policy of this 
country. My belief is that public and private power development can 
and should proceed side by side, each serving as a check upon the other. 

I have my disagreements with the administration’s power policies. 
I think their neglect and delay of hydroelectric power development is 
wrong, especially in my own area, and I have serious doubts about 
their turning hydroelectric dam sites over to private industry. I do 
not agree with some of the things they are doing with the REA. 

But if we are to decide this present question on the basis of public 
power, for its own sake, then I believe we should consider the matter 
in Congress, and decide it openly and frankly. There are, of course, 
good arguments to make for this approach. But it isa departure from 
our present policy and ought to be considered as such. 

Mr. Chairman, I sincerely hope that this committee will proceed to 
vote the waiver of the 30-day requirement and permit this develop- 
ment to go forward. 

I thank the chairman very much. 

Representative Hinsnaw (presiding). May the Chair inquire of 
the Senator from Arkansas whether he desires to associate himself 
with this statement or make another statement prior to any question- 
ing that may be propounded by the committee ? 

Senator McCrennan. Thank you, Mr. Chairman. I am very glad 
to associate myself with the statement made by the junior Senator from 
Arkansas. I agree with him in every detail, and I would place spe- 
cial emphasis particularly on the last part of his statement with 
respect to the general power policy of this administration, as I under- 
stand it. I am unalterably opposed to the Federal Government li- 
censing major facilities in this country to private utilities. I have 
wholeheartedly supported the program of the Government developing 
those sites. I have fought quite diligently for such development in 
my own State. I will continue to do so, and I can certainly say ex- 
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actly what my colleague has said with respect to TVA. During the 
12 years I have been in the United States Senate, I have supported 
so far as I can recall without any exception whatsoever every appro- 
priation for the development of that area. Now that we have developed 
it to its maximum potential with respect to hydroelectric power, and 
have made appropriations for it and for all that was necessary to 
build all the steam plants required to firm up all of that power, I again 
revert to what I said in my testimony before this committee on the 17th 
of June of this year, when I testified. We have now reached a point 
for a basic policy decision as to whether after having fully developed 
that area, at Government expense, the full potential of its hydroelec- 
tric power, if now while other areas and other valleys are waiting and 
begging for the same development of their potential, we shall then 
deny them and further retard them in achieving their ambition to be 
developed while spending hundreds of millions of dollars in an area 
already fully developed, in order to meet the power demands that may 
come in that area 

May I joint this out to you. As I see this issue, except for the 
fact that the Federal Government—the Atomic Energy Commis- 
sion—needs a great quantity of power to service the plants that it has, 
that are accessible to the power in that area, except for that, the Ten- 
nessee Valley Authority would possibly have ample power to meet 
the domestic demands, But this power is to replace and this contract 
is to secure power to replace power that is being drained off from that 
area for the operation of atomic energy facilities. 

If replacement power to meet the local demands of that area—the 
normal consumption in that area—and if the Federal Government 
is going to step into that area and spend money for that purpose by 
building further Government facilities to meet it, then I say to you 
gentlemen as a matter of fairness and equity, and in order not to 
discriminate against other sections or areas of this Nation, the Fed- 
eral Government should also step into every area where there is a 
shortage of power and build adequate power facilities to meet the 
demands in those areas. I think it has come to that basic issue. 

I agree with my colleague. What is wrong with private enterprise? 
I think there is a place in this country for both publie and private 
power. I not only supported, but 1 have advocated and worn hard 
to secure appropriations for projects of that character. But I do be- 
lieve that private power should have its place. I think, as I have 
studied from the best information I have, there is nothing different, 
there is nothing evil in this contract that is proposed as compared 
to two others that have been made for similar purposes. I don’t know 
why the evil suddenly developed to deal with private enterprise. It 
would have been just as justifiable to have gone into the other areas 
where power was needed for these purposes, and have the Govern- 
ment, build tremendous power plants and steam plants to service it. 
But they did not. This Government went out to private enterprise 
and made contracts fair to both the Government and private enter- 
prise and provided the power that is needed. 

That is all that is being done here, as I see it. 

I notice some amendments that have been made to the contract im- 
mediately before it was signed. I thing they warrant this comment. 
It is said they are in the public interest, and let us assume that they 
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are. I certainly would not dispute that. Then I think this com- 
mittee is to be complimented for the time and effort it has given in 
its deliberations in bringing out all the facts, and finding ways that 
the contract might be improved. 

Now that these improvements have been made, the Government 1s 
fully protected. If this should prove in the course of experience In 
the next 3 years to have been a contract where a private enterprise 
would get a windfall of profits— and I don’t anticipate that—I can’t 
believe the agencies of our Government, and those in authority and 
having the responsibility that is here involved, would permit that to 
occur, but if it should develop, the Government is fully protected. It 
can step in and recapture, and take it over and have the powerplant 
then in the name of the Government. 

With that protection and other features in the contract now that 
are said to be in the public interest, in view of the need for this power 
as testified to, and its growing urgency, I think this committee would 
be wholly justified in waiving the 30-day period and letting the con- 
tracting agency begin construction of the project. 

Thank you, Mr. Chairman. 

Chairman Core. Are there questions of either of the distinguished 
Senators from Arkansas? 

Senator Anperson. Senator Fulbright, on page 6 of your prepared 
statement, you mention these allegations that have been made, and 
say that you do not intend to deal with each and every one of them, 
but you want to deal with just one of them. If you do not mind, I 
would like to ask you a little about that. 

You say the 9-percent return is based upon the assumption that the 
estimated construction costs are correct. If the costs exceed this figure 
of $107,250,000, and so forth, was it your thought that the $107,250,000 
was estimated to be the construction cost ? 

Senator Fuusricut. Yes. 

Senator Anperson. That is part of our difficulty, you see. The esti- 
mated construction costs I do not believe have been that figure. For 
instance, the $107 million includes $2 million of cash for working 
‘apital, 

Senator Futsrieut. I understood that. Let me correct that. I saw 
the figures. It did include $2 million. I meant the total construction 
and what it took to get this operation underway. It also included, I 
think, some consulting fees and other things. I did not mean the 
bare bones of the bricks and mortar. It may be incorrect. In my 
speech in August, I think I saw then, and this is the same figure as 
[ recall as the total investment of the generating company, which 
would include $2 million of operating costs, which they would be sup- 
plied out of either the equity or the borrowed money. 

Senator Anperson. It would include also $1,135,000 for building 
transmission lines for Arkansas Power & Light Co. 

Senator Fcisrienr. That is correct. There is an item of cost in 
operations included, as I recall, of $177,000 a year for transmission 
costs that would be incurred if this plant is built where it is. 

Senator Anperson. When the Comptroller General got to checking 
into this—you probably have not had a chance to see this, but it has 
been in the record—he pointed out that a review of the Mississpippi 
Valley Generating Co. estimate of cost shows that items classified as 
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escalation on installation omissions and contingencies totals $14,728,- 
000. So the actual estimated construction costs something under $90 
million. 

These are contingencies of $14 million, plus $2 million cash, plus 
$1,135,000, and the return is based upon the total amount including 
these contingencies. 

I si: iy to you to point out that the liimtation of 9 perce *nt—there isa 17 
percent contingency item in this which is a pretty fair contingency. 
The report of the General Accounting Office says that these contin- 
gency-type items are approximately 17 percent of the total. In the 
event the contingency items are not needed, and the facilities are built 
for $14,728,000 less than the cost estimate, the allowable annual return 
to Mississippi Valley Generating Co. will be 16.5 percent on its equity. 

It isa fact that the General Accounting Office has brought out some 
things like this that have persuaded us that a careful examination of 
the contract was Wise. 

Senator FuLsricntr. Senator Anderson, of course you have now put 
ina fixed ceiling that it cannot go more than that per year. 

Senator Anperson. I think Senator Gore effectively disposed 
the fixed ceiling of $600,000. It is not fixed at all. 

Senator Futsrienr. It was reported as such in the press. Perhaps 
that is not correct. 

Senator Anprerson. I realize that, but it is not any fixed ceiling. 

Senator Futsrrenr. Atl I can say in addition with regard to con- 
tingencies—and I said I am not an expert in this—I have been told 
that in all contracts of substantial size there are unanticipated items 
which they use and allocate in an item called contingencies, some of 
which recur, The only thing I can say is that in comparable contracts, 
in other words, the two up in Ohio, OVEC and those contracts, W here 
there any contingency items or estimates without contingencies? There 
are plenty of precedents in construction which would enable this com- 
mittee, and the AEC to see whether it is out of line. If it is com- 
pletely ridiculous and no one else has had a contingency item, I agree 
with you it should be stricken out, and not allowed, and somebody has 
made a big mistake. Iam not an authority on that. I assume it is so 
simple, and you have had plenty of precedents in verifying the validity 
of that item. 

Senator Anperson. I think if you would happen in the EEI con- 
tract there was nearly $60 million overrun due to what has been termed 
the so-called Ebasco fiasco. 

Senator Futsrienr. I am familiar with that. 

Senator Anperson. That was a fine example of private enterprise. 
If you compare it with the costs the TVA had of something like $145 
a kilowatt, and what is going to eventuate on this, you may see w hy this 
continge! ney item is not too large, since their return mi: LV be based on 
the amount of capital they are able to build up on it. 

Senator Furprientr. It seems to me that the Commission has so 
much experience on these contracts to be able to judge whether or not 
this contract is well drawn. It always puzzled me why there was no 
criticism or opposition offered to those two contracts when there is 
such terrific opposition on this one which on all counts seemed to be 
a more provident contract to the Government than either of those 
contracts. 
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Senator Anperson. That is the point. There is a great difference 
between them. The two contracts we speak of were contracts to con- 
struct facilities where the electric current generated by those facilities 
would be delivered to a plant operated by the Atomic Energy Com- 
mission. This is a wholly different situation, as I am sure you recog- 
nize, since not one kilowatt will be delivered to the Atomic Energy 
Commission. ae 

Senator Futsrienr. It seems to be a distinction without any differ- 
ence, if it means anything, for our purposes here. It seems to me it 
would be too bad to force AEC to build further generating capacity 
in that area where there is an excess now, and that is the Paducah area. 
It seems to me this is a very sensible way to meet a need which is ad- 
vanced by TVA. I do not agree with your objection to the so-called 
displacement theory. 

Senator Anperson. I am willing to concede there is an argument 
and a legitimate ground for argument on that point. I merely wanted 
you to understand that there are some of us who are not opposing this 
contract because of an argument between public and private power, 
which is your assumption in this statement. 

Senator Fursricur. I think that is the real question involved. 

Senator Anperson. I do not. Because we did approve OVEC and 
EEI, which were private company contracts and would have been 
happy to approve a private power company contract on this as far as 
I am personally concerned. It is the fact that this is not the type of 
contract of the OVEC or EEI that has caused most of the trouble, but 
has gone out and put AEC in the power brokerage business, and buy- 
ing and selling power for needs not their own, when that is not their 
primary business. 

Senator Fursricur. In that sense the Southwest Power Adminis- 
tration has been in the brokerage business, but I have never heard it 
criticized for that purpose. The Southwest Power Administration 
sells power to customers and has private people wheel their power or 
vice versa. I think it is a very intelligent way to utilize one another's 
systems. 

" Senator Anperson. They are set up to be in the power business. 
The Atomic Energy Commission is not set up to be in the power busi- 
nes. That is not it primary function. , 

Senator Fursrienr. It is a much bigger power business than South- 
west, a great deal bigger. It is one of the biggest in the country. 

Senator ANpeRsoN. I do not believe the record will show anything 
like that. 

Senator Futsrieur. The use of it. 

Senator Anperson. The use of it is quite different. I use power, 
but I am not in the power business. I have no further questions. 

Chairman Core. Any further questions by any other member? 

Senator Gore. Mr. Chairman, I have no question, but I want to 
thank these two distinguished friends, colleagues and neighbors of 
mine, for their generous support of projects in my State and assure 
them that I will, as I have in the past, unvaryingly eee the de- 
velopment of projects for the benefit of people in their State. 

Chairman Corr. Mr. Holifield. 

Representative Ho.irrerp.,Mr. Chairman, I want to say that the 
two Senators that are before us from Arkansas I consider two of the 
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finest Senators that we have. They come from the State of Arkansas 
where I lived for so many years. I do not have an extensive line of 
questions, but I would like to refer for the sake of the record to the 
top of page 4 where I believe the junior Senator has been misinformed. 

The differences of 3.5 million and 5.5 million are respectively the fig- 
ures which were given to us. In the first instance, the 3.5 million was 
given to us by General Nichols; at the time he gave it to us, he said 
the Federal Power Commission representative, Mr. Adams, and the 
Bureau of the Budget agreed with him, that this would cost the tax- 
payer the exact figure of $3,685,000 more annually than if they ob- 
tained the power from the TVA. Not the cost of the power, but the 
price that it was delivering its power to the AEC at Paducah from 
its own generating facilities. 

Admittedly the price of the power delivered by the TVA to AEC at 
Paducah is a higher price because until they get their final genera- 
tors operating, they are buying several hundred thousand kilowatts to 
deliver to the AEC from private power companies in the surround- 
ing area. So at the present time the cost is higher than their gener- 
ated costs. 

The figure given us by the witnesses was that they were paying as 
high as 8 or 9 mills for interim power sources but their production 
power was 3.67, and when they got their final generator in operation, 
which would take care of all of the power needs of the AEC at 
Paducah, it would be 3.47 mills per kilowatt-hour. 

As to the exact comparison there, the 514 million was the figure 
which the TVA experts said would be more than the price which they 
were furnishing firm power for from their own generating facilities. 

With that one comment as to clarification—and I believe the records 
will bear me out on that—I would have no further questions. 

Senator Futsrient. Could I ask, Congressman Holifield, is it your 
contention that TV A sells to AKC at its bare bones cost ? 

Representative Hoxtirretp. The point I was making is that the gen- 
tleman has used the word “cost” here when he should have used in 
this comparison the price which TVA is delivering to Paducah of its 
own generated power, not of its purchased power. I believe that is the 
basis upon which this original comparison of the 3.5 and 5.5 figure 
came from. 

Senator Fursricut. Just to clarify it, the 3.5 difference would be 
made up certainly partly by local taxes and by interest rates, which 
are higher than the Government, or do you have any interest rates on 
Government money ? 

Representative Hotrrreip. The 3.5 includes all costs, including 
State, local, and Federal taxes. 

Senator Futsricutr. Would it include no profit whatever to the TVA 
itself? 

Representative Hortrrmeip. If there is profit in the price, which they 
were furnishing to the AEC at Paducah, and I assume there is the 
regular 4 percent profit, it would include that. If we go into the sub- 
ject of the interim power they are furnishing, it may include a wheeling 
charge for the power which they are purchasing from private utilities. 

Senator Anperson. May I break in there? 

Senator Futericut. Could I ask one further question? Does the 
Congressman know whether or not the TVA gives the AEC the lowest 
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price of anyone in the TVA area, or does it charge the AEC more for 
its power than it does certain municipalities or other people. 

Representative Horirretp. The TVA does charge the AEC more at 
Paducah. Their testimony was that they were charging them more 
because they had been asked to go out and purchase power ‘from private 
utilities pending the completion of the fourth generating plant at 
Shawnee. They testified further that they were passing that ch arge 
on as it was an emergency interim power need which they were w illing 
at the behest of AEC. 

Chairman Core. If there are no further questions, the gentlemen 
may be excused. 

Senator Anperson. I merely want to say that these other people 
have expressed their confidence and highest esteem for the Senators 
from Arkansas. I did not want my questions to make it look as if I 
have any lower opinion of them than the others. 

Senator Futsrient. We appreciate very much the fine compliments 
of the committee. Thank you very much, Mr. Chairman, 

Chairman Cote. Thank you, gentlemen. 

While Mr. Weitzel is coming to the witness stand, permit the Chair 
to submit to the record a statement from Col. Roane Waring, president 
of the Memphis Chamber of Commerce, and an attendant statement of 
Mr. Wellford, vice president of the Memphis Chamber of Commerce, 
both gentlemen having asked to appear before the committee, and 
these statements having been submitted for the record in view of the 
possibility that their actual testimony may not be heard. 

(The statements referred to follows :) 


STATEMENT OF Con. ROoANE WARING, PRESIDENT, MEMPHIS CHAMBER OF COMMERCE 


Mr. Wellford and I are very appreciative of this opportunity to appear before 
you in connection with this matter that is of such great importance to our 
Nation’s welfare and the area in which we reside. We are here as official repre 
sentatives of the Memphis Chamber of Commerce whose membership of more 
than 2,600 business, industrial, and professional people represents the very 
backbone of our city’s economy and business life. 

We are not here as critics of the Tennessee Valley Authority. We believe that 
as originally set up by Congress the TVA has for the past 20 years been a very 
good thing for our section of the country. It has brought cheap power to Mem- 
phis. In my own business, in which I am a very large user of electric energy, 
I realize what cheap power means, though perhaps I sometimes feel a little guilty 
in the realization that part of my power costs are being borne by Federal 
taxpayers. 

I feel the overall question as to whether or not TVA in principle is right or 
wrong is beside the issue in this case. The issue is: Is there anything wrong 
with the Dixon-Yates companies generating power at their own station and 
selling it to the Atomic Energy Commission or to TVA? 

It is an established fact that not only the Atomic Energy Commission, but 
TVA, is at the present time buying large amounts of power from private sources 
in many parts of the country under similar circumstances. This power when 
bought becomes commingled with TVA power and is distributed wherever and 
whenever it is needed by the overall grid system of the TVA. 

The question here presented is, Should the Dixon-Yates contract with the 
Atomic Energy Commission be approved? I know the idea behind the contract 
is practical and feasible. Knowing the caliber of men in the agencies who have 
approved this contract, including the Federal Power Commission, the Bureau 
of the Budget, the Atomic Energy Commission, and others, I have perfect conti- 
dence that these agencies have fully safeguarded and protected the Government 
in the preparation of this contract 

Let me give you a little of the background as to why we of the Chamber of 
Commerce of Memphis are concerned about its shortage of power and why we 
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are deeply interested in correcting that shortage by the construction of the Dixon- 
Yates plant. 

Shortly after I became president of the Memphis Chamber of Commerce in 
January of 1958, we initiated and laid plans for a drive to advertise Memphis 
as a business and industrial center and to bring business and more industries to 
the Memphis area. This work would entail the raising of a large sum of money. 
Such efforts were already underway in New Orleans, in Birmingham, and Atlanta, 
and in Dallas, and other places. 

We felt that with the advantage of natural gas and cheap power we could 
successfully compete with these other cities. We also had the advantage of the 
Presidents Island industrial site project on an island in the Mississippi River 
closely adjacent to the city of Memphis, being built at a total cost of $49 million. 
When completed, this project will make available in excess of 6,000 acres of choice 
industrial sites. 

I received the shock of my life when Mr. McCourt, chairman of our industrial 
division of the chamber of commerce, who was very busily engaged in working 
on our expansion plans, told me that Major Allen, the president of the Memphis 
light, gas, ‘and water division, had informed him that even at that time a new 
large industry would be unable to get sufficient power for its operations. 

I arranged a meeting attended by Mr. McCourt, Major Allen, Congressman 
Davis, and Mr. Penland, the then executive secretary of the chamber of com- 
merce. At that meeting, Major Allen told us that the then present supply of 
power was such that he could offer no large plant or industry more than 15,000 
kilowatts without obtaining the consent of TVA. He then informed us that at 
the rate the Atomic Energy Commission was taking power from TVA that by 1957 
we would have a large deficit in power. He stated to us that the only hope of 
saving Memphis from a power shortage was to obtain the appropriation of money 
necessary for TVA to build the Fulton plant. 

We asked Congressman Davis if we could help. His reply was that everything 
that could be done was being done and that he would keep us advised. His 
advice was that the chamber should stand by and that if he needed help he 
would eall. 

This power shortage presented such a serious question, not only for our present 
needs but for our future requirements, that I arranged a special meeting of the 
chamber’s board of directors to hear Major Allen. He appeared before the board 
and reported substantially his statements already made to us at the prior meet- 
ing. He advised that the only salvation for Memphis was the Fulton plant. He 
told us that there was nothing we could do for the present, and asked us to stand 
by until he called on us if he needed our help. This we were ready to do. 

Well, the Fulton plant failed—it failed three times to pass Congress, and 
Memphis was facing a tragedy. Here was a great city, growing by leaps and 
bounds, being choked to death for lack of power. Choked? Yes: in a good cause 
because certainly the power necessary for the Atomic Energy Commission had 
rightful priority, but, nevertheless, Memphis was being choked because TVA did 
not have adequate and sufficient power to take care of its existing loads, let 
alone for any growth and expansion of industry. 

As we saw it, we in Memphis were caught in a gigantic squeeze. The AEC 
was draining the TVA for much-needed power to satisfy their priority needs. 
TVA was already short of power and our needs were also growing steadily. As 
General Vogel has already testified here: By 1957 our area would be short 700,000 
kilowatts of power and TVA would either have to buy it at high prices—if they 
could get it—or curtail the amount available to our industries. We certainly 
feel that the AEC’s needs should come first, but we feel likewise that if they are 
going to take large percentage of our power then they should replace it. That’s 
why we were and are for the West Memphis plant—because it will do just that. 

We just called off for the time being our development program—then came a 
light, an electric light, to be exact. At any rate, it was a light—the Dixon-Yates 
project. Here was our chance, Memphis’ chance for power relief. Here was 
power at our very back door, power that would integrate itself into the TVA grid 
system as many, many other private generators of power were already doing. 
Here was Memphis’ chance to grow again. Here were more than 690,000 kilo- 
watts that would go into the grid system just as it would have been fed into the 
TVA by the Fulton plant, if built. 

We didn’t care where the kilowatts came from—to us they meant life. We 
did not care whether they had a Dixon-Yates label on them, AEC label, or TVA 
label. You wouldn’t know, under the TVA grid system, anyhow. We of. the 
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chamber of commerce welcomed it. It meant full power; it meant new life; it 
meant expansion; it meant increased payrolls, not only $21 million during the 
construction period—it meant far more than that—it meant a continuing yearly 
payroll of a million dollars, 

Whether that money went to Memphis or across the river to West Memphis, 
Ark., it was all the same. We are all one big community. We, the business 
interests of Memphis, welcomed the plant. It never occurred to us at the 
chamber, who speak for the industrial and business might of Memphis, that 
such a plan would become politically involved; that it would become a political 
football to be tossed backward and forward in the fight over the academic ques- 
tion of private power versus public power. To us, it was private enterprise 
stepping into the forefront and giving us relief which public power found itself 
unable to do. We needed the power—we still need it—and private enterprise 
is ready to furnish it. 

I can’t agree with some of my fellow Tennesseans, including our very young 
and handsome Governor, when they say let there be a shortage of power rather 
than let private enterprise furnish it. The Governor overlooks the fact that 
he is now sponsoring a large industrial expansion program for Tennessee and has 
at his disposal a tremendous amount of money for bringing industries to the 
State. Does he propose to eliminate the largest city in the State from receiving 
any of these new industries? He certainly must, the way he has fought the 
West Memphis plant. We certainly cannot welcome new industry to our city 
and furnish them the necessary power unless the shortage is corrected. 

Major Allen, Governor Clement, and others who have testified here, seem to 
fee! and have so expressed themselves, that private power is a worse enemy to 
the civilization of our State than a shortage of power would be. It is, in fact, 
very interesting to study their views. Why this fear of private enterprise? 
America was built by private enterprise. If it is to continue to grow and become 
even greater it must do so by private enterprise and not by means of a federally 
financed economy. 

We believe the West Memphis plant has become bogged down in a mire of 
political sniping and public power propagandizing. 

We believe we should all get back to the serious business at hand and that is 
the immediate initiation of the program to— 

1. Supply power to the AEC for urgent need in bolstering our national de 
fense, and 

2. Bolster the power supply in the Memphis area so that our great city’s 
rapid progress will not be blighted by a power shortage in order for the AEC’s 
needs to be met. 

Naturally, Mr. Wellford and I hate to take public issue with our esteemed 
Mayor Tobey and Major Allen. They are both fine gentlemen and we are close 
friends. They are, however, ardent advocates of public power and TVA at 
any cost, and we simply cannot agree with them. 

Another objection raised by the opposition, and one which I hate to even 
dignify with an answer because it is so absurd, is that though located 8 miles 
from downtown Memphis and across the broad Mississippi River, the plant will 
drop soot on our fair city. A large part of the wealth and stability of Memphis 
has been built by smokestacks far eluser to city hall and emitting far greater 
volumes of smdke into the air than will this plant miles away and equipped 
with the most modern smoke-reducing and ash-containing facilities. 

Let me remind you, gentlemen, that the growth, strength, and prosperity of 
our land depend upon smokestacks with burning boilers under them and not upon 
smokestacks with banked fires and empty dinner pails hanging in the engineroom. 

These are the reasons why our Memphis Chamber of Commerce, after very 
carefully considering the entire question, passed a resolution of which you gen- 
tlemen have copies, which I am proud to say heartily supports the building 
of the Dixon-Yates plant at West Memphis. This resolution, together with 
the names and business connections of our directors was read into the Con- 
gressional Record by Senator Fulbright during the Senate debate on this plant 
last summer. 

We believe that the contract has already been held up too long by unnecessary 
and irrelevant bickering. We believe that it should be put into effect just as 
soon as possible. We have full confidence that this working arrangement be- 
tween private business enterprise and the Government is the best possible way 
to get this important job done in the fairest way to all concerned. 
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We respectfully urge your committee to waive the 30-day waiting period so 
construction can begin immediately. Any further delay either in validating 
this contract, or in casting about for some questionable substitute, is certain to 
have grave consequences, particularly for business and industry in our ares 
which is so vitally concerned in the matter. 

I want to express appreciation on behalf of the Memphis Chamber of Com- 
merce for the opportunity accorded Mr. Wellford and me to present the views 
of our organization in this matter. 


(The resolution referred to is as follows :) 


RESOLUTION BY THE MEMPHIS CHAMBER OF COMMERCE BOARD OF DIRECTORS IN 
REGARD TO ESTABLISHMENT OF STEAM GENERATING PLANT AT WEST MEMPHIS, 
ARK. 


Whereas the details of the existing controversy as to the location of a steam 
generating plant in West Memphis, Ark., have been presented to the board of 
directors of the Memphis Chamber of Commerce, by its industrial department in 
the following words, to wit: 

l'o the Board of Directors, Memphis Chamber of Commerce: 

The industrial department of the chamber of commerce is deeply concerned 
over the existing controversy as to the location of the steam generating plant 
in West Memphis. 

It is concerned, first, over the urgent need for the location of such a plant, 
either at Memphis, or in the near vicinity, in order that Memphis may be assured 
of adequate power supply for its future development. This apprehension is based 
upon the statement of Major Allen, of the Memphis Light, Gas and Water 
Division, to the board of directors of the chamber of commerce, that at the 
present rate, and without the building of the Fulton steam plant, Memphis would 
suffer a shortage of power in 1957, and that, therefore, every effort should be 
made upon the part of Memphians to aid and assist in bringing about the con- 
struction by TVA of the powerplant at Fulton, Tenn. 

Now, it is certain that the Fulton plant will not be constructed. Four times 
the Congress of the United States has refused TVA to appropriate the money 
necessary to construct the Fulton plant. Without this plant, according to the 
opinion expressed to your board of directors by Major Allen, Memphis will face 
a power famine in 1957. This must not occur. 

It is the hope and belief of all Memphians that Memphis will continue to grow. 
Millions of dollars have been spent in the preparation of Presidents Island for 
industrial development. Other industrial sites are spotted in various places in 
our city waiting for development. Without power, these developments cannot 
be made. This is the primary reason that impels your industrial department to 
favor the construction of the West Memphis powerplant, unless its construction 
will be detrimental and deleterious to the health, life, and prosperity of the city 
of Memphis, which is basically an engineering problem. 

We are concerned for a second reason. Memphis is vitally interested in the 
growth and development of its trade territory. Anything that benefits our com- 
munities, in turn benefits the city of Memphis. The people of West Memphis 
will be greatly benefited by the construction of this large plant immediately ad- 
jacent to their splendid city. They are vitally interested in this development. 

We are concerned and interested for a third reason, and that is because the 
building of this plant and its operations will be very beneficial to the city of 
Memphis, to West Memphis, and the surrounding territory. Its construction 
will entail the payment of an estimated $21 million for labor and many millions 
more for materials. Much of this money will find its way into the trade chan- 
nels of Memphis. Its construction will entail the employment of 2,500 em- 
ployees, most of whom will come from our midst. When completed, its opera- 
tion will add an annual payroll of a million dollars to Memphis and to West 
Memphis. 

One argument that is being used against the location of the powerplant in 
West Memphis, 8 miles below Memphis, is that the smoke from that plant will 
deposit ashes on the city of Memphis. No competent engineering study has been 
made yet that affirms it. 

The fact of the business is that the great majority of our American cities today, 
including New York, Chicago, Philadelphia, Boston, Detroit, St. Louis, and Cleve- 
land, all generate their power by coal, and many of their powerhouses are in the 
immediate vicinity of the uptown portions of their city. 
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The chamber of commerce is here for the purpose of aiding and abetting in 
the development and growth, especially commercially and industrially, of the 
city of Memphis and its surrounding territory. We are fighting every day to 
bring new industries into Memphis, and yet we are told that in 1957 our efforts 
must cease unless additional power is made available. 

The industrial department is deeply concerned over a statement from Wash- 
ington, D. C,. made recently by the administration, to the effect that the Fulton 
steam plant wasn't going to be approved, and if the West Memphis plant were 
not constructed, Memphis would be out of the picture for any additional power 
unless the city decides to build its own steam plant. 

The industrial department feels that its obligation is.to promote and encour- 
age all things for the good of the entire Midsouth area. Any other policy would 
be shortsighted upon the part of our community. 

We believe this project is of such magnitude and public interest that the 
chamber’s board of directors should take a positive public stand in the matter. 

Let us remind you that the smokestacks that are detrimental to our city and 
to the Midsouth are those that are empty and their boilers cold, not the stacks 
that are in operation. 

INDUSTRIAL DEPARTMENT. 


And whereas the matter has been thoroughly discussed by this board: There- 
fore be it 
Resolved, That we, the board of directors of the Memphis Chamber of Com- 
merce, hereby endorse and ratify the statement by the said industrial depart- 
ment and accept same as the opinion of this board; be it further 
Resolved, That this board favors the construction of the present proposed 
steam-generating plant in West Memphis, Ark., to insure adequate power for 
future industrial development of the city of West Memphis, and its surrounding 
territory; be it further 
Resolved, That the executive vice president of the Memphis Chamber of Com- 
merce forward copies of this resolution to the President of the United States, 
members of the Atomic Energy Commission, members of the Federal Power 
Commission, the Bureau of the Budget, members of the delegations to the Con- 
gress from the States of Arkansas and Tennessee, the industrial council of the 
West Memphis Chamber of Commerce, and the public press. 
This 16th day of July 1954. 
BOARD OF DIRECTORS, 
MEMPHIS CHAMBER OF COMMERCF. 


I certify that the foregoing is a correct copy of a resolution passed by the 
hoard of directors of the Memphis Chamber of Commerce at a meeting held in 
the office of the chamber of commerce on this 16th day of July 1954. 

CLIFFORD PENLAND, 
Keecutive Vice President. 


(Memphis Chamber of Commerce, Memphis, Tenn., corporate seal.) 


STATEMENT OF WALKER L. WELLFORD, Jr., VICE PRESIDENT, MEMPHIS CHAMBER OF 
COMMERCE 


Mr. Wetirorp. Colonel Waring has very clearly stated our reasons for appear- 
ing before this committee. I am in complete agreement. 

Opponents of the matter you are not considering have in mind a continued 
increase in the area that the public power authority covers. Ignoring facts, 
they have attempted to create the impression that when power from the West 
Memphis plant is delivered to the TVA lines an immediate increase in the cost 
of power will result. Other equally fantastic claims have been made. Oppo- 
nents have also ignored the fact that existing contracts with the Atomic Energy 
Commission of a very similar nature did not result in an increase in TVA rates. 

Memphis has been my home for nearly half a century. I witnessed its con- 
tinued growth. I deeply resent actions which jeopardize this growth. As Colonel 
Waring stated, all alternate possibilities have been exhausted. We must have 
power. The powerplant at West Memphis will provide it without increasing 
the cost of power. It will provide it without increasing the public debt. It will 
provide it quickly and at a nearby point. 

Much has been said about national defense. I have heard no disagreement 
with the idea that industry should be dispersed and located well away from the 
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sea. What other area has better location, more abundant water, nearby sources 
of oil, gas, and coal plus river, rail, and highway transportation. 

We can never be sure when an emergency will make an industrial Memphis 
vital to national security. The West Memphis plant is an essential! link in this 
chain of security. 

I hope you gentlemen sense the urgency of the matter and that you will 
ignore the attempts of selfish interests to win their point at the expense of the 
future of the city of Memphis. If we are not able to offer industry the power 
they require, they will locate in other areas, most of which are more yulnerable 
to enemy attack. The issue is more than a local one. 

I deeply appreciate the opportunity to appear before you. 


Chairman Core. Mr. Weitzel, will you swear that the testimony 
you shall give before this committee will be the truth, the whole truth, 
and nothing but the truth, so help you God ? 


Mr. Werrzet. I do. 


TESTIMONY OF FRANK H. WEITZEL, ACTING COMPTROLLER 
GENERAL OF THE UNITED STATES 


Chairman Coir. Mr. Weitzel, you will recall that in October, as 
chairman of the committee, I dispatched to you a letter asking you to 
examine a contract which had been submitted to the Joint Committee 
dated approximately October 1 and in response to that request on 
October 12, you submitted a letter setting forth the analysis of the 
contract. 

I suggest your reply at this time be made a part of the record. 

(The reply referred to follows :) 

COMPTROLLER GENERAL OF THE UNITED STATES, 
October 12, 1954. 
B-120188 
Honorable W. STERLING CoLr, 
Chairman, Joint Committee on Atomic Energy, 
Congress of the United States. 

DEAR Mr. CHAIRMAN: By letter dated September 15, 1954, the Executive Direc- 
tor of the staff of the Joint Committee requested the opinion of the General 
Accounting Office as to whether funds are authorized to be expended for the 
so-called Dixon-Yates contract under negotiation by the Atomic Energy Commis- 
sion. The Executive Director also requested to be advised whether the contract 
meets the requirements of section 164 of the Atomic Energy Act of 1954, and 
other applicable statutory requirements, and asked for any other comments this 
office might have regarding the contract. 

The final form of the contract apparently will conform to the draft dated 
September 17, 1954, and my comments will be on that assumption. The contract 
calls for the construction by the Mississippi Valley Generating Company of a 
steam electric generating station of approximately six hundred and fifty thou- 
sand kilowatts capacity near West Memphis, Arkansas, of which six hundred 
thousand kilowatts will be available for a twenty-five year period to the Ten 
nessee Valley Authority for the account of the Atomic Energy Commission in 
replacement of power furnished by the TVA to the AEC. The power considered 
as being replaced is understood to be a part of that which will be furnished by 
the TVA to the AEC installation at Paducah under an existing contract. The 
power to be furnished under the Dixon-Yates contract will be distributed by the 
TVA for use mainly in the Memphis area. The contract will therefore require 
modification of the existing AEC-TVA power arrangements. 

Prior to 1954 the Atomic Energy Commission had negotiated two contracts for 
private power, the OVEC contract at Portsmouth, and the EEI contract at 
Paducah, and early this year it began negotiations for additional private power 
for the purpose of enabling it to reduce its TVA power supply. The two previous 
contracts, as well as the TVA Paducah contract, were authorized by section 
12 (d) of the Atomic Energy Act of 1946, as amended, which was as follows: 

“(d) The Atomic Energy Commission is authorized in connection with the 
construction or operation of the Oak Ridge, Paducah, and Portsmouth installa 
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tions of the Commission, without regard to section 3679 of the Revised Statutes, 
as amended, to enter into new contracts or modify or confirm existing contracts 
to provide for electric utility services for periods not exceeding twenty-live years, 
and such contracts shall be subject to termination by the Commission upon 
payment of concellation costs as provided in such contracts, and any appropria- 
tion presently or hereafter made available to the Commission shall be available 
for the payment of such concellation costs. Any such cancellation payments 
shall be taken into consideration in determination of the rate to be charged 
in the event the Commission of any other agency of the Federal Government shall 
purchase electric utility services from the contractor subsequent to the cancel- 
lation and during the life of the original contract.” 

The same authority was proposed to be used for contracting for the additional 
private power. However, no proposals from private industry for furnishing the 
additional power directly to the Paducah installation were received by AEC, and 
because of the fact that the power to be furnished under the Dixon-Yates proposal, 
unlikethat under the two previous private contracts, was not to be delivered 
directly to the AEC, a question arose whether the authority given by the above- 
quoted section (now sec. 164 of the Atomic Energy Act of 1954) was broad 
enough to cover such an arrangement. In order to resolve any doubt on this 
point Senator Ferguson offered an amendment to the language of the section 
during Congressional consideration of the Atomic Energy Act of 1954, the purpose 
of which was specifically stated to be to authorize the Dixon-Yates contract 
(Congressional Record, July 19, 1954, p. 10430). The Ferguson amendment, 
which added two sentences to the section, was adopted (Congressional Record, 
July 21, 1954, pp. 10770-10771), and became a part of section 164. The two 
additional sentences are as follows: 

“9 * The authority of the Commission under this section to enter into new 
contracts or modify or confirm existing contracts to provide for electric utility 
services includes, in case such electric utlity services are to be furnished to the 
Commission by the Tennessee Valley Authority, authority to contract with any 
person to furnish electric utility services to the Tennessee Valley Authority in 
replacement thereof. Any contract hereafter entered into by the Commission 
pursuant to this section shall be submitted to the Joint Committee and a period 
of thirty days shall elapse while Congress is in session (in computing such thirty 
days there shall be excluded the days on which either House is not in session 
because of adjournment for more than three days before the contract of the Com- 
mission shall become effective: Provided, however, that the joint committee, 
after having received the proposed contract, may by resolution in writing, waive 
the conditions of or all or any portion of such thirty-day period.” 

While it was suggested in my letter of June 1, 1954, to Congressman Holifield 
(B-120188) that the AEC should give consideration to the feasibility of adver- 
tising for competitive bids for the additional private power desired, the Ferguson 
amendment authorizes the AEC “to contract with any person” for replacement 
power, and in view of this language and the history of the amendment it seems 
clear that consummation of the Dixon-Yates arrangements on a negotiated basis 
is authorized. By my letter of October 5 I informed the Chairman of the Com- 
mission in response to his request of September 24, 1954, that execution of the 
proposed contract was authorized. A copy of my letter of October 5 was delivered 
to the Joint Committee. 

Also, in my opinion, the contract complies with all statutory contract require- 
ments applicable to its execution by the Atomic Energy Commission. 

In complying with the request of the joint committee for any other comments 
this office might have concerning the contract I wish to make it clear at the 
outset that the necessity and desirability of the contract are matters which I 
consider to be solely for administrative and legislative determination. However, 
certain aspects of the contract are discussed in the attached memorandum. 
Additional copies of this letter and the memorandum are available. 

It will be noted from the memorandum of comments that, insofar as the con- 
tract terms themselves are concerned, the most important feature from the 
government standpoint is the cost of the power. According to tables prepared by 
the AEC from Federal Power Commission sources (see pp. 613-615, hearings 
before the Joint Committee on S. 33823 and H. R. 8862), the probable cost to the 
government for power under the Dixon-Yates contract appears to be reasonable 
in comparison with the average cost of producing power throughout the country. 
However, it is important in evaluating the fairness and reasonableness of the 
contract charges to consider the profit to the contractor as well as the cost to 
the government. As is shown in the attached memorandum, the amount of profit 
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to the contractor in connection with the capacity charge is related directly to 
the actual construction cost of the plant. Similarly, the profit the contractor may 
derive from the sale of energy is largely dependent upon the actual heat rate of 
the plant after construction as compared to the theoretical heat rate upon which 
the fixed energy charge is based. Evaluation of the accuracy of the construc- 
tion cost estimate and the theoretical heat rate requires technical engineering 
knowledge, which, as indicated in the attached memorandum, is not available to 
this office. If the estimate of the cost of constructing the plant and the estimate 
of the heat rate are fairly accurate, the rate of profit to the contractor would 
be reasonable. On the other hand, if such estimates prove to be high the con- 
tractor might derive net income which would be excessive considering the actual 
capital invested. 

Sections 4.03, 4.09, and 4.11 of the contract provide for adjustments in payments 
to the contractor based upon the amount of Federal income taxes it must pay. 
Section 165 of the Atomic Energy Act of 1954 prohibits direct payment or direct 
reimbursement by the AEC of Federal income taxes on behalf of the contractor. 
The conference report on this provision states (House Report No. 2666, p. 50) 
that it was not intended to bar the inclusion of such taxes in the computation or 
adjustment of the base rate or cost structure of the contract. Section 4.03 pro- 
vides essentially that the capacity charge shall include an amount which will 
yary as the tax rate varies and which will leave, after payment of taxes by the 
company, a predetermined return on its $5,500,000 equity capital. However, this 
amount is to be paid in advance on estimated income and is not subject to later 
adjustment. 

Thus, if the company does not earn the anticipated income, AEC will have paid 
an amount on account of Federal income tax greater than the company’s actual 
tax liability. If the company should earn more than the estimated income (on a 
cumulative basis) the excess is transferred to a special reserve account to be 
disposed of as provided by section 4.14 of the contract. AEC states that any 
excess income handled in this manner is not subject to Federal income tax until 
the time of its distribution. Section 4.09 provides for an adjustment in the 
charges for power and energy to offset a possible unfavorable tax ruling on the 
depreciation formula the company intends to use. Section 4.11 provides for 
payments to the company on account of expenditures for replacement of the facili- 
ties, and the amount of the payments is substantially doubled in the event of an 
unfavorable tax ruling on the treatment of the amounts set aside for replacement. 

It may be noted that during any period when the tax rate is less than fifty 
percent, the doubled payment would be more than the taxes paid by the con- 
tractor. Of course, if the tax rate is over fifty percent, the converse is true 
Each of these sections (except section 4.08 which prescribes the base capacity 
rate) states that the basic cost structure of the contract includes as a part 
thereof the payments which will be made and adjusted under such sections. In 
view of the expressed intent in the conference report that the contractor should 
be permitted to include the cost of Federal income taxes in the computation or 
adjustment of amounts to be paid by the AEC, it is my opinion that the adjust 
ments for taxes permitted under these three sections do not constitute direct 
reimbursement to the contractor for such taxes in contravention of section 165 
of the Atomic Energy Act of 1954. 

The contract provides for mutual agreement in many instances where disputes 
may arise. As originally submitted to this office the contract draft contained 
no provision for resolution of such disputes in the event the parties were unable 
to agree, and this deficiency was discussed with the AEC. The draft of 
September 17, 1954, contains in section 8.23 provision for settlement by arbitra 
tion of disputes which may arise under certain sections of the contract. How- 
ever, there are other contract provisions calling for mutual agreement or under 
which disputes may well arise to which the arbitration procedure does not 
apply, many of which are as important to the Government as those which are 
covered. 

Certain other aspects of the contract and amplifications of some of the points 
discussed above are treated in the attached memorandum. I hope that the 
foregoing comments, and the memorandum will be helpful to the Joint Com- 
mittee in its consideration of the contract. If further information is desired 
in any matter relating to the contract, I shall be glad to furnish it if possible. 

Sincerely yours, 
FRANK H. WEITZEL, 
Acting Comptroller General of the United States. 
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UNrrep STATES GENERAL ACCOUNTING OFFICE COMMENTS ON THE DIXON-YATES 
CONTRACT 


Pursuant to a request by the Joint Committee on Atomic Energy we have 
made a review of a proposed contract between the Atomic Energy Commission 
and Mississippi Valley Generating Company (better known as the Dixon-Yates 
contract) ; the specific document being identified as Proof of September 17, 
1954. The comments are presented under the following captions: 

Company’s return on equity 
Capacity charge 

Energy charge 

AkC’s control over costs 

Contract capacity 

Delivery date of power 

Absence of sinking fund depreciation ruling 
Provision for replacements 
Provision for deferred maintenance 
Arbitration clause 

Termination 

Miscellaneous comments 


These comments are based on a study of the proposed contract, and on dis- 
cussions with AEC officials, primarily Mr. R. W. Cook, Deputy General Manager, 
and Mr. D. 8. Burrows, Controller. Also, at our request Mr. Cook furnished us 
with copies of certain backup data to the proposed contract. 

At the outset we feel it is essential that we express a qualification to the 
scope of our review. An extremely important and fundamental factor in de- 
termining the fairness and reasonableness of this proposed contract to the 
Government is the reasonableness of the construction-cost estimate for the plant 
and the operating cost estimate, These cost estimates are the basis of the base 
capacity charge and the base energy charge, and underlie the entire cost structure 
of this proposed contract. 

Because of the technical aspects of constructing and operating a powerplant 
which are involved in these estimates, we are not able to express an opinion 
as to their reasonableness; however, we do comment on the effect that these 
cost estimates will have under certain conditions on the payments that will be 
made by AEC under the provisions of this proposed contract. The Federal Power 
Commission has reviewed both the cost estimates and the proposed contract, and 
by letter dated August 26, 1954, has concluded : 

“After consideration of all the factors involved and viewing the contract as a 
whole the Commission is of the opinion that the proposed contract with the 
Mississippi Valley Generating Company is fair and reasonable to the Govern- 
ment.” 

The following are our comments. Where appropriate, reference is made to per- 
tinent sections of the proposed contract. 


Company's return on equity 

1. The proposed contract does not provide a ceiling on the amount of earnings 
that the company may realize on its equity. 

2. The proposed MVGC contract does not guarantee any earnings to the 
company; however, under the provisions of this contract if the components of 
cost in the base capacity charge and the base energy charge are overestimated, 
MVGC is in a favorable position in this regard (also, see point 5 below). 

3. Under the proposed contract the allowable annual return to MVGC on its 
equity of $5.5 million is to be established initially by the actual construction cost 
of the facilities. If the facilities are built for the estimated cost of $104,115,000, 
the allowable annual return to MVGC will be nine percent on its equity. If the 
actual construction cost of the facilities is less than $105,115,000, the allowable 
return will be increased and if the actual construction cost is greater than 
$104,115,000, the allowable return will be decreased. 

This indicates the importance of the reasonableness of the construction cost 
estimate of the facilities, particularly since the allowable return, once estab- 
lished by the actual construction cost of the facilities is applicable for the 
twenty-five years of the contract. 

AEC informed us that MVGC did not submit any engineering drawings or 
detailed cost estimates. MVGC did submit to AEC an “estimate of cost” by major 
features which totals $107,250,000 for the project (this includes $104,115,000 
for cost of facilities; two million dollars for working capital, and $1,135,000 for 
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transmission additions to the Arkansas Power and Light System). AEC informed 
us that the reasonableness of the $107,250,000 was determined, in conjunction 
with FPC, by comparing the overall estimated cost of this plant with the overall 
cost of TVA and other large comparable plants. 

A review of the MVGC “estimate of cost” shows that items classified as escala- 
tion of material, escalation on installation, and omissions and contingencies total 
$14,728,000. These contingency-type items are approximately seventeen percent 
of the total of all other costs included in the $104,115,000 estimate for cost of 
facilities. 

In the event the contingency-type items are not needed and the facilities are 
built for $14,728,000 less than the cost estimate, the allowable annual return to 
MVGC will be 16.5 percent on its equity. 

4. Based on the backup information supplied by AEC, the annual earnings of 
the two sponsoring companies for the four-year period 1950 through 1953 were 
as follows: 

For Middle South Utilities, 10.1 percent to 10.5 percent on common stock, and 
for Southern Company, 11.4 percent to 12.8 percent on average equity. We under- 
stand that these are MVGC figures and have not been verified by AEC, 

5. If after commencement of operations MVGC earns more than the allowable 
return discussed in point 3 above, section 4.14 of the contract provides that the 
excess earnings will in effect be divided equally between AEC and MVGC. The 
MVGC portion when received will increase its return over the percentage figures 
discussed in point 3 above. 

In addition, it should be noted that section 4.14 provides that prior to any 
sharing of such excess earnings, the MVGC shall receive its allowable return 
for all prior years. Therefore, MVGC is guaranteed its allowable return for 
all prior years before the excess earnings of any year are impounded in a special 
fund to be shared equally with AEC. Actually there is no sharing with AEG 
until the end of the contract, or until, and to the extent, there is an amount of 
over five hundred thousand dollars in special fund. 

Capacity charge 

1. The capacity charge (section 4.01) is paid annually regardless of the power 
consumed and consists of the base capacity charge of $9,052,050 (Appendix C) 
with adjustments for changes in cost of facilities (Section 4.02), changes in price 
of coal (section 4.03), and changes in MVGC estimated federal income tax cost 
(section 4.08). In whole or partial termination the capacity charge is reduced 
proportionately with the contract capacity (section 4.10). 

2. The adjustment to the base capacity charge for changes in cost of facilities 
(section 4.02) results in AEC and MVGC sharing on a fifty-fifty basis any decrease 
or increase in the cost of money necessary to construct the facilities. ABC's 
sharing in any increase is limited to a maximum annual increase in the capacity 
charge of $273,244—\this limit is reached when the construction cost of facilities 
equals $113,865,000. The cost of money greater than this is borne by MVGC. 

It is important to point out, however, that the above-described adjustment 
is in effect nullified by the adjustment to the base charge for changes in MVGC 
estimated federal income tax cast (section 4.03). 

Thus there is little or no change in the capacity charge as a result of savings 
in estimated plant costs. This will continue as long as the federal income tax 
rate is about fifty percent of net income. For example (assuming the fifty-two 
percent tax rate shown in Appendix © and assuming no change in the price of 
coal): 

A. If the facilities are constructed for the estimated cost of $104,115,000, the 
annual capacity charge will be $9,052,050. This is the base capacity charge 
since no adjustments are necessary ; 

B. If the facilities are constructed for $94,365,000, $9.750,000 less than the 
estimated cost, the annual capacity charge will be $9,074,820. (The base charge 
of $9,052,050 less $273,244—the fifty percent savings to AEC on construction 
cost provided by section 4.02, plus $296,014—the additional payment by AEC for 
federal income tax provided by section 4.03) ; 

C. If the facilities are constructed for $113,865,.000, $9,750,000 more than the 
estimated construction cost, the annual capacity charge will be $9,029,280. The 
base charge of $9,052,050 plus $273,244—the fifty percent increase to AEC on 
construction cost, less $296,014—the reduced payment by ABC for federal in- 
come tax. 

If the construction cost of the facilities goes above $113,.865,000, the annual 
capacity charge is progressively decreased by reduced payments for federal in- 
come tax until it drops to $8,789,044 (at approximately $118 million construction 





718 UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO. 


cost), and remains at that figure regardless of any additional increase in con- 
struction costs, assuming again no change in the price of coal. 

Although, as pointed out immediately above, AEC will pay approximately 
the same annual capacity charge regardless of the actual cost of construction, 
the federal income taxes which cause this leveling out are paid back to the 
government so that the government as a whole actually does share in the in 
crease or decrease resulting from any variation in actual construction cost from 
estimated construction cost. 

Energy charge 

1. The primary element of cost in the energy charge (section 4.04), which 
varies depending on the amount of power taken by TVA for the account of AEC, 
is the cost of fuel 

2. In computing the cost of fuel in the base energy charge and the cost of no 
load fuel in the base capacity charge, two elements are important; namely, the 
cost of coal and the heat rate. 7 

The cost of coal used in the two base charges is nineteen cents per million 
B. t. u. and adjustment for changes in this cost is provided by sections 4.05 
and 4.05. 

The heat rate, however, is not subject to adjustment. AEC has informed us 
that the heat rate used for this plant in estimating the overall fuel costs is 9,917 
B. t. u.’s per kilowatt-hour. (This heat rate takes into consideration the no-load 
fuel included in the base capacity charge in addition to the 9,017 B. t. u.’s per 
kilowatt-hour shown in the base energy charge in Appendix C.) 

The lower the B. t. u. per kilowatt-hour, the more efficient is the plant and 
the less is the cost of fuel to generate a given amount of power. 

As indicated in our opening remarks, we cannot express an opinion as to the 
reasonableness of the technical factors used in the cost estimates; however, 
research has indicated that large powerplants with a heat rate of less than 
ten thousand B. t. u. per kilowatt-hour have recently been built. For example, 
the Ohio Power Company has five hundred thousand kilowatt plant with a heat 
rate of 9,432 B. t. u.’s per kilowatt-hour.* 

With specific reference to the MVGC plant, two other heat rates have been 
discussed. TVA in its evaluation of the Dixon-Yates proposal uses an adjusted 
heat rate of 9,350 B. t. u. per kilowatt-hour, which results in a decrease of $584 
thousand in the annual fuel cost. ABC, in comparing the Dixon-Yates and the 
von Treskow proposals, uses a heat rate of 9,674 B. t. u.’s per kilowatt-hour for the 
average rate over the twenty-five-year period.” 

If it develops that the MVGC plant should have a heat rate of 9,432 B. t. u.’s 
per kilowatt-hour instead of the heat rate of 9,917 B. t. u.’s per kilowatt-hour used 
to estimate the overall fuel cost, the reduction in the estimated annual cost of 
fuel necessary o generate a full-time load of six hundred thousand kilowatts 
would be more than $470 thousand. 

Since this element of cost is not subject to adjustment, MVGC would receive 
the benefit of this reduction in costs, subject only to the provision of section 4.14 
in the event the MVGC annual earnings were more than the allowable return 
established by the actual construction costs. 

AEC pointed out to us that while it is possible that initially the MVGC plant 
might have a more efficient heat rate than 9,917 B. t. u.’s per kilowatt-hour, the 
9,917 rate was established in view of a probable decrease in plant efficiency over 
the twenty-five-year term of the contract. 

Our comment is made primarily to point out that this is the only major element 
of cost that is not subject to adjustment under the contract, and also to point 
out the important effect it has on the operating costs of a powerplant. 


AEC’s conrol over costs 


1. The proposed contract recognizes that AEC’s cost of power under the con- 
tract is related to the cost of construction and the cost of operation of the facili- 
ties. In section 2.06 AEC is given the right to review and recommend. How- 
ever, MVGC does not have to adopt any AEC recommendation unless it is 
“mutually agreed upon.” 

AEC has informed us that it prefers this language to language which would 
require MVGC to accept AEC recommendations because under the present lan- 
guage AEC does not have to assume responsibility if something goes wrong. 


1FPC 33d Annual Report (1953), p. 127. 
* Hearings before the Joint Committee on Atomic Energy on S. 3323 and H. R. 8862, 
83d Cong., pp. 1026-1027 and 1120. 





UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO. 719 


Contract capacity 

1. The base capacity charge is predicated on the estimated cost of providine 
650 thousand kw of generating capacity. The precontract proposal contemplated 
that AEC would be entitled to six hundred thousand kw of this capacity. The 
other fifty thousand kw is available to MVGC (when no units are out of serv- 
ice) as consideration for its supplying at no additional cost to AEC up to ap 
proximately two hundred thousand kw backup capacity when one or more units 
are down. 

2. The contract capacity (AEC’s entitlement to power) that is actually pro- 
vided in the proposed contract by section 1.04 is 60/65 of the net capability of the 
plant ; however, by section 3.01 such contract capacity is subject to a one-third 
reduction for each unit in excess of one which is shut down by reason of condi- 
tions beyond the company’s control. The capacity charge that AEC must pay is 
not reduced except when contract capacity is reduced because of whole or partial 
termination. 

3. In order for AEC to be entitled to the contemplated six hundred thousand 
kw under the terms of the proposed contract the net capability of the plant must 
be 650 thousand kw and by no more than one unit can be shut down. If the net 
capability is less than 650 thousand kw and/or two or more units are down, AEC 
is not entitled to six hundred thousand kw. While technically the maximum 
firm obligation of MVGC to provide power is approximately two hundred thou- 
sand kw, the practical effect of this factor would be limited to periods when all 
three units are shut down. 

AEC has informed us that in its engineering judgment the changes of the net 
capability of the plant being less than 650 thousand kw is about one to one 
hundred. If the net capability is greater than 650 thousand kv and none or only 
one unit is down, AEC is entitled to more than six hundred thousand kw. 


Delivery date of power 

1. The proposed contract does not provide a firm date on which the power must 
be delivered. Section 2.01 provides that MVGC will exert its best efforts to have 
the first of three units in commercial operation thirty-two months after the effec- 
tive date of the contract, and all three units in commercial operation thirty-six 
months after the effective date of the contract. 

2. AEC has informed us that it intends entering into a separate letter contract 
with the sponsoring companies of MVGC which will provide that the sponsoring 
companies will supply one hundred thousand kw at the approximate rates pro- 
vided for in the proposed MVGC contract in the event MVGC does not have one 
unit in commercial operation by the thirty-sixth month after the effective date 
of the MVGC contract. 


Absence of sinking fund depreciation ruling 3 

1. Section 4.09 provides in effect that in the event the Secretary of the Treasury 
will not permit MVGC to deduct depreciation for purposes of Federal income 
taxes on a thirty-one year sinking fund formula, payments under the contract 
will be adjusted so as to provide MVGC the earnings which it would have realized 
if it had been permitted to deduct depreciation for Federal income tax purposes 
on such sinking fund formula. 

In the event MVGC is denied use of the sinking-fund formula for deducting 
depreciation at the end of the fifth year of the contract, AEC estimates that its 
total additional payment over the remaining life of the contract will be approxi- 
mately six hundred thousand dollars. If denied at the end of the twentieth 
year of the contract the additional payment will be approximately $1,400,000. 

2. AEC’s obligation under this section continues for twenty-five years, even 
surviving termination of the contract prior to that date. 


Provision for replacements 


1. The proposed contract provides that AEC will pay MVGC $262 thousand in 
each of the first five years to establish a reserve for replacements (section 4.11). 
After the fifth year the total annual payments are limited to one-fourth of one 
percent of the cost of the facilities or, at the estimated construction cost of the 
earar ($104,115,000), approximately $262 thousand per year on a cumulative 

asis. 

Provision is also made that periodically a review will be made to determine 
that the provisions of section 4.11 are equitable to both parties. In the event 
that the above payments are subject to Federal income tax AEC will pay double 
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the amounts less an appropriate reduction for depreciation on replacement 
facilities. 

2. We asked AEC whether there would be a need for replacements during the 
first five years in the amount of $1,310,000. AEC informed us that in a plant 
of this size, such a need is not unlikely. 

Provision for deferred maintenance 

1. Out of the payments made by AEC, the MVGC will set aside each month for 
estimated maintenance expense fifty thousand dollars plus 0.15 mills per kwh 
for all energy generated by the facilities. Assuming the plant generates the 
contemplated 650 thousand kw, this amount will be more than $120’ thousand 
a month and over the twenty-five year life of the contract will total more than 
thirty-six million dollars. 

Section 4.14 provides that any unexpended portion of the above amounts for 
estimated maintenance expense shall be set aside in a reserve for deferred 
maintenance. The contract provision reads in part as follows: 

“* * * Upon expiration of this contract, either by expiration of the term 
provided for in section 7.01, by termination or otherwise, the company shall 
determine the amount necessary, giving effect to accumulated maintenance re- 
quirements, to place, or to provide for placing, the facilities in the dependable 
and efficient operating condition required for providing the service herein pro- 
vided for during the unexpired term, including permissible extensiéns thereof 
under section 7.08 hereof, all in accordance with practices prevailing among 
prudent operators of similar properties. If, after providing for such mainte 
nance, any amount shall remain in the reserve for deferred maintenance, such 
amount shall be equally divided between the parties.” 

It is our opinion that under this contract provision any balance in the reserve 
for deferred maintenace would be available to assure the contractor a depend- 
able and efficient operating plant for thirty-five years regardless of when AKC 
might terminate the contract. The AEC states that only maintenace require- 
ments accumulated to the time of expiration or termination would be charged 
to the fund. If the latter be the intent of the parties, it is suggested that the 
language be changed to state such intention more clearly. 

2. As quoted above section 4.14 provides that MVGC’s determination of the 
amount necessary to place the facilities in an efficient operating condition is 
subject to “practices prevailing among prudent operators of similar properties.” 

It is important to note that AEC will not have any say with respect to this 
determination. In addition, although a dispute might arise as to whether the 
determination was made in accordance with practices of a prudent operator, 
section 4.14 is not subject to arbitration as provided by section 8.23. 

3. As indicated above, the reserve will be built up by amounts for estimated 
maintenance expense, and wigl be reduced by the amounts of actual maintenance 
expense incurred plus the amounts that MVGC determined are necessary to 
place the facilities in a dependable and efficient operating condition. 

An ending balance in the reserve would indicate that the additions to the 
reserve for estimated maintenance expense were too high and the more equitable 
disposition of this balance would appear to be to return the balance to AEC 
rather than to divide it equally between MVGC and AEC. 
irbitration clause 

1. The proposed contract in section 8.23 provides for arbitration in the event 
AEC and MVGC cannot reach agreement on matters which the contract con- 
templates shall be settled by agreement between the parties. Section 8.23 applies 
only to twelve designated sections of the contract. 

2. Our review indicates that the government’s interest would be better pro- 
tected if additional sections of the contract, where dispute between the parties 
might arise, were included under the arbitration clause. These sections are 1.02, 
2.01, 2.03, 3.07, 4.14, 6.01, 7.01, 7.07, 8.01, and 8.17. 


Termination 
1. The termination provisions of the proposed contract are not similar to those 
of other AEC power contracts where the potential liability of the government is 
reduced progressively throughout the period of operation under the contract. 
Under the MVGC contract the potential liability of the government remains 
the same throughout most of the life of the contract. For example, it is the same 
at the end of fifteen years of Operation as it is at the end of five years of operation 
2. In the backup data to the proposed contract, AEC estimates that in the 
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event of termination the maximum liability to the government under the most 
adverse conditions would be slightly in excess of fifty million dollars, 

3. The proposed contract provides for cancellation prior to completion of the 
facilities when expenditures made plus the costs of cancellation of commit- 
ments are less than forty million dollars. 

AEC informed us that it estimates that the forty million dollars will not be 
reached for approximately eighteen months. 

Miscellaneous comments 

1. The proposed contract provides that AEC will pay MVGC over the twenty- 
five years, as part of the capacity charge $1,661,350 for transmission additions 
to the Arkansas Power and Light System. This payment covers the cost of 
money, insurance, and replacements on transmission facilities estimated to cost 
$1,135,000 (see Appendix C). 

We asked AEC why it considered this payment, which is for the benefit of a 
subsidiary company of one of the sponsoring companies, an appropriate cost 
under this contract. We were informed that this was considered an appropriate 
expense in arranging for backup capacity from the systems of the sponsoring 
companies. 

It should be pointed out that this payment for backup capacity is in addition 
to the fifty thousand kw reserve capacity of the MVGC plant which is made 
available to the systems of the sponsoring companies (see the second whereas 
clause on page 2 of the proposed contract). 

2. The base capacity charge is computed on the basis that payments for bor- 
rowed money will be made annually (the annual payment shown in Appendix C is 
$5,532,00). AEC has informed us, however, that MVGC will make payments for 
borrowed money quarterly (four quarterly payments will total approximately 
$5,492,000). 

The annual difference in favor of MVGC is approximately forty thousand 
dollars which over twenty-five years totals approximately one million dollars. 

AEC informed us that it was aware of this contractual advantage in favor of 
MVGC, but that it was used in negotiating other contractual advantages in favor 
of the government. 

3. The eapacity charge is predicated on MVGC paying three and one-half 
percent interest on borrowed money. Section 4.12 provides for an equitable 
downward adjustment in the charge of MVGC through refinancing pays an over- 
all interest rate of less than three and one-half percent. 

The proposed contract does not provide, however, that there will be a down- 
ward adjustment if the original financing results in MVGC paying less than 
three and one-half percent interest. 

AEC has informed us that although MVGC’s negotiations for debt capital 
have not been finalized, indications are that MVGC will have to pay an overall 
interest rate somewhat higher than three and one-half percent. 

4. Certain sections of the contract pertaining to resale and transfer of power 
by the ABC appear to have been drafted without consideration of the fact that 
the power involved is replacement power which is to be delivered to and used 
by the TVA at some distance from any AEC project. 

For example, section 3.4 and 3.05 permit the AEC to sell or dispose of con- 
tract power to its contractors or to successor project operators for consumption 
at a project site. 

Such provisions appear to be meaningless in the case of MVGC power, no part 
ef which can, we understand, be consumed at any existing AEC project either 
hy AEC contractors or the AKC itself. 

Section 3.06 gives the AKC certain rights to transfer power for use at other 
government installations, but as the section is written ABC has this right only 
“to the extent that power and energy shall no longer be required at a project.” 

In the event there should be a reduced requirement by TVA in the Memphis 
area, without a corresponding reduced requirement at an AEC project, no power 
could be transferred by AEC. This point may not be important in view of the 
fact that the TVA requirements in the Memphis area are said to be increasing. 

If, however, a provision respecting the resale and transfer of power is to be 
included in the contract, it would seem that the provisions should be drafted to 
conform to the actual situation under which the power is to be delivered. 

5. The proposed contract is with MVGC, a newly formed company with a 
$5,500,000 equity to be supplied by the sponsoring companies, Middle South Utii- 
ities, Inc., and the Southern Company. This amount represents about five per- 
cent of the total capital requirements of the company. 
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It is noted that the Sponsoring Companies do not guarantee MVGC’s perform- 
ance of the contract. We understand that AKC tried to obtain a guarantee of 
performance from the Sponsoring Companies, but that the Sponsoring Com- 
panies felt that the $5,500,000 of equity capital they have agreed to subscribe to, 
plus their reputation, were sufficient guarantee. 

6. Section 4.06 provides for an adjustment to the base energy charge for 
changes in the Bureau of Labor Statistics index, Hourly Earnings of Production 
Workers in Gas and Electric Utility Industries. This adjustment is to provide for 
changes in the estimated cost of labor, maintenance, and other operating ex- 
penses included in both the base energy charge and the base capacity charge. 

We asked AEC why a labor index was used to adjust maintenance and operat- 
ing expense in addition to labor cost. We were informed that it was AEC’s 
experience that changes in appropriate commodity indexes are closely related to 
changes in this labor index. 

Use of an index to adjust the estimated cost of labor, maintenance, and other 
operating expenses included in the base energy charge and in the base capacity 
charge again emphasizes the importance under this contract of the reasonable- 
ness of cost estimates. This is true since any errors in the original estimates are 
continued throughout the contract life. 

7. AEC has informed us that the plant will be designed and constructed by 
Ebasco Services, Inc., under contract to MVGC. 

8. AEC has informed us that in addition to the proposed contract with MVGC 
and the proposed letter contract with the Sponsoring Companies, it contemplates 
entering into a memorandum of agreement with MVGC which will be a record 
of the understandings reached by the parties in arriving at the language used in 
the contract. 

Chairman Coir. Subsequent to that, and since these hearings have 
begun, you have been available for comment on the issue before the 
committee, and have a statement prepared for discussion. In view 
of the fact that many of the items which were raised in your letter 
and in your anticipated statement of November 4 have been clarified 
or rectified since November 4, I suggest that your proposed statement 
also be filed with the committee, and placed in the record, and that 
you now correct your comments to the status of the issue as it presently 
exists, if that is agreeable. 

Mr. Werrzer. Mr. Chairman and members of the committee, I 
appreciate the opportunity to discuss the information we furnished 
at the request of your committee on the proposed contract negotiated 
by the Atomic Energy Commission with the Mississippi Valley 
Generating Co. This information was furnished to your committee 
by my letter of October 12, 1954. 

Before discussing my comments on the proposed contract, I think 
it appropriate to give a little background on the functions ad duties 
of the General Accounting Office in order that the role of the Office 
in this case may be placed in the proper perspective. 

The Office was created in 1921 as an independent and nonpolitical 
agency in the legislative branch to check on the financial transac- 
tions of the Federal Government. Broadly speaking, the Office 
audits and settles the accounts and claims of the ( tovernment. Also, 
we prescribe basic Government accounting principles and standards 
and approve the individual accounting systems of the agencies when 
they meet those standards. This latter duty is carried out on a coop- 
erative basis with the Treasury Department, the Bureau of the Budget, 
and the other executive agencies. Our overall job breaks down into 
legal, accounting, auditing, and investigative activities. 

One of our most importe unt tasks is the furnishing of information 
and assistance to the Congress and its committees. This duty has 
been greatly emphasized and developed over the last 10 years to enable 
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the Office to furnish the Congress the information it needs and has 
the right to expect. To me the results have been gratifying. The 
Congress has relied on the General Accounting Office to a greater 
extent each year as its agent for obtaining impartial appraisal and 
analysis of the financial and administrative problems requiring con- 
gressional consideration. 

The working relationship between the Joint Committee and the 
General Accounting Office is a good example of what I have men- 
tioned. The Office has assisted the committee by making several 
reports on aspects of the operations of the Atomic Energy Commis- 
sion. In addition, our representatives have had many informal dis- 
cussions with the committee staff on AEC matters. Such an arrange- 
ment is, I believe, a help to the committee. At the same time it 
gives the Office an insight into the thinking of the committee, which 
is invaluable in performing our audit work. We have similar work- 
ing rel: ationships with many of the committees of the Congress. 

The General Accounting Office has audited the atomic-energy pro- 
gram from the very beginning of the Manhattan project. Asa matter 
of fact, Maj. Gen. Leslie C. Groves supported the successful efforts 
of former Comptroller General Lindsay C. Warren to have stricken 
from the Atomic Energy Act of 1946 praeeenes which would have 
precluded the General Accounting Office from exercising accounting 
and auditing jurisdiction over the expenditures of the Commission. 
During consideration of the Atomic Energy Act of 1954 by this com- 
mittee, several suggestions were made by the General Accounting 
Office and adopted ‘by the committee. 

In commenting on the Dixon-Yates contract I want to make it 
absolutely clear that the General Accounting Office is not concerned 
with the question of public power versus private power. That is a 
policy matter for determination by congressional and executive action. 
Once the determination is made, it is our job to audit the resultant 
financial transactions, whether they flow from production of power 
by TVA or from acquisition of private power by AEC. 

I want to make it equally clear that the General Accounting Office 
is not qualified to give opinions on the technical aspects of constructing 
and operating a ‘powerplant. Our job is to see that the contracts 
Government agencies make in this field are legal and carry out the 
intent of the Congress as expressed in applicable laws and that pay- 
ments made are within the contract terms. At the same time, we have 
a collateral duty of reporting to the Congress or to the agency con- 
cerned any contract provisions which, although legal, do not in our 
opinion adequately protect the interests of the United States. 

Our approach to examination of the Dixon- Yates contract has been 
sglely on the basis of a thorough and impartial consideration of the 
applicable law and all of the facts available to us. At this point I 
express my appreciation to the Atomic Energy Commission and its 
officials for the splendid cooperation they extended the re presentatives 
of the General Accounting Office in furnishing information and ex- 
planations needed in our examination. 

We have tested the Dixon-Yates contract against two kinds of 
standards. First, is the contract within the provisions of applicable 
law—particularly the Atomic Energy Act of 1954/ Second. are 





724 UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO. 


there any provisions of the contract which may not adequately protect 
the interests of the United States / 

As to the first point, the Chairman of the Atomic Energy Commis- 
sion addressed a letter to me on September 24, 1954, requesting an 
opinion on the legality of entering into the contract. The obtaining of 
such an opinion is one of the conditions imposed by section 8.15 of 
the contract. I replied to the Chairman on October 5 stating that in 
my opinion the AEC was authorized to execute the contract, to obli 

gate the United States to make payments as required by the contract, 
ae to make payment of cancellation charges out of funds now or here- 
after made available for expenditure tothe AEC. 

In reaching a conclusion on the legality of the contract it was nec- 
essary toe onsider three major points: (1) Is AEC authorized to enter 
into a contract for replacement power? (2) Can such a contract be 
entered into by negotiation? (3) Is there any direct payment or di- 
rect reimbursement of Federal income tax to the contractor? 

At the time the Atomic Energy Act of 1954 was under consideration 
by the Congress, negotiation of the Dixon-Yates contract had already 
been undertaken by the Atomic Ene rgy Commission. 

Question had been raised whether the authority of the Commission 
under section 12 (d) of the Atomic Energy Act of 1946, as proposed 
to be amended by the 1954 act, was broad enough to cover such an 
arrangement. In order to resolve any doubt on this point, Senator 
Ferguson offered an amendment to the language of section 164, the 
purpose of which was specifically stated to be to “* * * authorize the 
Dixon- Yates contract.” (Congressional Record, July 19, 1954, p. 
10430.) 


The Ferguson amendment was adopted—Congressional Record, July 
21, 1954, pages 10770-10771—and became law. The pertinent word- 
ing of the amendment states that the authority of the Commission— 


* * * to enter into new contracts or modify or confirm existing contracts to 
provide for electric utility services includes, in case such electric utility services 
are to be furnished to the Commission by the Tennessee Valley Authority, au- 
thority to contract with any person to furnish electric services to the Tennessee 
Valley Authority in replacement thereof * * * 

In view of the express language of section 164 and the legislative 
history of the amendment I have no doubt that the Atomic Energy 
Commission has authority to contract for replacement power under 
the conditions of the Dixon- Yates arrangements. Also, the wording 
of the Ferguson amendment authorizing the AEC “* * * to contract 
with any person * * *,”, in the light of the legislative history of the 
amendment, makes it clear that consummation of the Dixon-Yates 
contract on a negotiated basis is authorized. 

Section 165 of the act prohibits direct payment or direct reimburse- 
ment. by the Commission of any Federal income taxes on behalf of 
section 164 contractors. The conference report on this provision 
(House Rept. No. 2666, p. 50) states that the provision was not. in- 
tended to bar the inclusion of such taxes in the computation or 
adjustment of the base rate or cost structure of the contract. While 
sections 4.03, 4.09, and 4.11 of the contract provide for adjustment in 
payments to be made to the contractor computed upon the amount 
of Federal income taxes it must pay, such adjustments appear to con- 
stitute a part of the basic cost structure of the contract and, therefore, 
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do not constitute a direct payment or direct reimbursement of taxes 
in contravention of section 165. 

In letter dated September 23, 1954, from this committee the Gen- 
eral Accounting Office was requested to advise the committee whether 
funds are authorized to be expended for the contract and to furnish 
any other comments we might have. In my reply dated October 12, 
1954, I stated that in my opinion the AEC was authorized to enter 
into the contract. In addition, I furnished a memorandum of com 
ments analyzing certain of the contract terms. 

The comments deal with some 12 different subjects. Since you 
have the comments I will not discuss each of them now. 

I do want to emphasize that an extremely important and funda- 
mental factor in determining the fairness and reasonableness of this 
contract to the Government is the accuracy of the cost estimate for 
constructing the plant and the cost estimate for operating the plan. 
Both the cost of power to the Government and the return on equity 
to the contractor are based on these cost estimates. 

The General Accounting Office is not qualified to express an opinion 
on the reasonableness of the estimates as we do not have the technical 
engineering knowledge to make such an evaluation. 

However, I understand that the contractor did not submit engi- 
neering drawings or detailed cost estimates. The contractor did 
submit an “estimate of cost by major features,’ which included con- 
tingency-type items in excess of $14 million. Since the contractor’s 
equity capital is relatively small, variations between actual cost of 
construction and estimated cost of construction will significantly 
affect the contractor’s percentage of return on equity. 

For example—and assuming for this purpose the estimates for 
plant operation are accurate—if the actual cost of construction is the 
target of $107,250,000, the contractor’s return will be 9 percent. If 
the cost is $97,500,000, the return will be 14 percent. If the cost is 
$117 million, the return will be 4 percent. 

The AEC has stated that the cost estimate was accepted as reason- 
able on the basis of comparisons of the estimated cost per kilowatt 
of installed capacity with the known costs of plants constructed since 
1950, and that this basis of evaluation was used since it was recognized 
the breakdown of the estimate available was not based on completed 
plans and specifications. 

The General Manager’s report of October 7, 1954, discusses the esti- 
mated cost of facilities in appendix II. This discussion shows that 
the estimated cost of the contractor’s plant is $160 per kilowatt and 
that 4 TVA plants under construction in December 1953 are estimated 
to cost from $133 per kilowatt to $170 per kilowatt. 

To complete the picture, the TVA Handbook contains information 
dated December 31, 1953, which shows that there were two other 
plants under construction at that date estimated to cost $127 per kilo- 
watt and $144 per kilowatt. Construction of all six of the TVA plants 
was started after January 1, 1950. 

One of the major factors in computing the cost of fuel is the esti- 
mated heat rate of the plant. AEC has informed us that the heat rate 
used for this plant is 9,917 B. t u. per kilowatt-hour. We are not in a 
position to say whether this heat rate is reasonable. 
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However, research has indicated that an increasing number of large 
powerplants with heat rates of less than 10,000 B. t. u. per kilowatt- 
hour are oe built. 

TVA in comparing the Dixon-Yates proposal with its proposed 
Fulton wait uses a heat rate of 9,350 B. t. u. per kilowatt-hour. If 
it develops that the contractor’s plant will have a heat rate of 9,350 
Lb. t. u. instead of 9,917 B. t. u., as estimated, the reduction in the esti- 
mated annual cost of fuel necessary to generate a full-time load of 
600,000 kilowatts would be approximately $548,000. 

Since this element of cost is not subject to adjustment, the contractor 
would receive the benefit of the reduction in cost subject only to the 
sharing provisions of section 4.14 of the contract in the event the con- 
tractor’s annual earnings are more than the allowable return estab- 
lished by actual construction costs. 

The General Manager of the AEC in his report of October 7, 1954, 
pointed out that AEC had considered during the negotiations the 
fact that since no operating experience and cost data were available 
for generating units of the size being proposed the contractor in arriv- 
ing at the estimated operating costs had introduced a large judgment 
factor; in particular, the estimates of maintenance and operating 
costs, and the heat rate used in determining the energy charge. 

In conelusion I wish to make these points: 

Based on tables prepared by AEC from Federal Power Commission 
sources, the estimated cost of power to the Government under the 
Dixon-Yates contract appears to be reasonable in comparison with 
the average cost of producing power throughout the country. How- 
ever, the GAO feels that it is important in evaluating the fairness 
and reasonableness of the contract charges to consider the potential 
profit to the contractor as well as the cost to the Government, since this 
is a negotiated contract. 

If the estimate of the cost of constructing the plan and the estimate 
of heat rate are accurate, the rate of profit to the contractor would be 
reasonable. On he other hand, if the estimates prove to be high, the 
contractor could derive net income which might be excessive in rela- 
tion to the actual capital invested. 

We realize that there is no guaranteed return to the contractor on 
its equity. I should qualify that statement by pointing out that under 
section 4.14 the contractor, even though he incurs excessive construc- 
tion costs, and so to that extent suffers a deficit in his estimated equity 
return, may use any earnings he can obtain from favorable operating 
experience to build up to a minimum 4-percent cumulative return on 
equity which he is permitted to retain before sharing excess earnings 
with the Government. 

We also realize that the contractor is undertaking the risk in the 
event the construction cost should exceed the highest amount at which 
the Government will share in the cost of additional money. At the 

same time, we feel that, in view of the many provisions of the contract 
minimizing the contractor’s risks or tending to make him whole for 
large outlays, such as the provision for replacement payments, to- 
gether with the large percentage of contingency-type items in the 
construction estim: te, it would have been fair for the Gov ernment to 
insist on some form of overall limitation on equity return, the exact 
amount of which would, of course, have to be negotiated between the 
parties. 
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If we are to place full reliance on the estimates furnished by the 
contractor, such a maximum limitation might never become operative 
because return on equity might stay within an area not too far above 
the reasonable 9-percent return at the target cost. . 

However, if the return should mount sharply when the facilities 
were actually constructed and in operation, such a limitation would 
be even more salutary from the standpoint of the Government’s 
interest than the sharing provisions of section 4.14 already in the 
contract. 

As one final word, we have strong feelings about the present lan- 
guage of the deferred-maintenance provision in section 4.14. Out of 
the payments made by AEC, the MVGC will set aside each month 
for estimated maintenance expense $50,000 plus 0.15 mill per kilo- 
watt-hour for all energy generated by the facilities. 

Assuming the plant generates the contemplated 650,000 kilowatts, 

this amount will be more than $120,000 a month and over the 25-year 
life of the contract will total more than $36 million. Section 4.14 
provides that any unexpended portion of the above amounts for 
estimated maintenance expense shall be set aside in a reserve for 
deferred maintenance. The contract provision reads in part as 
follows: 
* * * [pon expiration of this contract, either by expiration of the term provided 
for in section 7.01, by termination or otherwise, the company shall determine 
the amount necessary, giving effect to accumulated maintenance requirements, 
to place, or to provide for placing, the facilities in the dependable and efficient 
operating condition required for providing the service herein provided for 
during the unexpired term, including permissible extensions thereof under 
section 7.08 hereof, all in accordance with practices prevailing among prudent 
operators of similar properties. If, after providing for such maintenance, any 
amount shall remain in the reserve for deferred maintenance, such amount shall 
be equally divided between the parties. 

It is our opinion that under this contraet provision any balance 
in the reserve for deferred maintenance would be available to assure 
the contractor a dependable and efficient operating plant for 35 years 
regardless of when AEC might terminate the contract. The AEC 
states that only maintenance requirements accumulated to the time of 
expiration of termination would be charged to the fund. 

If the latter be the intent of the parties, it is suggested that the 
language be changed to state such intention more clearly. It is 
noted from the Commission’s letter of November 1 that the Com- 
mission is discussing this subject further with the company in con- 
nection with the preparation of a memorandum of understanding 
concerning the contract. However, we believe it would be far safer 
for the Government to have the actual intent of the parties spelled 
out in the contract itself to avoid any future difficulty. 

Members of my staff who have studied this contract are here with 
me, and we will be glad to try to answer questions you may have. 

Mr. Werrzet. Mr. Chairman, I have with me today our General 
Counsel, and the Assistant Comptroller and the Supervisory Auditor. 
As I understand the wishes of the Chair, we would dispense with the 
reading of my original statement of November 4, or do you wish to 
have me read that now ? y 

Chairman Cour. As far as the Chair is concerned, I can see no useful 
purpose to be served by reading a statement which now admittedly is 
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inadequate. However, I do think for the purpose of the record for 
future study it should be made a part of the record. 

Mr. Weitzev. | would be glad to submit the original statement of 
November 4 for the record, and also the letter of October 12 in answer 
to the request from the Chairman, and the comments included with 
that letter. 

(The letter and comments referred to were previously inserted in the 
record and appears on pp. 713 to 722. The November 4 statement of 
Mr. Weitzel starts at the bottom of this page. ) 

As of yesterday afternoon, the many supplementary documents 
that have been executed by the Commission and by the sponsoring 
companies in this week, and we have had only overnight to study them, 
as a result our supplementary statement will be a little brief, but I 
will be glad to enlarge upon any matter in that, or in the original letter 
or comments upon the request of the committee. 

Chairman Coie. It may be true that you did not receive the official 
document until yesterday afternoon, but is it or is it not the fact that 
some members of your staff have been in reasonably close contact with 
the developments that have transpired in the last week ? 

Mr. Werrzet. Mr. Chairman, I have absolutely no complaint on that 
ground at all, because the AEC have been very cooperative with us. 
It just happens that it is only within the last day or two that they 
have agreed on some of the concessions which we feel are in the interest 
of the Government. 

Chairman Corr, Is it your wish Mr. Fisher might also testify ? 

Mr. Werrze.. Upon occasion I might desire to have him answer some 
of the questions, Mr. Chairman, and also these other gentlemen. 

Chairman Corr. Mr. Fisher, do you solemnly swear that the testi- 
mony you will give before this committee shall be the truth, the whole 
truth, and nothing but the truth, so help you God? 

Mr. Fisuer. I do. 

Chairman Cote. Mr. Abadessa, do you solemnly swear that the 
testimony you will give before this committee will be the truth, the 
whole truth, and nothing but the truth, so help you God? 

Mr. Apspaprssa. I do. 

Chairman Corr. Mr. Keller, do you solemnly swear that the 
testimony you will give before this committee will be the truth, the 
whole truth, and nothing but the truth, so help you God? 

Mr. Keiuer. I do. 

Senator Anperson. Mr. Chairman, the question has arisen as to 
whether or not the letter of October 12 with its attachment has been 
released to the press. It is my understanding it has. 

Chairman Core. It is in the record anyway so therefore it is avail- 
able. 

Mr. Werrzex. I will now proceed with the Chair’s permission to 
read the supplementary statement dated today. 

Mr. Chairman and members of the committee, we have examined 
the contract and supplement No. 1, both executed on November 11, 
1954, between the Atomic Energy Commission and the Mississippi 
Valley Generating Co., as well as the memorandum dated November 1 l, 
1954, between the same parties, which sets forth the interpretative 
understandings of various provisions of the contract. Our examina- 
tion was for the purpose of determining whether the final contract, 
the supplement and the memorandum, clarify the points raised by us 
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in the comments which were submitted to this committee with my 
letter of October 12, and in the recommendations made in my prepared 
statement of November 4, 1954. 

A great many of the points raised by the General Accounting Office 
were for the purpose of directing attention to features of the draft 
contract which we did not feel adequately protected the interests of 
the Government and to underlying factors such as the bases of esti- 
mating construction cost and heat rate which we believed could result 
in the company receiving an excessive return on its equity capital 
investment. These points led to the conclusion in my November 4 
statement that “It would have been fair for the Government to insist 
on some form of overall limitation on equity return.” That objective 
has been achieved by the incorporation in the contract of section 4.15 
which establishes a cumulative profit limitation of $600,000 per year 
or 10.9 percent return on equity. 

I should add in the light of the discussion today that is in operations 
under this contract. It has no reference in our opinien to any mcney 
that may be earned by the company outside of the operations of this 
company under this contract. 

In our comments under “Provision for deferred maintenance” on 
page 11 of our letter of October 12, we pointed out that the language 
used in the contract would seem to make any balance in the “Reserve 
for deferred maintenance” available to assure the company of depend- 
able and efficient operating plant for 35 years regardless of when AEC 
might terminate the contract. The memorandum of understanding 
indicates the intention of the parties is that only such maintenance 
requirements as may have been accumulated to the date of expiration 
or termination of the contract will be charged to the fund. I have 
some doubt as to the enforceability of the understanding on this point, 
since the understanding, in my opinion, is in conflict with the lan- 
guage of section 4.14. It would still be my recommendation that 
section 4.14 be amended to clearly state or incorporate the under- 
standing of the parties. 

However, section 4.14 has been considerably improved by the amend- 
ment which provides that the company and the AEC shall agree upon 
the amount necessary to place, or provide for placing, the facilities 
in dependable and efficient operating condition. Prior to the contract 
amendment, it was provided that the company solely would make 
such determination. The section has been further improved by 
placing it under the arbitration clause. 

I am also glad to see that the memorandum of understanding pro- 
vides that during the period when paragraph 2 of section 7.07 would 
be effective, in the event of cancellation, the monthly progress and 
cost reports required to be furnished to AEC are to include a state- 
ment of expenditures made and estimated cost of cancellation of com- 
mitments. This information would be of particular importance in 
connection with any contemplated cancellation of the contract, without 
recapture, in order that a determination could be made as to whether 
the $40 million figure provided for in paragraph 2 of section 7.07 
had been reached. 

The recapture clause now contained in section 7.09 will protect the 
interest of the Government in the event it decides to take over owner- 
ship of the facilities. Likewise, the extension of the Government’s 
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option to take power from the plant to a total period of 45 years, 
roughly corresponding to the expected useful life of the plant, and 
the arrangements for AEC approval of architect, engineering, and 
construction contracting services are definitely in the interest of the 
United States. 

I am extremely gratified that the AEC and the Mississippi Valley 
Generating Co. in entering into the final agreements have given effec- 
tive consideration to the comments and suggestions made by the 
General Accounting Office. 

I have with me members of my staff who have made a study of this 
contract and, Mr. Chairman, we will be glad to try to answer any 
questions that the committee may have. 

Chairman Core. Thank you, Mr. Weitzel, for your statement. 

Are there questions by members of the committee from the Acting 
Comptroller General or any of his assistants ? 

Senator Gore. Mr. Chairman. 

Chairman Coie. Senator Gore. 

Senator Gore. Mr. Weitzel, is it possible under the terms of this 
contract that the Atomic Energy Commission will be required to make 
payments as a part of the capacity charge for Federal income taxes 
which the Dixon-Yates company will not, in fact, be required to pay? 

Mr. Werrzev. The answer to that, Senator Gore, is “Yes.” This 
is why: Let us assume construction costs hit the estimate of $104,115,- 
000. Then AEC in its capacity charge will pay $495,000 for the 
return on equity capital to the company. It will also pay $536,250 
based on a tax of 52 percent—— 

Senator Gore. Is that annual payment ? 

Mr. Werrzet. An annual payment on the $495,000. That is in- 
cluded in the base capacity charge. That is paid regardless of how 
much energy AEC takes. It is a part of the cost structure under the 
contract. 

Now, if MVGC sees actual operating costs in operating the plant 
are higher than estimated costs, they will not make a net of $495,000; 
it will be some other figure. The more they lose on their opel ‘ations, 
the less income they are going to make. Therefore, under such a set 
of circumstances, AEC will have paid an amount for tax in the 
capacity charge which will be more than the income tax MVGC will 
have to pay to the Internal Revenue Service, assuming only sale of 
power under the contract. But it is only fair to point out that if 
excess earnings are paid over the allowable figure in section 4.02, they 
go to the special fund that is provided for in section 4.14, and when 
amounts are distributed out of the funds MVGC will have to pay 
income tax on the portion that they get and on that amount, AEC does 
not pay any income tax as part of the ec: apacity charge or otherwise. 

Also, if MVGC makes more money on its operations than is esti- 
mated—in other words, if it has a favorable experience in the factors 
estimated in the operating part of the charge, the energy charge—it is 
quite conceivable that MVGC will pay more income tax to the Com- 
missioner of Internal Revenue than the tax component that is included 
in the base capacity charge under section 4.02. 

Senator Gore. This is entirely apart from any error of quarterly 
estimate. 

Mr. Werrzev. I would say, “Yes,” Senator. The best way I can ex- 
plain that is this: I have been trying to think this over last night as I 
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was worrying how we would present this so that the committee and we 
could understand it. It is sort of like going through the locks of a 
canal. You have an estimate of an amount of income tax in there under 
4,02 which is supposed to provide indirectly the MVGC with enough 
funds to pay the income tax to the Government on the estimated target 
equity return of $495,000. However, that does not mean that they are 
going to pay $ $536,250, which is a figure of 52 percent tax to the Gov- 
ernment or any other figure. It may be it will be less or more. 

First you have to go through the first lock, the operating expenses 
may be more or less than estimated under this contract. If the operat- 
ing expenses are more than estimated, the income is going to fall, the 
amount paid to the Treasury is going to be less than $536,250, 

The second lock is the other income that they may earn outside of 
this contract. In other words, on the excess capacity figured at 50,000 
kilowatts which they can sell elsewhere, they are going to earn income 
on that presumably. They have to charge at least the incremental cost 
of the power in selling that. So they will earn something, we assume. 
That income is going to be segregated from the income under this con- 
tract. But when the company makes its return to the Commissioner of 
Internal Revenue, it is going to include the whole income under this 
contract, not just the capacity charge, but the capacity charge and the 
operating charge and also all other income. 

If it incurs losses on its whole operation, including the 50,000 kilo- 
watts, it may not pay a dime to Internal Revenue, but it has the $536.- 
250 as an income-tax component. 

Senator Gore. Thank you very much. 

Representative Hinsuaw. Mr. Chairman. 

Chairman Coie. Mr, Hinshaw. 

Representative Hinsuaw. I wonder whether this complicated pro- 
cedure is not as a result of the Gore amendment itself. If the income 
tax were permitted to be paid out and out in accordance with the actual 
amounts, there would not be any necessity of this complicated pro- 
cedure, would there? 

Mr. Weirzet. I would say this. Apparently the parties have en- 
deavored to work out some way of including an income tax component 
in the cost structure of the contract without 5 iolating the Gore amend- 
ment, As you will recall the controversy arose in the Senate, and there 
was a question of whether this contractor should be permitted to get 
direct payment or direct reimbursement of income tax, Federal in- 
come-tax costs paid as a result of operations under this contract. 
Senator Gore added the amendment which was discussed on the floor 
of the Senate, and you will recall that Senator Hickenlooper inserted 
in the record the other day the colloquy between Senator Gore and 
Senator Hickenlooper as to the intent of that amendment. As passed 
by the Senate the amendment prohibited the direct payment or the 
reimbursement of any Federal income tax to the contractor. When 
that amendment got to conference, the conferees added another word. 
They added before “reimbursement” the word “direct,” so that as 
it came out of conference, the language read that the contractor should 
not be made a direct payment or a direct reimbursement. 

That was explained in the conference report, the statement of the 
House managers, as Senator Anderson correctly advised us the other 
day, but the “House man: vers did assume to speak for the conference 
committee and not just the House managers. 
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They said that it was intended to bar the direct payment or reim- 
bursement but not the indirect. It was not intended to bar the in- 
clusion of income tax in the computation or adjustment of the costs 
under the contract. The computation would include the payment. 
The adjustment would include the reimbursement. 

You have the word “direct” before both of those in the law as it 
now stands, and that is why we construe this contract as not violating 
the amendment. It is terrifically complicated. But I think the best 
way to explain it is that there is proof that this is not direct payment 
- reimbursement, because the amount paid to the Treasury for income 
tax bears no necessary relation to the amount put in under 4.02 as a 
tax component or adjusted under 4.02 as a tax component. 

Representative Hinsnaw. May I ask whether or not any other 
contracts for the furnishing of similar services or services of a gen- 
erally similar nature bear such a relations ship that the Government 
should pay the income tax of the supplier? 

Mr. Wetrze.. Mr. Hinshaw, the AEC contracts with TVA, with 
OVEC, and EEI, all contain tax-reimbursement provisions. The 
present law does not require TVA to make payments in lieu of taxes 
on its sales to AEC. But the AEC-TVA contracts provide that AEC 
will reimburse TVA for any taxes it may be required by future law to 
pay, because of power under those contracts. FEI and OVEC are 
cost sharing contracts and provide that AEC will share the contrac- 
tor’s tax costs in the ratio of AEC’s contract demand to the average 
station capability. 

For EEI, this is 88.81 percent of total cost. For OVEC it is 96.14 
percent of total cost. 

Representative Hinsoaw. Thank you very much. Thank you for 
yielding. 

Senator Gore. You have said that it is possible under certain cir- 
cumstances that you described for the Atomic Energy Commission 
to be required to pay as much as $536,000 per year to Dixon- Yates 
in indirect payment of taxes which in fact the Dixon- Yates company 
might not pay to the Treasury $1. Is that a correct statement ? 

Mr. Wertze.. Senator Gore, I don’t have the exact computations 
before me, because it would depend on the possible operating losses, 
I say it is conceivable that would happen. If they should have esti- 
mated the heat wrong, we thought they estimated it too inefficiently, 
if they estimated it to the same degree efficiently, then it could make as 
much difference as $500,000 income under this contract. That could 
wine out the equity return under the capacity charge. 

Therefore, unless they had some supplementary income from their 
outside operations, they would not have to pay income tax for that 
year. 

Senator Gorr. Suppose that they had supplementary losses from 
their activities other than, to use this technical phrase here, “in con- 
nection with this contract”—but that is not the exact term. Do you 
have the exact term there that applies to this so-called limitation of 
profit ? 

Mr. Werrtzet. I think we do, Senator. Is it the part in the supple- 
mental memorandum of understanding ? 

Senator Gore. Yes. 

Mr. Werrzev. I have that here on page 5 of the memorandum of 
understanding. 
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Senator Gore. Yes, I have it now, too, I believe. 

Mr. WertTzEt. Section 4.03. 

Senator Gore. Yes. Do you have the exact phrase? I have diffi- 
culty seeing. Just a moment. I have it now. “In performance of 
this contract.” My question is this: Would it be possible for this 
concern to engage in practices other than this technical phrase, “in 
the performance ‘of this contract” and lose money thereby, which would 
be reflected in its overall profit and loss statement that would require 
the Atomic Energy C ommission to pay this $536,000 per year in taxes 
even though the company’s profit and loss statement overall did not 
reflect such an obligation ? 

Mr. WeirzeL. Senator Gore, I would answer that this way. Sec- 
tion 4.14, as to the overall billing adjustment, on page 23 of the con- 
tract—is that the part you have—there is a provision there that net 
income earned by the company from the sale of reserve capacity or 
of energy produced through the use of reserve capacity or contract 
capacity not taken by the AEC or otherwise 1 esulting from activities 
of the company other than those for or arising out of the performance 
of this contract, shall be separately accounted for and shall have no 
effect upon the determination of net income or adjusted net income 
under this section. 

Now, to the extent that the company incurred a loss in those out- 
side operations and not assuming to speak for our good friend, the 
Commissioner of Internal Revenue—I am a layman in this respect— 
I would think that would mean that if the company incurred a loss 
on the disposal of that extra 50,000 kilowatts, that would show up 
in its profit and loss statement. It would show up in its return to the 
Commissioner of Internal ‘Revenue, and it would have a decreasing 
effect on the amount of income tax the company would pay to the 
Treasury. It would have no effect on the $536,250 included under 
4.02 in the capacity charge for operations under this contract. 

Senator Gore. I do not wish to impute any intention on the part 
of Dixon-Yates to contract with their parent companies or enter into 
other activities in which they might have a loss, but it is a corporation 
organized, I understand, in the State of Arkansas, and under the laws 
of the State of Arkansas, and I have not been advised of any limi- 
tation of activities in which this corporation might engage, and I 
call this very glaring possibility of a tax-payment. windf: ll to Dixon- 
Yates as one more reason why no waiver should be granted on the 
contract. 

Senator ANDERSON. Could it not be possible that they would sell 
this current at a very low figure also? Is there not a provision in here 
about incremental costs. We understood that incremental costs are 
just the actual cost of generating and no depreci lation for the plant 
is taken into consideration. We have this in the re port you sent up 
here. I questioned them about it the other day. 

Mr. Weirzet. There is a provision in section 2.02 as to intercon- 
nections with sponsoring companies, and as to the payment for energy 
taken by systems of the sponsoring companies. That provision is that 
the energy. will be charged to such systems at not less than the incre- 
mental cost thereof. 

The memorandum of understanding, as you have ae seen, 
does include a statement as to what that incremental cost means. 
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Roughly it means the cost incurred for the generation of that extra 
00,000 kilowatts of power that would not have been incurred had not 
that been generated. 

Senator ANnDerson. It does not include any plant prices whatever. 
They don’t have to take into consideration the cost of the plant? 

Mr. Werrze.. The Government is paying for that, Senator Ander- 
son, under the theory that the Government is entitled to sixty sixty- 
fifths of the net capability of the plant or approximately 600,000 
kilowatts, with the 50,000 kilowatts being provided to the company 
on the theory that this is an exchange for the 200,000 firm power 
backup provision. 

Senator ANperson. You heard the question that I directed to the 
representatives of AEC. I tried to pinpoint and tie down this fact, 
that because they were going to be given this extra $500,000, they 
could actually report much less net earnings, and therefore pay far 
less Federal income tax and keep this $500,000. The statement kept 
being made that they could not do that. Your testimony is quite 
different from that; is it not? 

Mr. Weirzet. Senator Anderson, I have to assume that their return 
would be prepared on an honest and ethical basis, but it could work 
out that way. 

Senator Anperson. It would work out that way ? 

Mr. Werrzet. It could possibly work out that the company by losses 
on outside activities could reduce its net income, not intentionally 
now. r 

Senator Anperson. I am not charging that. 

Mr. Werrzex. But since there are only 50,000 kilowatts involved, 
here, I would assume that it would not be to the extent that it would 
be if they had a very unfavorable experience in their operations under 
this contract. 

Also, of course, there is other power that AEC is not entitled to and 
does not want that can be disposed of outside. 

Senator ANpErson. I am not charging any improper conduct to 
anybody. I just happen to know that there are such things as income- 
tax dodgers in this world. What I particularly had in mind was the 
possibility that they might find themselves operating not quite as 
efficiently as they had planned. You yourself mentioned fuel costs. 
If they don’t operate quite as efficiently as they contemplated, this 
$500,000 would help them to be able to pay their dividends and earn- 
ings on their stock up to the 90 percent that we have been con- 
templating. 

Mr. Werrzev. If they had enough net income on their whole busi- 
ness to pay earnings on their stock, that might result. Certainly it 
would help them more than if they did not get the $536,000. 

Senator Anperson. Let me put it this way: If I were an investor 
taking a look at this stock and I contemplated that they might make 
a certain year $250,000—that is not enough to pay the dividend that 
they might hope to pay on their so-called $5 million of venture capi- 
tal—but the Government came along and gave them $500,000 also 
under this provision, that is 10 percent on the venture capital; is it not? 

Mr. Weirzru. Roughly. It is a little less than 10 percent. 

Senator Anperson. If they can keep that without the necessity of 
actually paying the tax—in other words, if they don’t have to pay the 
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tax themselves in order to keep it—then they do have a chance to make 
an earning on their stock because of that situation. 

Mr. Werrze.. They would have to consider the directors, Senator. 
They would have to consider at the end of the year whether they had 
enough earnings in the till to declare a dividend. If they returned 
no profit to the Commissioner of Internal Revenue, they would cer- 
tainly have to consider whether they had enough earnings to pay a 
dividend. 

Senator ANpERSON. I am assuming that they have some fixed figure, 
let us say $400,000. They have received this $500,000 in anticipation 
that they were going to pay an income tax on a million dollars of earn- 
ings. That is what it is based on, is it not? 

Mr. Werrze.. Gross; yes. 

Senator ANpERsON. Over a million dollars of earnings. They only 
had $400,000. So their tax is $204,000, instead of being $500,000 and 
something. They have $200,000 left. They have $500,000 left from 
the Federal Government anticipating that they were going to have this 
tax to pay, and didn’t have to pay. There is $300,000 left. What is to 
prevent them taking that $300,000, adding it to the $200,000 that is left, 
and having $500,000 earnings. Is there anything in this contract 
that says it could not happen that you found ¢ 

Mr. Werrze.. Some of it has been eaten up by expenses. It is only 
the consciences of the directors, and any applicable regulations, which 
would prohibit their declaring whatever they had left as a dividend. 
I think we should point out that this can work the other way. In 
other words, the company may end up paying more income tax than 
the income-tax component estimated in this capacity charge. 

Senator ANpErson. Yes; but when they do, they have the earnings 
to help them along. When their profits get to be over a million dollars, 
if it is $2 million, to be sure they have additional money and income 
tax. But they don’t mind it because they would then have extra money 
coming on their venture capital, and their earnings would be away 
above 10 or 11 percent. Nobody worries too much about income tax 
when it is coming that way. 

Mr. Werrzev. Under the contract draft of October 1, Senator, and 
with a favorable experience in cost of construction, it would have been 
possible for the company to earn on its equity capital much more 
than the 9 percent and combined with a possible favorable operating 
rate that could even further increase the earning or equity capital. 
We do feel that the overall limitation on equity return on these opera- 
tions is a benefit to the Government in that respect. 

Senator ANpEeRSON. One matter that has bothered me is the fact 
that the Government could get caught if the construction costs go 
higher than anticipated. One of those factors is the foundation that 
is going to have to be put down for this plant. That is based on the 
fact that in 3 or 4 different examples—I don’t want them all in the 
record completely—but at Hanford they decided to seek some founda- 
tions in the riverbed and the contractor there ran into tremendous 
boulders that made it necessary to abandon the project entirely and 
enlarge the plant already existing. 

At Aiken, the Du Pont people found additional cost because of sink 
holes they found. 
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In Portsmouth, just recently we have had some trouble because of 
the soil analysis not standing up when actual construction started. 

Is it not possible that because there has not been a careful examina- 
tion of the site that the Government might be called upon to pay half 
of the cost over $104 million or $107 million? Do you regard that as 
dangerous at all to the Government ? 

Mr. Werrzev. I could not answer that with a straight “yes” or “no,” 
Senator. It isthis way. We did feel that the estimates, while we are 
not engineers, and have made no engineering study of this project, 
included a large contingency item, I believe about $17.7 million, which 
bore a rele ationship of about 17 percent to the noncontingency items. 
We felt that this is really an incentive contract with a target price. 
We felt that the target price had been set rather high. We knew that 
if the cost went higher than $104 million up to the limit in the con- 
tract, the 9 percent increase, the Government would be called upon to 
share the extra cost of construction. To that extent we felt shakey 
about these estimates because they had not been checked by the AE C 
The AEC had no independent estimate of its own. It was relying on 
the cost of what it felt were comparable powerplants. That is why we 
called attention to the nature of these estimates in our comments to 
the committee in our letter of October 12. 

Senator Anpverson. I thought your letter of October 12 was a very 
valuable contribution to the Government, and an extremely fine docu- 
ment and very well worked out. It just leaves that question hanging 
fire, and probably it is all right. These are based on a per-kilowatt 
cost. There is not a design or a sketch of a drawing anywhere. 

Mr. Werrzev. I understand it was not based on engineering draw- 
ings. There were figures that the AEC cited for comparable plants. 
However, on that point we do feel that there were at least two other 
AEC plants—or TVA plants—that were comparable. I believe there 
was some discussion in the hearing today about it. As to those plants, 
the installed kilowatt cost was less than the installed kilowatt costs 
estimated under the Dixon- Yates proposal. 

General Nichols, I believe, attempted to explain that today, but I 
would like to say that we got our figures from the same place we think 
he got his, and they were listed in the TVA handbook as being com- 
parable. We did not feel that that was sufficient information. 

Our main concern was that these estimates might be too high, that 
the contractor by coming under these estimates and particularly hav- 
ing in mind that at that time Ebasco was planned to be the construct- 
ing contractor, that they would not have left anything unestimated for 
that they could think of since they would not want the estimate to go 
as far over as it did in EEI. 

We were concerned that there was an overestimate of cost really 
more than there would be an underestimate. With the 17 percent of 
contingency item against the usual practice of AEC estimating 10 
percent for contingencies, our fear was that through coming away 
under the target figure, the contractor could make a killing at the 
expense of the Government. That again has been secured by the 10.9 
ceiling on equity return on the operations under this contract. 

Senator ANperson. I think you would have done well when you let 
your voice fall one place, when you said Ebasco would not have let 
anything, I think the experience of the EEI plant would bear that 
out. 
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Mr. Werrzet. I should point out that we raised a question of whether 
they had a guaranty of performance. AEC pointed out that the 
sponsors felt that with their reputation and the amount of capital they 
were putting in that should be sufficient. There was discussion at the 
hearings the other day as to whether a performance bond is really of 

value when what you want is performance and not the damages, but 
we feel there has been an improvement there in the fact that AEC now 
reports that Ebasco is to be limited to engineering and design. 

Also, AEC has reserved the right to approve any architect engineers 
services and any construction contractor. That is an improvement 
along the lines that we suggested in our comments on section 2.06 
on October 12. 

Senator Anprerson. Mr. Weitzel, in this letter of October 12 you 
have a great many recommendations and I don’t intend to start going 
back to them all, but have you checked pretty well through those to 
see how many of them have been met by the revisions to be made in the 
contract? For instance, the provision for deferred maintenance and 
these other things, you refer to that sketchily, but I would like to 
have your comment directly on it. 

Mr. Werrze.. We have made a careful study of those item by item. 
I won’t take the time of the committee unless you desire to go over each 
item. As to the deferred maintenance we feel three things. 

First, our comment was that the company and not AEC was to 
determine what. prudent operations would be required to put this plant 
in good condition at the termination of the contract. That has been 
taken care of by the provision in the contract that the company and 
AEC will agree. 

We also felt that it should be under the arbitration clause. It has 
been put under the arbitration clause. 

We also felt that the plain meaning of that language was that on 
the termination of the contract there should be a sufficient allowance 
kept by the company out of any money that was actually then in the 
detenres maintenance reserve, and it actually would not be anywhere 

sar $36 million, I should make plain, because a lot will have been spent 
over the course of the contract. We were concerned that the company 
would be able to keep under that language enough money to put the 
plant in good operating condition up to 35 years. Of course, that goes 
up to 45 years now. 

The memorandum of understanding makes it pretty plain in our 
opinion that the parties intended that some such amount be kept in 
the deferred maintenance account as will put the plant in proper 
operating condition on the effective date of termination. 

We cannot frankly understand why they won’t put that in the con- 
tract. We have some doubt as to whether being in the memorandum 
of understanding it is going to prevail if there is a disagreement be- 
cause we think it is in conflict with the plain language of the contract. 

Representative Horirretp. You are referring to section 4.14? 

Mr. Werrzev. Yes. We still feel that any unexpended balance in 
that deferred maintenance account ought to come back to the Gov- 
ernment. I want to make it clear that is not going to be $36 million. 

Senator Anperson. I don’t say it will be $36 ‘million. I have ex- 
pressed a belief it should go back to the Government. It represents an 
overestimate. 
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Mr. Werrzev. You are correct, Senator. 
Senator Anperson. I think I will take your assurance on that and 
defer my questions. I do want to say that I think the Office of the 
Comptroller General has done an extremely fine job to make an analy- 
sis of this contract which was at least beneficial to members of the 
committee, if not to anyone else. You have done a fine job. 

Mr. Werrzex. I would like to say to the Senator that we appreciate 
the attention that has been given by this committee to our comments, 
and we think that the hearings have been held and the questions that 
have been raised here during this last week of hearings have added 
immeasurably to the protection of the interests of the Government 
in this contract. 

In further answer to the Senator, I would like to say this: We do 
not feel that these amendments to the contract have taken care of all 
of our points. We feel that they have taken care of the major points 
which were possible overestimate of construction cost, the possible 
underestimate of the efficiency of the heat rate. We feel the overall 
ceiling on earnings goes far toward curing that and that makes the 
return on equity here c omparable to the average return for all utilities, 
and also the cost to the Government under this contract comparable 
to the cost of power under other contracts. 

We definitely feel that many improvements have been made in this 
contract in the interest of the Government. This contract is the result 
of negotiations, Mr. Chairman, and while we did not find them adopt- 
ing all of our suggestions, we have not been the negotiators, we should 
not be responsible for the negotiation, and while we cannot say 
whether we would or would not sign the contract, we still think there 
is a much better contract here today than there was last week. 

Chairman Coie. Mr. Weitzel, it was my intention at the conclu- 
sion of your presentation to express the gratitude of the Joint Commit- 
tee, and the staff of the Joint Committee for the very helpful coopera- 
tion which you and your staff have given to us. Since Senator 
Anderson has spoken of it, I revise my intention and express it now. 

Mr. Werrzev. It has been a pleasure, Mr. Chairman. 

Chairman Core. The Chair suggests ‘th: at we recess at this time to 
reconvene at 7:30. In the meantime, before we do recess, I will submit 
for the record a proposed statement which would have been made had 
an opportunity been presented by W. Paul Hampton, president of the 
Warren REA of Bowling Green, Ky., and also a statement of Mr. 
John Hill, commercial manager, Alabama Electric Cooperative, Inc. 
(The statements referred to follow :) 





STATEMENT OF W, PAut HAMPTON, PRESIDENT 
COOPERATIVE CORP., 


, WARREN RuRAL ELEctTRIC 
BowLine GREEN, Ky. 








Mr. HAmpron. Mr. Chairman, my name is Paul Hampton. I am president of 
the board of directors of the Warren Rural Electric Cooperative Corp., of Bowling 
Green, Ky., which serves about 15,000 consumers buying power from TVA. 

As president of that organization, I feel I must concern myself about this 
Dixon-Yates contract which can hurt, and I believe will hurt, not only our organi- 
zation but the 15,000 members whom I have been chosen to represent. 

In order for you to understand my concern, I must give you a little history of 
our organization and the conditions that existed in our community before the 
days of electricity in the rural areas. 

Our cooperative was organized in 1938 over the strong opposition of the local 
power company of that area. We had been trying for years to get them to build 
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rural lines but they told us it cost too much and that farmers couldn’t afford to 
pay the bill anyway. 

Actually a few farmers could, because their rate at that time was 12 cents 
a kilowatt-hour straight. It took 2 years to get necessary legislation passed in 
Kentucky over the opposition of the power companies for the farmers to serve 
themselves by forming cooperatives and borrowing money from RBA. 

After we did get organized, we bought power from this same power company 
at what was, and still would be, considered very high rates, but we were able to 
reduce the rate to our members about 50 percent from that charged by the power 
company in the rural area before the cooperative came into existence. 

Then, in 1942, we entered into a contract to purchase power from TVA, and 
because of this TVA contract we were able to reduce rates another 50 percent. 

When our cooperative was organized, rural Kentucky was less than 38 percent 
electrified, and our own area was about 1 percent. Now approximately 95 per- 
cent of our people have electric service. 

To accomplish this job, we have borrowed about $6 million from REA to build 
our system which required the construction of over 3,600 miles of line to serve 
these 15,000 members. This money must be repaid to the Federal Government 
with interest. Because electricity is cheap, most of our people can afford it, 
but many would not and could not have become power users except for the fact 
that the rates were cheap. 

In this Dixon-Yates proposal we can only see a weakening of ovr financial 
position and ability to repay our loan. We understand that power through this 
Dixon-Yates contract will cost, in 25 years, between 90 and 140 million dollars 
more than it would if ‘TVA generates its own power. If TVA must pay this 
increased cost, it can only be passed on to the consumer. 

Our area includes several counties which have a very low per capita income. 
These people have become users of power because the rates were low, and if the 
rates are increased, many will no doubt have to give up service. We have built 
service to these people at a large investment, and only through the use of electric 
service can we continue to repay our loan. 

Much of our land is of low fertility and low-cost power permits specialized 
farming such as poultry production, truck farming by use of irrigation, and 
the like. 

Many of our members are in the poultry business which requires a lot of 
electricity. Many of my neighbors are in the poultry business which requires 
a large amount of electricity. Most of them tell me they are losing money on 
chickens and eggs now, and if power goes up, they are going to lose even more. 
The old hen has been relied on to pay a lot of bills in our farm home, but they 
are not going to pay money this year with the price of eggs dropping as they 
have been. 

Just before I came up here my wife sold a case of eggs at our county seat for 
$3.90, whereas 1 year ago we were getting $22.50 per case. 

It seems to me that this is a bad time to be talking about increasing the cost 
of electricity when eggs are selljng at 13 cents a dozen; fat cows at 8 to 10 cents, 
and when practically everything the farmer has to buy is either going up or 
remaining at the highest price in history. Tobacco and hogs are the only products 
that are bringing anything like a fair price, but hogs are mighty scarce in my 
country. 

The farmers of our area have geared their farm operations to low-cost power 
and the TVA yardstick rate. It has permitted them to substitute horsepower 
for manpower which is leaving the farm in increasing numbers. 

I know you cannot understand or appreciate the great improvement in the 
standard of living that has taken place in our area, which is largely due to low- 
cost power. I have been there and can only tell you. But if you could visit my 
area, the people, Republicans and Democrats alike, would tell you. 

Congress passed the TVA Act charging them with the responsibility of sup- 
plying the power requirements of that area. I cannot see the justice or wisdom 
of placing the increased cost of power on our consumers when it is not necessary 
and when the only group who will benefit are the power companies, who used 
every method at their command to deprive rural people not only of low-cost 
power, but any power at all. 

I know it has been said, and actually believed by many, that the Government 
is subsidizing our rates in the TVA area, but I know that you know that is not 
true—that TVA must and is repaying their loan to the Federal Government and 
returning, in addition, over 4 percent on the Government’s investment in those 
power facilities. 
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Mr. Chairman, in conclusion I want to stress one point. The farmers in my 
area have not, in years past, looked on TVA as a political issue. We were given 
assurance by President Eisenhower, prior to his election, that TVA would con- 
tinue. We who voted for him in the TVA area took that assurance at face value. 
We thought there would be no change in that policy, that low-cost. power would 
continue no matter what political party controlled the administration. 

We are hopeful that it can be this way, that TVA can be looked on by each 
adminisration just as our Federal land bank law has become nonpolitical. We 
ask you to use your influence to see that TVA continues as it has operated in the 
past so that it will not become an issue in the political arena. 


STATEMENT OF JOHN HILL, COMMERCIAL MANAGER OF THE ALABAMA ELECTRIC 
CooreERATIVE, INC. 


Mr. Hix. Mr. Chairman and gentlemen, my name is John Hill. I am em- 
ployed as commercial manager of the Alabama Electric Cooperative, Inc., a 
generation and transmission electric cooperative whose offices are at Andalusia, 
Ala., and which is composed of 15 REA cooperatives—their names are set out 
in the list attached as exhibit A—in southeast Alabama and northwest Florida, 
and 6 municipalities, as set out in full as exhibit B, in southeast Alabama. 

I am appearing before the committee on behalf of Mr. Basil Thompson, man- 
ager of the Alabama Electric Cooperative, and Mr. M. A. McWilliams, president 
of the Alabama Blectric Cooperative and president of the Alabama Rural Electric 
Association of Cooperatives, composed of over 100,000 farm families in Alabama. 

These men were not able to be present for this hearing. 

The Alabama Electric Cooperative today supplies wholesale electric power 
to 5 REA cooperatives, as set out in exhibit C, and 7 municipalities, as set out 
in exhibit D, in southeast Alabama. 

The cooperatives and municipalities which we serve distribute electric power 
to more than 70,000 farm and urban residents. All of these consumers receive 
their electric power from electric systems which they themselves own and 
operate. Only through this means have these people been able to receive electric 
service—good electric service at reasonable rates—at their farms and homes, 
and businesses. 

Mr. Chairman, we in southeast Alabama are removed by almost the length of 
our State from the Tennessee Valley Authority’s area of operations in our State. 
Yet we feel—and have felt—the direct influence of TVA in our area. 

In 1944, when Alabama Electric Cooperative began operations by purchasing 
the electric properties of a small utility operating in southeast Alabama, less 
than 20 percent of the farms of southeast Alabama were electrified, and service 
to urban areas was, in most cases, pathetic. 

Today, practically every farm family in our service area desiring it has electric 
service available. To give you an indication of how our area has expanded in 
its use of electricity, as electric service has been made available to our farm 
families, and better service offered to municipalities, this cooperative has seen 
the kilowatt demand on its system and the kilowatt-hours sale to its consumers 
more than quadrupled in a 10-year period. 

The farmers of Alabama owe a great debt of gratitude to the Congress of the 
United States for setting up the Tennessee Valley Authority. For even though 
there are many, many farms in Alabama outside the TVA service area, its in- 
fluence has been felt throughout the length and breadth of our State. 

I understand the prior to the days of TVA, electric power was being purchased 
at Wilson Dam in Alabama for approximately 2 mills per kilowatt-hour and 
sold to farmers within sight of the dam for 10 cents a kilowatt-hour by a com- 
mercial power company. 

In Alabama, our rural electric cooperatives outside the TVA area which 
purchase their wholesale electric power from commercial power companies have 
seen their wholesale power rate lowered by over 3 mills per kilowatt-hour since 
the early 1940's. 

We feel that this has been due directly to such competition as we were able 
to offer, or the threat of such competition, and that offered by TVA. 

The point I am getting to is this: TVA has been an influence for good to all 
of our State—not just to that portion in which it operates—by furnishing a 
power-rate yardstick which helped our farmers, and others, to get their electric 
rates lowered. 

We live in a State in which an electric company controlled by the Southern 
Co.—one of the partners in the proposed Dixon-Yates contract-—operates. We 
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are bordered on three sides by States in which electric companies controlled 
by the Southern Co. operate. 

Mr. Chairman, our people in southeast Alabama are uneasy and disturbed 
about this Dixon-Yates contract. They see it as a first step in a move to ham- 
string, or possibly do away with, the effectiveness of TVA. And, if this is done, 
they believe that our cooperatively owned, and municipally owned, electric sys- 
tems of southeast Alabama can expect the same treatment. 

Our people do not wish a return to the days before TVA. 

They have expressed to us in great numbers their concern and uneasiness 
over the proposed Dixon-Yates contract, and its possible effect on TVA. They 
feel, as we do, that any contract with as many ramifications, and with the 
possible effect of this one, should be studied at length and in great detail, with 
full information available for study and discussion by all parties involved. 

That is why they are asking us to ask you that this contract not be finally 
executed at this time, but that it be delayed until full study can be given it by 
the Congress when it reconvenes. 

Mr. Chairman, and gentlemen of the committee, I thank you. 


(The exhibits are as follows :) 


Exnutsit A 


South Alabama Electric Cooperative, Inc., Troy, Ala. 

Pea River Electric Cooperative, Inc., Ozark, Ala. 

Coosa Valley Electric Cooperative, Inc., Talladega, Ala. 

Wiregrass Electric Cooperative, Inc., Hartford, Ala. 

Tallapoosa River Electric Cooperative, Inc., LaFayette, Ala. 

Dixie Electric Cooperative, Inc., Union Springs, Ala. 

Southern Pine Electric Cooperative, Inc., Brewton, Ala. 

Pioneer Electric Cooperative, Inc., Greenville, Ala. 
Clarke-Washington Electric Membership Corp., Jackson, Ala. 
Central Alabama Electric Cooperative, Inc., Prattville, Ala. 

Baldwin County Electric Membership Corp., Robertsdale, Ala. 
Black Warrior Electric Corp., Demopolis, Ala. 

Choctawhatchie Electric Cooperative, Inc., DeFuniak Springs, Fla. 
West Florida Electric Cooperative Association, Inc., Graceville, Fla. 
Escambia River Electric Cooperative, Jay, Fla. 


Exnuiseir B 


City of Andalusia, Andalusia, Ala. 
City of Elba, Elba, Ala. 
City of Opp, Opp, Ala. 
City of Brundidge, Brundidge, Ala 
City of Luverne, Luverne, Ala. 
City of Troy, Troy, Ala. 
Exutisit C 


Covington Electric Cooperative, Inc., Andalusia, Ala. 
South Alabama Electric Cooperative, Inc., Troy, Ala. 
Wiregrass Electric Cooperative, Inc., Hartford, Ala. 
Pea River Electric Cooperative, Inc., Ozark, Ala. 
Southern Pine Electric Cooperative, Inc., Brewton, Ala. 


Exutsir D 


City of Andalusia, Andalusia, Ala. 
City of Elba, Elba, Ala. 

City of Opp, Opp, Ala. 

City of Brundidge, Brundidge, Ala. 
City of Luverne, Luverne, Ala. 
City of Troy, Troy Ala. 

City of Evergreen, Evergreen, Ala. 

Chairman Cote. With that understanding, the committee will recess 
until 7:30 to resume the interrogation of the General Accounting 
Office representatives. 

(Thereupon at 5:50 p. m., a recess was taken until 7:30 p. m., the 
same day.) 
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(Present: Representative Cole (presiding), Senators Bricker, 
Anderson, Gore ; Representatives Hinshaw, Van Zandt, Jenkins, Holi- 
field, and Price.) 

Chairman Coir. The meeting will come toorder. The Chair 
observes a quorum of the members in attendance and we will proceed 
with the hearings. 

Mr. Holifield—first, let us inquire if there are any questions from 
members of the House of Mr. Weitzel. 

Representative HinsHaw. Yes. 

Chairman Corr. Mr. Hinshaw. 

Representative Hrinsuaw. I would like to ask Mr. Weitzel if he 
would compare the relative advantages and disadvantages of the 
KEI contract, the OVEC contract, and this one. 

Now I recognize that is a very large order, but I do not ask a detailed 
comparison to be made, but to point out. the advantages or disadvan- 
tages that are the principal ones in respect to the several contracts. 


TESTIMONY OF FRANK H. WEITZEL, ACTING COMPTROLLER GEN- 
ERAL; R. F. KELLER, ASSISTANT TO THE COMPTROLLER 
GENERAL; E. L. FISHER, GENERAL COUNSEL; AND JOHN P. 
ABBADESSA, SUPERVISING AUDITOR, GENERAL ACCOUNTING 
OFFICE 


Mr. Werrzev. Mr. Hinshaw, I would like to point out, first, that 
we have not made reviews of EEI and OVEC to the extent that we 
have of the MVGC. We did review the contracts at the time of their 
award for legal sufficiency, particularly the termination provisions. 

Also, any comparison of MVGC with these two contracts must be 
qualified, since there are basic differences. First, EEI and OVEC 
are cost-sharing contracts; MVGC is an incentive-type contract with 
some fixed price features. 

Second, EEI and OVEC have substantial reserve capacity for sales 
to others; MVGC does not. 

Now there are 1 or 2 points I might make, and perhaps my staff 
might assist me here if there are others that they know of. 

The termination provisions of the EEI and OVEC contracts, I be- 
lieve, are somewhat more favorable to the Government in that the 
termination costs go down as the course of the contract goes on, 
whereas, generally speaking, for about the first 20 years of the MVGC 
contract after the full contract capacity is reached, the termination 
costs would be practically or approximately the same as far as po- 
tential costs to the Government are concerned. Although we recog- 
nize, of course, that AEC has said that with the increasing load po- 
tentiality in the valley the Government might not have to be fully 
responsible in the event of termination if MVGC can take over the con- 
tract capacity at a faster rate than the 100,000 per year guaranteed in 
the contract. 

Now also, there may be some difference in the tax provisions of EET 
and OVEC. I wonld be subject to correction on this, but it is my im- 
pression that the Government shares the taxes more directly under 


OVEC and EEI than it does under MVGC. 
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Also, the Government shared the costs or incurred the costs of con- 
struction under EEI and OVEC more fully than it will under MVGC. 
It was partly the experience under EEI with the greatly increased 
construction costs that I understand led to the determination of this 
type of contract for MVGC, that is, the target price incentive type 
contract, so that the contractor would have an incentive to keep the 
costs below the estimate and so that the contractor would share the 
costs with AEC up to the 9 percent over the target price, and then he 
would have to bear the full costs. That, of course, harms the con- 
tractor and is a risk to the contractor that was not present in EEI or 
OVEC. 

Those are some of the main comparisons I could make, Mr. Hin- 
shaw. 

Representative Htnsuaw. I note that you mentioned a moment ago, 
that is, earlier this evening, that the cost per kilowatt on the MVGC 
contract was estimated high, and as I understood it, you thought that 
that was relatively favorable so far as the Government was concerned. 
Did I understand correctly ? 

Mr. Werrzeu. I believe we said that the MVGC, which is approxi- 
mately $160 per installed kilowatt—we figured under that the cost of 
power to the Government would compare favorably with the cost of 
power generally, but we felt that since this was a negotiated contract 
that the rate of return on the invested equity of the contractor was 
also important. We also said that we felt that there should be more 
of a check on the estimates than was available at the time since there 
were no engineering cost data, and that AEC had told us that it had 
based its estimate of the reasonableness of these costs on the fact that 
TVA had several plants, some of which, compared roughly with 
MVGC, had cost about the same. 

Now we also found that there were two additional plants which, 
according to the TVA handbook, showed lower costs per installed 
kilowatt than this $160 figure for MVGC. In other words, the Gen- 
eral Manager’s Report of October 7, 1954, in appendix 11 discusses 
these cost estimates. That discussion shows that the estimated cost of 
the contractor’s plant is $160 per kilowatt; that 4 TVA plants under 
construction in December 1953 are estimated to cost from $133 to $170 
per kilowatt. 

Now, to complete the picture, we thought the committee should 
know that the TVA handbook contains information, also dated Decem- 
ber 31, 1953, which shows there were 2 other plants under construction 
at that date estimated to cost $127 per kilowatt and $144 per kilowatt. 
Construction of all six of these TVA plants was started after January 
1, 1950. 

You will recall that today General Nichols presented an explanation 
to the effect that there were certain transmission and other costs to be 
added to one of these figures. However, we took our figures from the 
TVA handbook from where we supposed he got his, since they are the 
same figures for the four that were cited by AEC as on that particular 
page of the TVA handbook. The other 2 on that same page showed 
these lower costs of $127 and $144 per kilowatt. We felt that that to 
us was additional evidence that there should be more protection to the 
Government against a possible excessive cost-of-construction estimate. 
and that is why we advocated some overall ceiling on the equity return 
of the contractor under this contract operation. 





744 UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO. 


Representative Hinsuaw. Does this ceiling on return meet your 
ideas of the proper ceiling? 

Mr. Werrze.. Well, Mr. Hinshaw 

Representative Hinsnaw. Under the circumstances, I will say. 

Mr. Werrzex. I would say this: That is a far better provision than 
any that was in the contract to govern the return on equity before from 
the standpoint of the Government, and it is in line with the equity 
return to public utilities generally in recent years according to Federal 
Power Commission’s annual report. It is also in line with the earn- 
ings on equity reported by the AEC to have been obtained by the 
sponsoring companies during the past 4 years. 

As a matter of fact, the AEC has informed us informally that this 
10.9 limitation on equity return under the operation under this con- 
tract was obtained by averaging the earnings of the sponsoring com- 
panies over the past 4 years. Was that it, Mr. Abbadessa ? 

Mr. Appapessa. Yes. 

Mr. Wetrze.. That is the way they obtained that 10.9 figure. So 
we feel it is in line with the earnings reported generally on equity for 
utilities and also with the earnings of these sponsoring companies. 

We also feel that the cost of the power to the Government compares 
rather favorably with power costs generally, and now that there is 
some control on the amount of equity that can be earned, we feel that 
that makes a substantially better provision from the standpoint of the 
Government interests. 

Representative Hrnsuaw. I believe the city of Memphis is being 
represented here by its chief of water and power and electricity, or 
whatever position it was he held, Major Allen, and Mayor Tobey 
testified that the charge for electricity made wholesale by the TVA 
delivered to the bus bar to the city of Memphis distributing system 
in this past year was, if I remember correctly, 4.22 mills. Can you 
confirm that figure ? 

Mr. Wetrzev. I am not sure that we can immediately. We do know 
that the price under this contract from MVGC is approximately 3.99 
mills ner kilowatt. Now I do not know just what elements were in 
the 4.22 mills that might distinguish it from this particular price 
under the contract to AEC. 

Mr. Abbadessa, do you have any confirmation of that? 

Mr. Anpanessa. No; I do not. 

Mr. Werzet. We could confirm that. 

I might also say, too, that it is diffcult to compare the actual TVA 
prices with the prices under this contract. They may not contain to 
the same extent some elements such as taxes, although TVA is required 
to pay an amount in lieu of taxes on the distribution of power, I 
believe, through municipal outlets. They would not pay taxes on 
power sold to the Government. 

The average municipality rate, according to the TVA statement of 
power, navigation, and flood-control operations for the years ended 
June 30, 1953 and 1954—the 1954 figure shows sales of municipal 
energy, municipalities and cooperatives, 4.37 mills per kilowatt and 
the Federal agencies 4.61 average mills per kilowatt. That is from 
the official TVA statement. 

Representative H1nsHaw. Can you tell us why the rates to munici- 
palities should be lower than that to the Federal installations? 
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Mr. Weirze.. I could not do other than report what has been 
reported to me, Mr. Hinshaw, that there are long-term contracts 
with municipalities, and that in certain cases of the Federal installa- 
tions there has been a need for excess power which has had to be 
purchased by the TVA outside the system. 

tepresentative Hinsuaw. That is true. 

Mr. Werrzet. And that is the reason they gave. 

Representative Hinsuaw. I had momentarily forgotten that, and 
I was interested, though, in the direct rate, for insance, the rate of 
the contract power for the AEC installation at Oak Ridge, for exam- 
ple, that being a constant rate, constant pressure, constant flow 
contract. 

Mr. Wetrzeu. Yes, sir; there is a higher demand. 

Representative Hinsuaw. It must be very low indeed and should 
be considerably lower than any rate applied to a municipality which 
has a variable load. 

Mr. Werrzev. But there will be a difference, we understand, when 
the TVA completes its planned installations and is able to furnish 
power to the AEC from those instead of buying power on the outside. 

Representative Hinsuaw. Do you have the figures—I suppose you 
do—the figures of the investment that the Government has in the TVA 
and the amount of money which has been paid back to the Govern- 
ment, for what purpose, and the amount still remaining in the account 
for the production of electric power? 

Mr. Werrzet. I am not sure I have the latest figure here. We can 
certainly supply those figures, Mr. Hinshaw. I have some figures 
here which I can give for what they are worth. 

Representative Hinsuaw. I received a figure one time that the total 
appropriations for TVA up until that time had been $1,700-o0dd 
million. 

Mr. Werrzev, These figures are as of June 30, 1952, so they neces- 
sarily would be somewhat obsolete. I am reading from a document 
entitled “Audit Reports of Government Corporations and Agencies,” 
which was Senate Report No. 861 of the 83d Congress. 

According to that report, and that was based on audited figures 
of the General Accounting Office, “during the period June 30, 1945, 
to June 30, 1952, the amount of the Authority’s investment in power, 
fixed assets, and service, increased from $440,772,966 to $702,149.569, 
and the installed capacity of power gener ating plants increased from 
9.181,982 kilowatts to 3,163,350 kilowatts.” And then it was pointed 
out that as of June 30, 1952, steam plants with an authorized capacity 
of 5,040,000 kilowatts were under construction or authorized for con- 
struction at an estimated cost of $796 million, of which $456 million 
had been expended. 

So taking the $796 million and the $702 million together would be 
about a billion and a half. 

Then it was pointed out in our 1952 audit report, as of June 30, 1952, 
the Government’s investment in the power program, exclusive of net 
income from power operations, but including construction progress, 
was $655,122,885. Interest was paid on $3 39 million represented by 
bonds held by the Treasury. But the Authority does not show on its 
books, nor bear the expense to the Government of obtaining and sup- 
plying the remaining $16,122,885 of the investment. 
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I have here also the September 30, 1954, statement of the TVA if 
you would care to have it. 

Representative HinsHaw. Yes. 

Mr. Werrze.. That shows employed in the power program, derived 
from appropriations and transfers of property, $822,273,752, less 
payments into the general fund of the United States Treasury, $65,- 
059.019, or a net of $757,214,733. Then outstanding bonds, $29 mil- 
lion, or a total United States Treasury fund of $786,214,733. 

Then with accumulated net income of $238,886,393, and an item 
for rents or other revenues collected in advance, $970,652, contribu- 
tions in aid of construction, $303,344, or a total investment in power 
of $1,026,375,122. 

Representative Hinsuaw. It was that latter figure I had, and I 
just wanted to ask the total investment in power production. 

Now does it say how many kilowatts are involved in that 1.26 
billion? 

Mr. Werrzex. I would have to look for it a minute, I think, Mr. 
Hinshaw. 

Representative Hinsuaw. I think it is about 5 million. What I am 
trying to arrive at is the overall cost per kilowatt of the installations 
of the generating plants, and it is about $200 as I remember the figure. 

Mr. Werrzex. That would include the hydroelectric plants and 
steam plants, I would assume, Mr. Hinshaw. 

Representative Hinsnaw. Yes; both plants. 

Mr. Werrze.. And I believe $200 per kilowatt installed was the 
original TVA Fulton estimate, was it not, Mr. Abbadessa ? 

Mr. Apspapessa. The original TVA Fulton estimate was $90 million. 

Mr. Werrzev. For 450,000 kilowatts. 

Representative Hinsuaw. Which is $200 a kilowatt for the Fulton 
plant. 

Mr. Werrzet. That is right. 

Representative Hinsuaw. So that $160 a kilowatt or $144 a kilo- 
watt compares very favorably, but it is not possible to compare one 
plant with another unless we examine the sites and all things con- 
nected with them. 

Mr. Werrzeu. It is a difficult operation to do it just on the basis of 
figures. 

Representative Hinsnaw. Exactly, sir. 

Mr. Werrzet. And the only reason we have cited the lower ones 
is that they have cited the higher ones. We still think it is largely 
cured by this percentage limitation on equity return. 

Representative Hinsuaw. While he is looking that up, I wonder if 
you would tell me what would be the payment in lieu of taxes by 
Frnxr . ° Wey ‘ - “ 
VA, or appropriations for TVA in lieu of taxes, local taxes and 
State taxes, on this plant of $107 million if it were to be constructed 
and operated in the State of Tennessee. 

Mr. Werrzet. While we are looking for that, I might give you the 
figure on installed kilowatt capacity as of June 30, 1954. 

Mr. Ketter. Six million seventy-five thousand six hundred and 
eighty-five, as per TVA report. 

Representative Hinsnaw. Roughly, that is $160 a kilowatt then? 

Mr. Keuurr. I haven’t figured it up. 

Mr. Werrzet. I would rather doubt that any estimate was included 
by TVA for payment in lieu of taxes and the estimate for compara- 
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tive purposes with the MVGC because of the fact that the power was 
to be produced for the Government, and the Government 1s not now 
subject to those taxes. And we would have to supply for the record 
what that would amount to if it was for TVA distribution to munici- 
palities. Perhaps one of these other gentlemen could tell you. 

Senator Gore. Mr. Chairman, I think I can supply that figure. In 
the case of power not furnished to Government agencies, the payment 
in lieu of taxes is 5 percent. If it is furnished directly to the Federal 
Government, there is no payment in lieu of taxes. 

Mr. Appapessa. That is correct. 

Representative Hinsuaw. Then 5 percent would be 5 percent of the 
gross, would it not, Senator Gore? 

Mr. Weirzeu. On sales, Senator. 

Senator Gorr. The sale of power ; yes. 

Mr. WetTzet. So for $20 million worth of sales there would be 5 
percent of that $1 million in lieu of taxes. 

Representative Hinsnaw. And in this figure you have $1,135,000 in 
lieu of taxes? 

Mr. Weirzeut. We have it right here, Mr. Hinshaw. 

Representative HiNsHaw. Or for reimbursement for taxes in the 
estimate. 

Mr. Werrzev. The estimate for MVGC under the Dixon- Yates pro- 
posal includes taxes, State and local, $1,499,000; Federal, $820,000. 

Representative HinsHaw. This other figure does not include Fed- 
eral taxes? 

Mr. Werrze. It does not. 

Representative Hinsnaw. We are just talking about State and local 
taxes. 

Mr. Werrzev. Yes. 

Representative HinsHaw. In other words, the amounts paid under 
the TVA are a set amount of 5 percent of the gross and not according 
to actual local tax rates. Isthat correct, Senator Gore ? 

Senator Gore. That is right. 

Representative HinsHaw. Just a fixed amount. This is actually 
according to local assessment, I presume a probable local assessment 
for the improvements upon the property. 

Mr. WeitzeL. Yes; estimated local and State taxes that would fall 
on the property and doing of the business here. And it is more favor- 
able to the million dollars if that would be the figure that TVA would 
pay in lieu of taxes. 

Representative H1insHaw. Yes. Now how many of the other costs 
mentioned in this figure of $3,350,000, or whatever the figure is, in 
excess of the TVA cost would be included in any such TVA figures ? 

Mr. WeitTzex. I think the best way to put it, Mr. Hinshaw, would 
be to give you the makeup of the agreed-upon difference of $3,685,000 
annually 

Representative Hrnsuaw. That is the figure I am thinking of 

Mr. Weitzet. Between the TVA and Dixon-Yates proposal. Addi 
tional Dixon-Yates costs are due to State and local taxes, $1,499,000 : 
the extra cost of money at the difference between the interest costs to 
the Treasury for the TVA and the amount that Dixon- Yates is going 
to have to pay based on 314 percent for bonded indebtedness and 9 
percent on equity capital, which is $1,059,000-—— 
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Representative HiysHaw. Wait a minute. That is not comparative 
because you have to include in there the entire 4 percent on TVA that 
is charged in the power rate, and if you include the entire 4 percent 
instead of merely the Government rate of interest, why, then you 
will have the overall cost. 

Mr. Werrze.. I think there may have been adjustment for this 
purpose, Mr. Hinshaw, even though TVA does not include that cost 
completely in its records. In other words, I think they were intended 
to be made comparable for that purpose. 

Then there was another different extra cost of fuel under the Dixon- 
Yates proposal, $309,000 ; extra operating costs, $211,000; extra TVA 
transmission costs. $607.000. That added up to the $3.685.000. 

Then, as you are aware, I am sure, the TVA claimed that there 
should be other adjustments, which the AEC and the Budget Bureau 
did not agree upon. 

Representative Hinsuaw. But there should be an offset for the 50- 
mile run from the Fulton site to Memphis rather than a short run 
across the river to Memphis, should there not, in line losses? 

Mr. Anpapessa. Will you repeat your question, sir? 

Representative Hinstraw. There should be an offset to that, consid- 
ering the 50-mile run from the Fulton site to Memphis versus the 
across-the-river run to Memphis, should there not ? 

Mr. Aspapessa. Well, sir, the transmission line from the Fulton 
site to Memphis is included in the estimate of the capacity charge 
for the TVA plant, and what this 607 represents is the additional 
cost to get to the middle of the Tennessee River to the Memphis sub- 
station and will be an additional cost over and above the other trans- 
mission lines. These are the figures which TVA and the AEC repre- 
sentatives, together with the FPC, did agree upon. These are not 
our figures. 

Representative Hrnsuaw. O. K. 

Mr. Appapessa. So we assume that TVA has protected their in- 
terest in these figures. 

Representative Hrnsuaw. I have had some doubt about that in 
listening to them talk, because I can write figures, too. 

Mr. Appapessa. Yes, sir. Well, the TVA did agree to the 3.6, and 
then they had other elements of cost that they felt that AEC and 
FPC should have given attention to, which would have built the $3.6 
annual difference up to a $5.5 annual difference. 

Representative Hrysuaw. Do I understand that the overall cost 
of money on this contract is less than the overall cost of money—that 
is to say in the 4-percent range—than the TVA charges? 

Mr. Werrzeu. I am not sure I get that question, Mr. Hinshaw. 

Representative Hinsuaw. You charge 4 percent in the TVA, do 
you not, for contract ? 

Mr. Aspapessa. Which contract, sir? 

Representative Hinsuaw. In any contract the TVA has for fur- 
nishing power to Government agencies or municipalities. As I un- 
derstand it, they charge 4 percent for service charge on the money, the 
investment, against the contract. Is that not true? 

Mr. Anpapessa. I do not have knowledge of this fact, sir. How- 
ever, if that is true, then the cost of money under the MVGC contract 
would be less. 
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Representative Hinsuaw. That is what I was getting at. We are 
talking about 4-percent money here so far as the TVA was concerned, 

that they were repaying to the Government a 4-percent profit to 
cover the cost of the interest and the money. And we have one here. 
The MVGC is 3.81 or some such figure. 

Mr. Appapessa. Yes, sir; it is less than 4 percent. It is around 3.56 
as I remember the figure. 

Representative Hinsuaw. That is an overall cost. 

Mr. Appapessa. Yes, sir. 

Representative Hinsnaw. Including the so-called 9 percent on 5 
percent. 

Mr. Anpapessa. That is correct. 

Representative Hinsuaw. Or 1114 percent on 5 percent, or what- 
ever it 1s. 

Mr. Aspaprssa. That would put it up a little bit but not appre- 
ciably, 

Representative Hinsuaw. I think that is enough. 

Senator Bricker. That 4 percent is not paid into the Government, 
it accumulates, does it not, and is reinvested or invested in expansion, 
has been throughout the years? Less than $100 million has been paid 
into the Government under that 4-percent collection. 

Mr. Appapessa. I am sorry, sir. I am just not familiar with Mr. 
Hinshaw’s 4-percent figure. 

Mr. Werrzet. TVA does pay interest on the bonds, but it is my 
recollection that it does not show on the books or pay to the Gov- 
ernment the expense of obtaining and supplying the remaining amount 
of the Government’s investment, which is over $600 million as of June 
30, 1952. 

Representative Hrysuaw. I think I understood the Senator from 
Tennessee to say in figuring the rates they were figured on returning 
to the Federal Government 4 percent of the investment in power and 
transmission that the Government had made; therefore, the Govern- 
ment was out nothing. In fact, it had interest paid with profits to 
boot. Am I correct in that, Senator Gore? 

Senator Gore. That is right. 

Representative Hivsnaw. Thank you. I am correct—so the Sen- 
ator says—and if that is the case, I think we are pretty nearly even 
Steven on the contract. 

Mr. Werrzeu. I think it is agreed between AEC and the Budget 
Bureau and the TVA that there will be an increased annual cost of 
$3,685,000 to the Government under the MVGC plan, but that was 
adopted as a policy decision, and I might say that the General 
Accounting Office had no part in such a policy decision as between 
public and private power. It is not our part to suggest whether the 
Government should engage in, or desist in engaging in, business, 
although we think that every business activity that the Government 
is engaged in should be able to stand the test of reexamination in 
the light of current conditions. But it was decided on a policy level 
and I think everyone has agreed as to what the increased cost will be. 

Representative Hrxsuaw. Let me ask one more question, Senator. 

Senator Bricker. Yes. 

Representative Hinsuaw. Is this money that is paid in lieu of taxes 
an appropriated amount or is it an amount which is set aside in the 
TVA budget for that purpose and allocated to that purpose? 
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Mr. Werrzer. I am sorry, I am a little stale on TVA, Mr. Hinshaw. 
I used to review all of those audit reports. 

Representative Hinsuaw. I think the Senator from Tennessee can 
answer the question. 

Senator Gore. The payments in lieu of taxes are made, actually 
disbursed, to the State, and the States have a formula of division 
between the State and the respective counties. 

Representative Hinsuaw. But I was asking whether it was from a 
sum appropriated for that purpose or set aside for that purpose in 
the TVA income account. 

Senator Gore. It is included in the operating budget. 

Mr. Werrzev. Section 26 of the TVA Act authorizes the TVA to 
use its power revenues in furnishing power; does it not, Senator ? 

Senator Gore. It does come from power revenues. It is in the 
oper: ating budget. And to the extent revenues were available and 
TVA reports they have been available to pay for power revenues 
then we would not have to dip into appropriations. Congress has 
made appropriations of course, to the TVA through the years, but 
it has also authorized it to use the power revenues and its power busi- 
ness is run from those revenues generally. 

Representative Hinsuaw. That is all. 

Chairman Cote. Senator Bricker? 

Senator Bricker. No. 

Chairman Core. Mr. Holifield. 

Representative Horirrerp. On this point of the figures you gave 
Congressman Hinshaw, which amounted to a total of $1,026 million, 
did you have an item in there of about $228 million, something similar 
to that? 

Representative Hinsuaw. I believe that was the amount of profit, 
4 percent, or whatever it is set aside for reinvestment in power 
facilities. 

Mr. Werrzer. Yes, Mr. Holifield; an item of $238 million accumu- 
lated net income. 

Representative Horirmerp. Accumulated net income. That does 
not lie there as an existing fund ? 

Mr. Werrzev. No, si 

Representative caries But it is what they have paid over the 
years. That is the 4-percent profit, so-called, set aside. 

Mr. Werrzen. What has not been paid back into the Treasury has 
been reinvested in the power operations. 

Representative Hoririip, And that is a result of the congressional 
appropriations. In other words, Congress appropriated them that 
fund for new projects, did it not? 

Mr. Werrze.. It is the result of congressional authorization, Mr. 
Holifield, for them to use these power revenues in the production of 
power and fertilizer, and so forth. There is a congressional limita- 
tion on TVA constructing any new major capital projects without 
authority of Congress. 

Representative “Houirreny. That is what I wanted to clear up—the 
fact that instead of converting each year into the general fund they 
have been allowed to more or less retain that fund, and then, subject 
to outside of using it in their business as an operating fund, any capital 
investment from that fund must be authorized by the Congress. 
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Mr. Weirzet. Any major capital expansion would have to be 
authorized by the Congress. 

Representative Hoxrrietp. Now, what is the present indebtedness 
of the TVA to the Government? Was that the $786 million figure? 

Mr. Weirzev. There is at present a total of $1,084,445,937 of Treas- 
ury funds invested in the TVA. Now, that includes other programs. 
Of that amount, $786,214,733 represents the total United States Treas- 
ury funds invested in the power program. 

Representative Horirreip. All right. 

Senator Bricker. Will you yield a minute, Mr. Holifield? 

Representative Hotirretp. Yes. 

Senator Bricker. That is separate and apart from the 4 percent 
that has been authorized to be reinvested in capital assets ? 

Mr. Wetrze.. That is definitely apart from the accumulated net 
income, which consists of revenues from the power business, Senator 
Bricker. 

Representative Hormreip. Over and above operating expenses ‘ 

Mr. Werrze.. Yes, sir. 

Representative Hoxirretp. Now, is it not true that the Government 
credit stands behind approximately $40 million worth of bonds for 
OVEC in the construction of the OVEC plant ? 

Mr. WerrzeL. Just a moment, Mr. Holifield. The table we have 
here, which is a comparative cost-data sheet as of October 27, 1954, 
Mr. Holifield, shows total capital requirements for OV EC—these fig- 
ures are hard to read tonight—$388,284,709, plus $20 million of equity 
capital. 

Representative Hotirrerp. Twenty million what? 

Mr. Werrze.. Equity capital. 

Representative Horirrecp. Let us just take the $388 million as the 
indebtedness on the bonds which the Government guarantees through 
its contract with OVEC. Is that not true? 

Mr. Werrzeu. I would say that OVEC has financed itself on the 
strength of having a Government contract. 

Representative Horirretp. Does that bear about 314 percent 
interest ? 

Mr. Werrze.. There are two classes of loans: One, bank loans bear- 
ing 4 percent interest, and institutional investors, 25-year period, 334 
percent. ‘The bank loans are a 10-year basis. 

Representative Hotirretp. Three and three-fourths and four per- 
cent is the money charge on those bonds. Now, how much is the 
balanee of the EFI bonds? 

Mr. Werrzev. On EEL there is $6,200,000 equity capital; $100 mil- 
lion bank loans, 25 years, 3 percent ; $27,700,000 25-year, 414 percent; 
and $63,700,000 25-year, 334 percent. 

Representative Horirietp. Could you give me a rough total on that 
outside of capital investment ? 

Mr. Werrzev. $191,400,000 is a rough total. 

Representative Hortriretp. Now if this MVGC thing goes through, 
there will be a minimum of $10114 million indebtedness there; will 
there not? 

Mr. Werrzev. At the target figures, that would be about right, Mr. 
Holifield. . 

Representative Hoxirietp. And giving a rough estimate of it, it 
would be about 4 percent, close thereto, either a little less or a little 
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more. for that bonded indebtedness. Now that makes a total of $680 
million which the Government has guaranteed by its contract to 
yrivate industry in the power field as ‘against a balance of $786 mil- 
ion to TVA, which is indebtedness there. In the one instance the 
Government is paying the interest rate on the $680 million through 
its rate structure, the rate structure in purchasing the power, at a 
higher rate of interest that it is paying on its own money whic h, I 
believe, runs about 214 percent. So there is very little difference so 
far as the credit of the Government. is concerned being at stake in 
both instances. There is a difference—that $786 million represents 
a factor in our budget, while the $680 million for the private com- 
panies is not a budget item. That is practically the difference there; 
is it not? 

Mr. Werrzev. The only item in the annual budget there, Mr. Holi- 
field, would be the amount to be paid to the company as a charge 
which would include the cost of carrying the private financing. 

Representative Houirretp. That is what I meant. So we have got 
an offset in the TVA as far as the TVA-Atomic Energy Commission 
is concerned. We have an offset of the Government bac ‘king of $680 
million for the private utilities and $786 million in the TVA situa- 
tion. 

Mr. Werrze.. I might say this table shows a rate of 3.6 on the 
bonded indebtedness for MVGC, and I believe it is 3.5 that was used 
in the computations in the contract. 

Representative Hoirteip. I just brought those figures out to show 
that in both instances the Government credit is standing behind them, 
one, the TVA operations, and in the other instance standing behind 
the private companies, and in both instances we are paying for it in 
one way or another by the taxpayers’ money. 

Mr. Werrzev. Certainly the Government credit is behind the money 
that is borrowed to appropriate funds to construct major TVA im- 
provements, and certainly the Government being the customer of 
MVGC is going to be an important element in the financing of MVGC, 
and it was in the financing of OVEC and EEI 

Representative Hoitrmnp. Now I want to get to another point, and 
that is this recapture provision which is now in the supplement. 

Mr. Werrzet. I have that, Mr. Holifield. 

Representative Hotrreip. I want to ask you if you believe—I will 
try to turn to that section. 

Mr. Werrzeu. 7.09 in supplement No. 1 

Representative Horirrep. This contract that I have must be an 
old one because it does not have that section. 

Mr. Werrzet. Mr. Holifield, this is a supplemental agreement, No. 
1, and it is a mimeographed sheet, page 3. 

Representative Hoxirrerp. Now I have it. We have got so many 
contracts and drafts here that I have trouble finding it. 

Mr. Werrze.. We are suffering from the same problem, Mr. Holli- 
field. 

Representative Hoiirievp. 7.09, recapture clause. I want to talk to 
you a minute about that. It provides in that recapture provision that 
the AEC can assign power to the TVA during the notice period. I 
believe that is in 7.03. During the notice period. That is outlined in 
7.03. 





UTILITY CONTRACT WITH MISSISSIPPI] VALLEY GENERATING CO. 753 


Mr. Appapessa. 7.02, sir. 

Mr. Werrzev. That is on page 28 of the October 1 draft. 

Representative Horirrevp. 7.02, down at the bottom of page 28, 
article VII, beginning in the middle of the paragraph there: 


The AKC shall be entitled to transfer, by assignment or otherwise, the right 
to take power and energy hereunder to the extent terminated, during such notice 
or any balance thereof, to any other agency of the United States Government, 
whether for use by such agency or for resale; and if such transfer is made by 
assignment, such agency shall agree to pay all amounts, whether by way of 
capacity charge, energy charge, adjustments, tax costs, or otherwise, which 
would have been paid by the AEC with respect to such power and energy in the 
absence of such assignment: Provided, however, That no assignment shall be 
made unless such other governmental agency shall have the lawful authority to 
accept such assignment, enter into such agreement and make such payments. 

Under that language, do you believe that TVA under the TVA Act 
has the right legally to accept such assignment and incur such 
obligations ¢ 

Mr. Werrze.. Of course, Mr. Holifield, the contract has the proviso 
that the other governmental agency has to have the lawful authority. 
Now it is our underst: anding that TVA has bought power from outside 
the TVA system. 

Representative Ho.irieip. Wait just a minute. This is to accept 
the assignment of the contract and all obligations thereunder. 

Mr. Werrze.. I think we have to say, Mr. Holifield, that that assigns 
to the TVA only the right to take power and energy to the extent 
terminated. I nother words, TVA is not taking an assignment of a 
plant, it is only taking an assignment of the right to take the power 
und energy which the AEC has the right to under this contract to the 
extent terminated. And for that power and energy the TVA, or 
whatever agency took it, would have to pay all amounts, whether by 
way of the capacity charge, energy charge, adjustments, tax costs, or 
otherwise, which would have been paid by the AEC with respect to 
such power and energy in the absence of such assignment. But it 
does not assign any plants to TVA; it would assign to take power. 

Representative Hoxirievp. I realize that. I did not say assign 
plants; I said assignment of the power. If I did not say that, that 
is What I meant to say 

Does the TVA Act give to the TVA the right to accept such assign- 
ment and incur such obligations without additional legislative author- 
ity ? 

Mr. Weirzev. I would not like to answer that question “Yes” or “No” 
tonight, but I would like to point out TVA has taken power, bought 
power, necessary to its system’s requirements from outside the TVA 
system, and it might be considered a question of degree, this being 
600,000 kilowatts of firm power that we are talking about here. 

Representative Houirrecp. I recognize it has the right to go out and 
buy power, but the AEC assumes more than the right to pay for power 
in this contract. It assumes also the obligation to pay taxes for a 
company and other charges, and under the TVA Act—I am asking 
now for information and I do not believe we have this information 
before us—if the TVA can incur these other obligations which the 
AEC is being authorized to incur under section 164, can the TVA also 
incur those obligations without additional legislation? And if so, 
where in the TVA Act are they given the right to incur such obliga- 
tions ¢ 
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Mr. Werrzent. The TVA could not be subjected to the required pay- 
ment of taxes, in my opinion, in the absence of some further authority 
of law. The question here would be whether the TVA could, as a part 
of a contract, agree to assume certain tax costs which are part of the 
contract price for the power and energy furnished under this contract. 

That is a rather complicated question and 1 do not want to give a 
snap judgment on it. 

Representative Ho.irretp. [ am not asking for a snap judgment, but 
I am pointing out this problem and asking you if it does not pose a 
problem in view of the fact that over in 7.03, at the bottom of the page, 
it says: 

The AEC may assign all or any part of any balance of such terminated con- 
tract capacity not absorbed by the company to another governmental agency, 
subject to the company’s right and obligation to absorb further capacity as set 
forth above, provided that the payments for power and energy associated with 
the assignment to such governmental agency shall be at a rate giving recognition 
to any change in costs then encountered or foreseen by the company and shall 
be subject to approval by the Federal Power Commission or such other regula- 
tory commissions as may have jurisdiction, that such agency shall have lawful 
authority to accept such assignment and agree to make such payments * * *. 

So there is a problem involved there of accepting assignment. If 
they cannot accept the assignment and incur these obligations without 
additional legislation, then it cast out upon the recapture clause value 
to the Government from the standpoint of continuing the right of the 
TVA to use this power if AEC decides to get out of it. 

Mr. Wertrze.. It seems to me that if you are talking about section 
7.09, the recapture clause, Mr. Holifield— 

Representative Hottrmeip. Yes. 

Mr. Werrzet. That would be a different question than the termi- 
nation of the contract. under these other provisions that we are talk 
ing about on cancellation prior to completion, for ex: umple. And also 
it seems to me that the resolution of the question about TVA pay ing 
the taxes depend partly upon whom the taxes fall. The AEC is cer- 
tainly the United States Government, just the same as TVA is, but 
it is entering into this contract, and as far as I know no one has 
questioned the capacity or authority of AEC to enter into a contract 
which includes these tax components. The taxes are on the company 
for the elements that it has in doing its business, that is, the cost of 
materials, supplies, coal, the cost of doing business, the income tax on 
the income, Federal income tax, State income tax. Those taxes are 
on the company, and the Government agrees to reimburse the com- 
pany indirectly for the Federal income taxes and directly for other 
State and local taxes, and the TVA is analogous to the AEC—they 
are both Federal agencies. So without trying to answer the ques 
tion—— 

Representative Houirrenp. But they are both operating under 
different statutes. 

Mr. Werrzev. They are, but the TVA gets its essential immunity 
from taxation by reason of the fact it is an instrumentality of the 
Federal Government. 

Representative Hoiirreip. But the AEC in this instance does not 
get that immunity because it assumes that obligation under section 
164. 

Mr. Werrzev. It does, and the question would be whether TVA 
could not assume by contract, even though immune by statute, be- 
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cause the AEC is United States Government itself which is not subject 
to State taxes. 

Representative Hourrrevp. I think this complicated language in- 
dicates a problem here. 

Mr. Werrzer. I would assume, Mr. Holifield, when TVA buys 
interim power from a private utility concern that it would have to 
pay something for the taxes that are paid by the utility. The AEC 
is doing that now and by contract it is a part of the energy charge, 
part of the c ‘apacity charge and the energy charge under the contract. 
And there is an essential difference, it seems to me, between the 
operation of the cancellation and termination provisions of the con- 
tract and of the recapture provision, which is the Government taking 
over the plant, and in that event the Government takes everything, 
whereas under the termination provision the Government still has 
some continuing liability during this 5-year period to take some of 
the power or pay for it, subject to this million and a half reduction 
per year if it does not take it; except that AEC can assign some of 
that power to which it is entitled during this notice period to TVA, 
thereby helping the Government. But at the same time that would 
not, lower the rate to the Government under the contract and that 
rate includes tax components. 

That is one way I think it can be analyzed. As I say, I do not say 
it is right or wrong or TVA ought to do it, but I can well see how 
it can be followed through logically. 

Representative Hortrrenp. Leaving that, another point that is in- 
volved in the contraect—— 

Senator ANperson. Will you yield to me just a second ¢ 

Representative Hoxtrtenp. Yes. 

Senator ANperson. Is it not true that the two provisions are com- 
pletely separate as to time? The recapture provision has to be exer- 
cised within 3 years, and the probabilities are that the plant would not 
even be constructed before that time. The termination provision 
comes in subsequently. Is that not correct ? 

Mr. Werrzev. Senator Anderson, that is essentially true—the recap- 
ture provision would be exercised normally before the completion of 
the third generator, which is due 36 months after the effective date of 
the contract. Now the termination provision, after full contract 
capacity, is in accordance with provisions of this contract. There is a 
right to terminate before estimated expenditures, plus the estimated 
cost of cancellation of commitments for subject contract reaches $40 
million. Now that could occur before the 3 years, but in that event 
the Government has to pay those costs, actual costs. 

Senator Anperson. You would not be worrying about power rates, 
though, if that happened, would you? 

Mr. Werrzeu. No, indeed, Senator, because the AEC estimates that 
would take place in about 18 months after the effective date, and we 
certainly would not have even the first generator in without a miracu- 
lous burst of speed when the $40 million provision was in effect. So 
these are entirely separate provisions. You are right, Senator. 

Representative Hotirretp. Do you believe that the FPC has juris- 
diction over the rates in case part of the contract is held illegal? 
There is one part in it that says if one part of the contract is held 
illegal, the FPC shall approve the rate. 
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Mr. Werrzet. This is an effort to write into the contract some means 
of getting an equitable rate to apply if certain parts of the contract are 
held to be illegal. Now we do not administer the Federal Power Act, 
and I do not think we ought to answer that question authoritatively. 

There may be some question as to whether the Federal Power fons. 
mission’s authority would apply to a Government contract where the 
power was furnished to the Government not for resale. 

I think Chairman Kuykendall pointed out as far as the resale part 
is concerned, that is power furnished wholesale to AEC, and there is 
certain small provision in here for furnishing that power by AEC to 
people on the location, possibly would apply there. 

ut what they are trying to do is apply the procedures in the frame- 
work of the Federal Power Commission Act to work out an equitable 
solution in that event. 

Representative Horrrrmeip. But if it does not apply—and I have 
been told it does not—then there is no protection left in FPC approval 
of rates in case one part of the contract is found illegal. 

Mr. Werrzeu. If it should actually turn out that way, it is possible 
it would have to end up in a court proceeding if the parties could not 
agree among themselves. But I feel this is an attempt to invoke the 
services of the Federal Power Commission to make a determination 
which the parties would hope, I suppose, would be acceptable to both. 

Representative Hoririecp. I think their intention is good in it, but 
I doubt the legality of it. 

Mr. Werrzeu. It is a question, if they do not have the authority, who 
would ? 

Representative Hottrrerp. The Power Commission of the State of 

Arkansas, because that is the other regulatory body that is involved. 

Mr. Werrze.. There may be some question about that, Mr. Holli- 
field, too, if this is interstate commerce. 

The Arkansas statutes of 1947, annotated, section 73-203, excepts 
interstate commerce from the provisions of the Utility Act. It pro- 
vides for petition to the Interstate Commerce Commission for relief 
from discrimination, but it provides that neither this act nor any 
provisions thereof shall apply nor be construed to apply to commerce 
with foreign nations or commerce among the several States of the 
Union, except insofar as the same may be permitted under the provi- 
sions of the Constitution of the United States and the acts of the 
Congress. And we do think this involves interstate commerce. 

Now there is a power to investigate here. 

Representative Horirrerp. What about another provision of the 
act which precludes the FPC from having authority over contracts 
for Federal power not subject to resale, contracts for use by Federal 
agencies of power and not for resale? 

Mr. Wrirze.. Is that the Federal Power Act, Mr. Holifield, or an 
Arkansas statute provision ¢ 

Representative Hoxirretp. No; I think it is in the Federal Power 
Act. 

Mr. Werrzet. I do not have that before me. Iam sorry, Mr. Holi- 
field. 

Representative Horrrrerp. I do not either. 

Representative Hinsnaw. Will you yield? 

Representative Hotirreip. I will yield. I am getting into his com- 
mittee now. 
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Representative Hivsnaw. That is something which is in the prov- 
ince of my committee, and I can assure the gentlem: an that the Arkan- 
sas commission has no jurisdiction w hatsoever over electric ity trans- 
ported across the river. It has jurisdiction over electricity that may 
reside in the State of Arkansas for consumption. 

Representative Hoxrirretp. I believe that, but can the gentleman 
also assure me that the Federal Power Commission has jurisdiction 
over the rates of a Federal agency receiving power for use and not 
for resale? 

Representative Hinsuaw. For use and not for resale? 

Representative Hoxirreip. That is my question ¢ 

Representative Hrnsuaw. I think it does not, but then this is for 
resale, 

Representative Hotirtetp. No; this is not for resale. No, sir. 

Representative Hinsuaw. That is the question. 

Mr. Weirzeu. If I might make a statement there, we understand 
informally from the Commission that they do not have that au- 
thority. 

Representative Houtrretp. Then if they do not have that authority, 
the writing in of this FPC approval of rates is a complete farce and 
has no legal binding effect nor protection on rates. 

Mr. Werrzew. I do not know just where the lack of protection would 
come from, Mr. Holifield. It would have to be an attempt by MVGC 
to raise the rates, and they could not appeal to the Arkansas Public 
Utilities Commission because we do not feel they have jurisdiction. 

Representative Hotirretp. That is right. 

Mr. Werrzex. So it would just result in an argument between the 
parties which conceivably could end in the courts, but the FPC pre- 
sumably has offered its services and been asked to make a determina- 
tion here. 

Chairman Cote. Certainly the FPC would have authoritv and 
jurisdiction if it is conveyed to it by consent of the parties. While it 
is true FPC may not have jurisdiction as a matter of right, never- 
the'ess, if the two parties, the producer and the consumer, consent 
to convey the jurisdiction to FPC, of course, they would have au- 
thority 

Mr. Werrzet. Mr. Chairman, I would not want to try to bind the 
FPC by any statement on that subject, but I think you might com- 
pare 

Chairman Cote. You could not bind them by any statement you 
might make, no matter what you might say. Of course, neither could 
I nor could Mr. Holifield. 

Mr. Werrzet. I think we might compare as to provisions otherwise 
in the contract for arbitration. In other w ords, it is a method selected 
by the parties to resolve that problem if and when it arises. 

Senator Bricker. If it does not have the power, Congress could 
give it the power by act at any time. 

Representative Ho.trretp. Now that you brought up the subject of 
arbitration, Are you satisfied that all the sections that are under 
arbitration should be there and that all the sections left out should 
be left out? 

Mr. Werrzex. Mr. Holifield, I think I got that question. We will 
see. We made some comments in our statement of October 12 that 
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our review indicated that the Government’s interest would be better 
protected if additional sections of the contract where disputes be- 
tween the parties might arise were included under the arbitration 
clause. 

There were several sections included in those comments, one main 
one which has been put in as 4.14 on the division of excess income. We 
think that is probably one of the most important. 

One of the other main ones that we think might be important is 
8.01 on the purchase of fuel under which the Atomic Energy Commis- 
sion has this privilege in this language: 

If the AEC shall be in a position to purchase and deliver, or cause to be de- 
livered, to the facilities fuel at a cost lower than the cost to the company for 
fuel or like grade and quality so delivered, the AEC shall have the right to 
supply such fuel to the company, either by sale or otherwise, on such terms as 
shall be mutually agreeable to the parties. 

You will note the language says “shall be mutually agreeable to the 
parties.” We take it, if they could not get into an agreement on the 
subject, that that provision just would not come into operation, 
Therefore, we felt that might be desirable to have that subject to ar- 
bitration. 

Answering the other part of your question, we do feel that the provi- 
sions that are subject to the arbitration provision should be. Now 
there are a number of others, some of which are quite minor 

Representative Ho.irreip. Let me give you some of them that are 
not under the arbitration procedure : Section 2.02, interconnections 
with sponsoring companies and cost of power to them; engineering 
design, construction, and operating plants. I think maybe that is 
taken care of in the new interim agreement. It is not subject to arbi- 
tration, but I believe they are given the right 

Mr. Werrzet. Not subject to arbitration ? 

Representative Hotirietp. But are given additional rights they did 
not have to approve. 

Mr. Werrze.. To approve; yes. 

Representative Ho.tirretp. Supply of reactive power in section 3.03; 
transfer of power through company systems, section 3.06; characteris- 
tics of supply and points of delivery, section 3.07; certain tax costs 
other than Federal income taxes, section 4.08; termination or cancella- 
tion adjustments, which I was talking about a few minutes ago, sec- 
tion 4.10; handling of special reserve accounts and deferred 
maintenance and overbilling adjustment, section 4.14; and, I believe 
that was put in, you say? 

Mr. Werrzex. That was put in. 

Representative Hox.irreip. Corrections in billing, section 5.02; 
meter tests and billing adjustments, section 6.01; measurement of max- 
imum demand, section 6.02; problems relating to termination and 
reimbursement after cancellation, sections 7.02, 7.03, 7.04, 7.05, 7.06, 
and 7.07. Fuel purchases you already mentioned, section 8.01. As- 
signment of contracts, section 8.04; causes constituting force majeure, 
section 8.05; antidiscrimination, section 8.11; amendments to contract 
after accelerated amortization, section 8.16 ; operations following hold- 
ing of illegality, section 8.17. 

"That is 21 or 22 points which are not subject to arbitration. 

Mr. Werrzen. Mr. Holifield, you have more than we had in our 
statement of October 12. 
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Representative Horirietp. There are more besides the ones I have, 
because I have not got them all. 

Mr. Werrzet. We had a number of others, including 1.02, 2.01, 2.03, 
3.07, 6.01, 7.01, 7.07, 8.01, and 8.17. However, we feel that one of the 
most important was 4.14 which has now been put under arbitration. 

Representative Horirretp. Fuel purchases, which are the biggest 
factor in the cost of the energy, is not under arbitration; is it? 

Mr. Werrzex. That is not, Mr. Holifield. 

I might give you the explanation that AEC made as to what was 
the intent of the arbitration provision. 

The purpose of these sections was to prevent insofar as possible windfall 
profits accruing to the company with respect to these items. 

And those items that are referred to there are certain items in 
the contract which called for downward adjustments in the event 
certain circumstances transpired. In other words, the AEC getting 
the benefit as a result of a favorable operating experience or some- 
thing unanticipated which, without that downward adjustment, might 
redound to the benefit of the company and not the AEC. 

So they say: 

Since most of the sections involving these downward adjustments require 
mutual agreement of the parties on the exact amount of the adjustment, the 
Commission considered it prudent to establish machinery by which a disagree- 
ment between the parties could be resolved. Hence the arbitration clause was 
proposed and made applicable to most of the sections involving these downward 


adjustments— 

I am reading from the letter of November 1, Mr. Holifield, to the 
Executive Director, commenting on our comments of October 12— 
involving these downward adjustments and to a few other sections where mutual 
agreement of the parties at some later date might prove necessary to a smooth 
and equitable functioning of the contract in providing for arbitration in these 
limited areas. The parties did not contemplate removing from the purview of 
the courts all questions of contract interpretation or enforcement. 

So while they did not apply the arbitration provision to all of the 
sections we felt could be subjected to them, they seem to have a little 
different theory as to the reasons for the arbitration provision. 

Representative Hotirretp. There is one other very important point 
in there that is not subject to arbitration, and that is in case AEC 
gives them permission to request accelerated amortization. I might 
point out that in 2 or 3 instances in the contract in connection with fur- 
nishing the electricity to the AEC, the clause or phrase is used, “in 
the main related to defense.” And I say that was probably put in 
there for the purpose of applying for a defense plant rapid amortiza- 
tion schedule, which has been granted to many, many utility com- 
panies in the last few years; and if they do apply for that, there is 
no arbitration on that point either allowed. I mean on the settlement 
on the change of rates as a result of the granting of accelerated 
amortization. 

Mr. Werrzet. I would think that the granting or nongranting of 
it would be beyond the control of the AEC, it would be up to the 
Government agency administering that. 

Representative Hoxrtrretp. That is true, but I am talking about 
the adjustment of rates as the result of that. While it calls for an 
adjustment of rates, it does not provide for arbitration of that amount. 
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Mr. Weirze.. I think there might be built-in protection to AEC 
in that provision, Mr. Holifield, 8.16, Representation and Warranty 
and Agreements of the Company. Clause 3 of that section provides: 

The company will not request accelerated amortization of the facilities for 
income-tax purposes, of the character provided by the Defense Production Act 
of 1950, as amended, unless it has obtained the written consent of the AEC 
and the parties have entered into an appropriate amendment to this contract 
to make ar equitable adjustment of the provisions hereof. 

I do not think AEC would have a handle over the contractor to 
refuse to give its consent to apply under the Defense Production Act 
for an accelerated amortization unless satisfactory adjustment to AEC 
was made, 

Representative Horirretp. I believe that probably takes care of that 
point 

Mr. Werrzet. I believe it does. 

Representative Horirietp. You know the contract, sir, better than 
I do. 

Mr. Chairman, that is all the questions I have. 

Chairman Corr. Any further questions of the General Accounting 
Office ? 

I have 1 or Z, please. 

Mr. Weitzel, what is your view with respect to the terms of the 
proposed MVGC contract in comparison with the terms of the existing 
OVEC and EEI contract insofar as which is for the better interests 
of the United States? Are the terms of the MVGC contract consider- 
ably more favorable to the Government, substantially more favorable, 
slightly more favorable, less favorable than the previous EEI and 
OVEC contracts? 

Mr. Weirzeu. I would have to refer to my previous answer, that we 
have not made reviews of EEI and OVEC to the extent we have of 
MVGC, and also refer to the difference between the cost-sharing type 
that was present there and the incentive with some fixed-price features 
we have here. 

Chairman Coxe. I solicit your opinion based upon whatever infor- 
mation and knowledge you presently have with respect to any of the 
three contracts. 

Mr. Werrzex. However, I do think that the Government has learned 
here by experience in 

Chairman Coxe. I am not talking about experience. In your opin- 
ion, is it or is it not a fact that the proposed MVGC contract is more 
favorable to the Government than the previous contracts ? 

Mr. Werrzev. In respect to the equity return, I think that MVGC 
ean earn more than OVEC and EEI. However, there is a risk ele- 
ment here that there is not inOVEC and EEI. There is a guaranteed 
return to the contractor in EEI which there is not in MVGC. And 
the termination provisions of OVEC and EEI are somewhat more 
favorable to the Government than they are in MVGC. 

However, there again MYGC is a one-customer contract, with the 
Government over the 25-year period, whereas the Government is only 
taking a major part of the energy generated by OVEC and EEI. 5 

1 would find it hard to make a categorical statement as to which 
is a better contract. 

Chairman Cote. You cannot generalize in an overall way ? 





UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO. 761 


Mr. Werrzet. You cannot, Mr. Chairman, but I can say definitely 
that there is a protection to the Government against the vast increase 
in costs which was incurred in EEI in the target price provisions of 
this contract under which the Government does not have to share the 
cost if it goes more than 9 percent over the $104,115,000 estimated cost. 
That is a definite advantage. 

Chairman Cote. Now the other question I would like to raise is 
whether you are in a position to make any recommendations with 
respect to the request for a waiver of the 30-day period. 

Mr. Werrzet. Mr. Chairman, I do not believe we are in a position 
to make a definite recommendation on that for this reason: We are 
not sufficiently familiar with the urgent need which has been repre- 
sented to you by the AEC. We feel that within the administration 
that determination should be made and recommended to the com- 
mittee by AEC, and that here it is the responsibility of the committee, 
and while we have made certain recommendations on the contract 
provisions and certain recommendations for strengthening the provi- 
sions to protect the interest of the Government, we do not feel it is 
part of our province to make a recommendation with respect to 
walver. 

Chairman Cote. If there are no further questions—— 

Senator Bricker. Mr. Chairman, without making any compari- 
sons detrimental to anybody whatsoever, I want to say to you I like 
the way this witness answered his questions and what he knows about 
the contract. 

Mr. Werrzev. Thank you. 

Representative Price. I want to join in that commendation. 

Chairman Corr. Mr. Weitzel, thank you for the help you have 
viven to the committee and the staff, for the fine presentation you 
have made thisevening. ‘Thank you very much. 

Now with the dismissal of the General Account ing Office witnesses, 
that completes the program of the hearings as set by the committee 
in its executive session on yesterday. The committee will meet to- 
morrow morning in the committee room at 10 o’clock in executive 
session to determine its future course of action. The meeting is now 
adjourned. 

Mr. Werrzev. Mr. Chairman, might I put into the record our 
appreciation for working with your splendid staff and with the 
committee on both the AEC Act of 1954 and on this contract. It has 
been a pleasure. 

Chairman Corte. Thank you and good night. 

Representative Houirrmetp. Mr. Chairman, do I understand that 
other witnesses that have requested to appear and who were given 
assurances they were to appear in case there was a revision of the 
contract will not be scheduled now for hearings ? 

Chairman Coir. That is not necessarily so. The committee will 
decide the status of it tomorrow morning. 

Representative Horirretp. I see. I misunderstood you. 

Chairman Core. The meeting is adjourned. 

(Whereupon, at 9 p. m., Friday, November 12, 1954, the Joint Com- 
mittee recessed to reconvene in executive session at 10 a. m., November 
13, 1954.) 
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EXERCISE OF STATUTORY REQUIREMENTS OF SECTION 
164, ATOMIC ENERGY ACT OF 1954 
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UTILITY CONTRACT BETWEEN ATOMIC ENERGY COMMIS- 
SION AND MISSISSIPPI VALLEY GENERATING CO. 


SATURDAY, NOVEMBER 13, 1954 


ConGrEss OF THE UNITED STATEs, 
JornT COMMITTEE ON AtrOMIC ENERGY, 
Washington, D.C. 

The Joint Committee met at 11:30 a. m., pursuant to call, in the old 
Supreme Court Chamber of the Capitol, Hon. W. Sterling Cole 
(chairman of the Joint Committee) presiding. 

Present: Representative Cole (presiding), Senators Hickenlooper, 
Knowland, Bricker, Anderson, Gore; Representatives Hinshaw, Van 
Zandt, Jenkins, Durham, Holifield, and Price. 

Present also: Corbin C. Allardice, executive director of the Joint 
Committee on Atomic Energy. 

Chairman Corr. The committee will come to order. The chair 
observes that a quorum is in attendance. 

The committee has met in executive session and determined to 
resume the open hearings for the purpose of complying with the 

request of Senator Kefauver, and upon completion of his testimony 
the committee will resume its executive closed hearings to determine 
its further course of action. 

For the sake of informing the public, the Chair feels it should be 
stated that the committee decided that when the open hearings are 
decided to be closed that any persons who have expressed a desire to be 
heard and have not been able to do so may have the ensuing week 
within which to file their statement. 

Senator Kefauver, we are happy to welcome you back to the witness 
stand again. 


TESTIMONY OF HON. ESTES KEFAUVER, A UNITED STATES 
SENATOR FROM THE STATE OF TENNESSEE—Resumed 


Senator Keravuver. Thank you, Mr. Chairman, and my colleagues 
of the committee. 

I appreciate this opportunity that you have given me of testifying 
in connection with some of the terms of the contract. 

Senator Hickentoorer. Mr. Chairman, may I ask the Senator, as I 
understand it, you will generally address yourself to certain analytical 
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phases of costs which you did not touch upon the other day because 
of changes in the contract. I take it you are not going back over the 
other part. 

Senator Kerravver. That is correct, Senator Hickenlooper. The 
other day my remarks were entirely with reference to the policy of 
this operation. 

Senator HickenLoorer. Yes, that is my understanding. 

Senator Kerauver. Behind the whole thing. And at that time I 
asked the chairman and the members of the committee if they wanted 
to hear my analysis of the contract as of that time, but since we did 
not know if there would be a contract or what changes would be made 
in it, 1 asked the chairman to take up with the committee my request 
to be heard on the contract, if and when it was signed. 

Senator HickenLoorer. I have in mind—my only point was it would 
appear to me there would be no particular object in again reviewing 
a philosophical discussion of the contract which was discussed the 
other day. 

Senator Keravuver. It is not my intention to talk about the matter 
of monopoly or private or public power or TVA, but just the terms 
of the contract proper. 

Senator HickenLoorrer. Thank you. 

Senator Keravuver. Mr. Chairman, I am sorry that I cannot comply 
with the rule of the committee of having mimeographed copies, but 
stencils are being made and they will be over, I imagine, before I get 
through, for the benefit of the members of the committee and the press 
or anyone else who might want one. 

Chairman Coie, Senator Kefauver, permit me to state that the 
committee determined to waive the requirements that each member 
have a copy of your statement. So you need have no compunction 
in that regard. 

Senator Kerauver. I will have copies here which the committee 
might take home to read on Saturday afternoon. It would be very 
enlightened reading, I am sure. 

Mr. Chairman and gentlemen of the committee, I appreciate the 
opportunity of again appearing before your committee to discuss the 
specific terms of the Dixon-Yates contract, now that you have a 
signed document before you. 

I have gathered, from the resigned look on Admiral Strauss’ and 
Mr. Nichols’ faces, that they have at times been rather impatient with 
the searching inquiry to which this contract has been subjected. How- 
ever, if anyone needed proof of the need for such scrutiny, it cer- 
tainly has been forthcoming in the form of the new documents filed 
with this committee by the AEC Thursday. 

Had I testified about the terms of the unsigned document on which 
you opened these hearings, I was prepared to say that it opened the 
door to windfall profits of a magnitude which could have exceeded 
the total windfalls realized by all the FHA shady contractors through- 
out the history of that organization. 

Under this new document, I would not be prepared to say that. 

Negotiators on behalf of the Government have at long last suc- 
ceeded in getting a ceiling on some of the profits, eliminating some 
of those windfall possibilities. However, there are still large leaks 
in the roof, and I just wonder if Mr. Dixon and Mr. Yates would 
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care to say under oath as they did in a press release Thursday that 

thay are undert: aking the project at Government request since the 
“possible earnings are too small to make it attractive as a usual 
business venture,’ 

There was a possibility of profits of 43 percent under the previous 
document that you gentlemen had before you. 

Now that the Atomic Energy Commission, Mr. Nichols, Mr. Cook, 
and Admiral Strauss have labored so hard and so long there is no 
longer a possibility of 43 percent. These poor utility venturers, Dixon 
and Yates, are cut down to a mere 34 percent—“possible earnings too 
small to make this deal attractive,” they say, “as a usual business 
venture.” The utility customers of Mississippi, Arkansas, Louisiana, 
Alabama, and other Southern States who pay the profits of their 
usual business ventures have good cause to reexamine these utilities. 

At least, I think it is only 34 percent. I must admit that I’m not 
sure. You know I have examined a lot of contracts, both as a lawyer 
and in my Government experience, but this is undoubtedly the most 
confusing conglomeration of documents that it has ever been my 
misfortune to try to analyze. 

Here we have the original contract, filed with you gentlemen, but 
in order to try to find out what would be the final result it is nec essary 
to read the original contract, a supplemental agreement of 6 pages, 
a letter contract, of 5 pages, a memorandum covering the contract of 
21 pages, 2 letters from the company to AEC which are definitely 
part of the contract, together with a 4-page press release purporting 
to explain all this. 

I don’t know how you gentlemen worked, but I found that it was 
laborious going for me because in order to really make a stab at 
analyzing this document it is necessary to refer to each of these docu- 
ments in connection with each point to find out if perchance one 
affects the other in some mysterious manner. 

All I want to say here is that it’s sloppy business. Why can’t 
they write the contract in one document and dispense with a lot of 
future law business—because I predict this contract is going to be in 
court for interpretation time and time and time again. 

Therefore, I am not sure there is a ceiling really on this contract, 
nor am I sure that the profits are really eee to 34 percent. There 
is a ceiling of $600,000 on the profits they can make from capacity 
charges and energy charges. However, the ceiling does not apply 
to the tremendous profit possibilities from the sale of power to their 
own subsidiaries, or profits hidden in the maintenance reserve fund 
or the plant which the company owns in the end. In these sections 
the sky still seems to be the limit, and 34 percent seems conservative. 

I believe, gentlemen, that the publicity releases and the testimony 
before this committee purporting to that there is a ceiling of $600,- 
000 on this contract is in fact downright dishonest. 

Let me show you how there is no ceiling on profits from reserve 
capacity. 

First, you take this supplement No. 1, entitled “Supplemental Agree- 
ment,’ >and read the third “whereas” clause : 

Whereas, all terms which are defined in the power contract and are used herein 


are intended by the parties to have the same meanings assigned to them in the 
power contract. 
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Then you take the power contract and read under section 4.14, para- 
graph 1, about three-quarters of the way down the page, the followi ing: 


* * * Net income earned by the company from the sale of reserve capacity or 
of energy produced through the use of reserve capacity or contract capacity 
not taken by the AEC, or otherwise resulting from activities of the company 
other than those for or arising out of the performance of this contract, shall 
be separately accounted for and shall have no effect upon the determination of 
net income or adjusted net income under this section. * * * 

In other words, if you scout around enough among these docu- 
ments, you find that the definition which is carried forward under 
the new agreement definitely eliminates profits from the sale or re- 
serve capacity from the $600,000 ceiling. 

There, gentlemen, is a loophole large enough to give the Dixon- 
Yates empire an additional profit of $1 million a year before taxes, 
or $480,000 a year after taxes—and now, under this new document 
which is so fair to the Government, it’s for 45 years rather than 
30 years. 

Now this $1 million a year comes about in this way, a minimum of 
$1 million a year: 

This is based upon the fact that there will almost always be the 
excess capacity of 50,000 killowatts available to the company, together 
with that part of the 600,000 kilowatts which TVA doesn’t use. This 
estimate is based on TVA taking power from Dixon-Yates at an 80 
percent load factor, which is much higher than TVA’s actual load 
factor in the Memphis area. If TVA takes power at less than 80 per- 
cent load factor, the company will have many more kilowatt-hours for 
itself and will make an even larger profit. 

However, assuming the higher 80-percent-load factor, the company 
would have available for resale to its subsidiaries over a billion kilo- 
watt-hours a year. If it charged only 1 mill a kilowatt-hour profit— 
that is, if it sold this power to its subsidiaries for 2.8 mills per kilowatt- 
hour—this would mean a profit of $1 million before taxes. The 2.8 
rate is so low that the operating companies of the Dixon- Yates empire 
would be extremely happy to take all the energy they could get at that 

rate. Their fuel costs alone. on their old plants, are more than that. 

Now we had testimony before the Monopoly Subcommittee that, thev 
did have quite a number of old plants. My information is that in all 
the steam plants the cost is 4 or 414 mills for generation of power. So 
that they would be very happy to buy this power at 2.8. 

In connection with this $1 million profit on the 50,000 kilowatts and, 
say, based on the load factor of 80 percent to the TVA, it should be 
pointed out that insofar as that electricity is concerned, the only addi- 
tional charge to the Dixon-Yates company is actually the coal costs, 
plus what additional labor there might be, because insofar as the in- 

vestment generally, that is still something that is assumed by the 
Government. And since they are running a steam plant anyway and 
have their labor there in any event. the labor costs would be fairly in- 
consequential. So that the cost to Dixon-Yates substantially would be 
the additional fuel costs and they would be able to sell these additional 
kilowatts at at least 2.8 mills. 

But let us continue with our reading. If you will turn to the next 
page with me—page 24—about half-way down we read: 

For purposes of this section net income * * * shall be determined after setting 
aside in a reserve for deferred maintenance any unexpended portion of the 
estimated maintenance expenses * * * for the period in question. 
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That is the main part of that. 

After, gentlemen—after—thus effectively eliminating “reserve from 
deferred maintenance” from the $600,000 ceiling. 

That reserve, like Topsy, can just grow and grow—and then — 
eventually happens to it? Let us res ad on, gentlemen : Bottom of pars 
graph 1, section 4.14, page 24: 


If, after providing for such maintenance, any amount shall remain in the 
reserve for deferred maintenance, such amount shall be divided equally between 
the parties. 

Another melon cutting-—with another large hunk of hidden profit 
for Dixon- Yates. 

And, furthermore, while we’re on this subject—just look at what 
the extension to 45 years does. The company gets a plant perfectly 
maintained after 45 years, even though the Government doesn’t use 
it for 45 years. 

I think that is true. If I am mistaken about that, I would like to 
know about it or correct it. 

They have 45 years to build up these reserves, rather than 30. 

How intellectually careless with the facts can you get when you 
recall that Mr. Nichols, Strauss, et al., came in here before you gen- 
tlemen earlier announcing that they were depreciating the plant over 
a 31-year period and in their calculations showed no value to the plant 
at the end of that period. 

Now they are back extending the life to 45 years. 

I must say frankly, if sadly, “that I just no longer believe any figures 
emanating from the AEC where this contract is concerned. Actually 
this new ‘provision—this extension to 45 years—increases the com- 
pany’s income from this contract, and they are here piously holding 
it forth as accomplishing an opposite result. It increases the return 
by giving them 15 additional years of maintenance at the Govern- 
ment’s expense. I have not been able to figure out what this will mean 
in dollars and cents, but I can assure you it is not peanuts. 

In other words, under the contract, if the contract is terminated 
in 16 years, they still have to pay the maintenance charges, they are 
stuck with the maintenance of the contract for the full life of the 
contract. 

Now let us look at some of the other specific provisions of the 

so-called contract itself. It starts out with a long series of “Whereas” 
clauses, most of which are included for mere window dressing and 
some of which just do not state the truth. For example, let us look 
at the fourth “Whereas” clause on page 2 of the contract. This is a 
skillfully drawn clause which is carefully designed to mislead the 
public. It starts out by saying that— 
* * * the proposal and this contract are based upon the utilization by the AEC, 
an agency related in the main to national defense, of power and energy delivered 
hereunder or its equivalent in pursuance of the statutory purposes of that 
agency. * * * 

This is obviously an attempt to make it appear that this contract 
is to further the defense effort. But nothing could be further from 
the truth. 

I don’t want to get into any involved argument as to what consti- 
tutes replacement and what does not. I want to merely state the 
facts as I see them. And the facts are that the Atomic Energy Com- 
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mission has a firm power supply now. It is not entering into this 
contract because it needs power. It is entering into the contract only 
because TVA needs power. These are the undisputed facts. There- 
fore, no matter what language is used, no matter how AEC and the 
Budget Bureau attempt to becloud the issue, what we have here is a 
purchase of power by AEC for TVA and not by AEC for AEC 
purposes. 

The second “Whereas” clause on page 3 refers to the availability of 
bond financing up to $120 million against an equity capital investment 
of $5,500,000. I think right at this point we can remove any further 
question of the so-called risk that Dixon-Yates is taking. As was 
pointed out in our hearings in the Antimonopoly Subcommittee by 
Mr. Stietenroth, formerly and for many years secretary-treasurer of 
one of the Dixon operating companies, the mere fact that responsible 
banks and insurance companies are willing to invest so much money 
at only 31% percent return with so small a cushion of equity capital 
should convince anyone that this is a risk-free proposition. 

Now let us look at section 1.01. This is a very important section 
which I have not heard discussed or have not heard this point raised 
about it. That section, in my opinion, gives the company the right 
to build additional facilities, including facilities at the same site. I 
know that this provision will be explained as merely permitting the 
company to build additional facilities that it may need for other pur- 
poses. But can it be justified on that ground? After all, the new 
company has been organized just to construct and operate this plant 
for the purposes of this contract. Certainly it is not going to take 
away from the operating companies in the Dixon- Yates holding com- 
pany systems the right to build and operate their own generating 
plants. As a matter of fact they probably could not do so legally. 
So it can only mean that Dixon-Yates has in mind making itself the 
power supplier for TVA. This provision has no real meaning except 
that Dixon-Yates is preparing itself with the right to put in addi- 
tional generating capacity for the express purpose of “replacing” even 
more TVA power in the future. This is part of the pattern of cur- 
tailing, and eventually destroying, TVA. 

If you will notice the particular language by which I think this 
contract. will be used probably to build other steam plants in other 
places under the same pattern, the same contract as this one, down 
about the middle of section 1.01, let us read this language: 


The company in the future shall have the right to build additional facilities— 


That is the general language, that they are going to have the right 
to build additional ones— 


including additions to the facilities at the same site. 


In other words, under this contract they generally have the right 
to build additional facilities—that would mean additional steam 
plants—wherever they and the Atomic Energy Commission might 
agree they wanted them to be built. “Including additional facilities 
at. the same site.” Now, if they had been wanting to limit this to 
additional facilities or some extra building or something at that site, 
the language there would have been very clear that the company in 
the future shall have the right to build additional facilities at this 
site. But the way this language is here—and I think we certainly 
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ought to get some explanation of it—it is obviously written for the 
express purpose of enabling the AEC and Dixon- Yates to enter into 
contracts for other steam plants at other sites and sell the power to 
the TVA whenever they might want to. 

That is the only interpretation that I can place on that language. 
So that I think the committee here in passing upon this contract better 
consider that it is passing upon a pattern, the provisions of a contract 
which will be put into operation by the AEC and Dixon- Yates at other 
places other than in West Memphis, Ark. 

Now let us look at section 1.04, purporting to deal with “contract 
capacity.” After providing that the contract capacity is 600,000 
kilowatts, this provision then qualifies this statement by saying that 
if the facilities when completed shall have a net capability of more 
or less than 650,000 kilowatts, then the contract capacity should be 
increased or decreased by 60/65ths of that difference—and no limit is 
placed on the permissible amount of variation. Furthermore, no 
change in the capacity charge is provided for. Just imagine what this 
means. If Dixon-Yates, through engineering mistakes or otherwise, 
ends up with a plant having a net capability substantially less than 
650,000 kilowatts, the Government will be entitled to receive not 
600,000, kilowatts, but only a substantially smaller amount, and yet 
it will have to pay the same amount of money. Remember, also, that 
in this case Dixon- Yates, with the permission of AEC, as testified to 
by General Nichols, is going to use Ebasco Services to engineer this 
plant. This is the same outfit which engineered the famous “Ebasco 
fiasco” at Joppa, where it ran the costs up in an amount of more than 
$40 million over the estimates, and ran away behind schedule, while 
right across the Mississippi River TVA constructed : 1. comparable 
plant at costs lower than estimated and had smoke noreiaa from its 
stacks while the Ebasco boilers were still cold. Thus we have this 
picture: The Government without any idea of the design of the plant 
now and without any control over the design and construction of the 
plant, is going to permit Dixon-Yates to use as engineer the discred- 
ited Ebasco Services. The Government has not even included a right 
to inspect, test—and, if necessary, reject the equipment, a right which 
the Government has always insisted upon where it is in effect paying 
for a plant. 

The Government has presented its whole case on the basis that it 
will get 600,000 kilowatts of firm power. Yet if the a turns out 
to have a smaHer capacity than contemplated, the Government is 
willing to accept proportionately less than 600,000 kilowatts and 
nevertheless pay just as much for it as though it were receiving 600,000 
kilowatts. And what is more, the Government doesn’t even protect 
itself by placing a limit on the permissible variation. If there is an 
error it doesn’t matter how big it is or how little power the Govern- 
ment gets, it must stl] pay the same c apacity charges. And I think 
I know why this is put in here, Mr. Chairman; that you never can hit 
it right on the nose as to the amount of installed capacity that a steam 
plant might turn out; but it does seem that there ought to be some 
protection to the Government setting up the amount of variation or 
some penalties in the event the variation is a very, very much lesser 
amount. 
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This is a new twist to the give away program. Thus far, the Gov- 
ernment has only given away what it has, Here it will pay for what 
it does not have and may not get. 

We cannot leave this particular provision without coming back to 
the very important point that this committee is not in a position to 
act because it does not have before it a contract between AEC and 
TVA, without which this Dixon-Yates contract cannot exist. Will 
the new contract between AEC and TVA provide that TVA will have 
to deliver to AEC at Paducah only the same capacity that Dixon- 
Yates delivers to TVA? Unless there is such a provision, unless the 
obligations of TVA to AEC are reduced by the precise amount of 
power which TVA will receive from Dixon- Yates, there will not be 
full replacement. 

Now let us look at section 2.01. That section purports to state com- 
pletion dates for construction, but that is something which it very defi- 
nitely does not do. All that we have in that section is a statement of 
the time within which the company will try to have the plant ready. 
But what happens if it doesn’t? Nothing happens to the company, 
except that, under the latest contract provision, it agrees to furnish 
from its subsidiaries 100,000 kilowatts if the first or second units are 
not in service when promised. But what happens if it does not? 
Nothing happens to the company. There is no penalty charge as you 
usually find in a construction contract. 

Of course AEC originally tried to explain this away by saying that 
payments from the Government to Dixon-Yates cannot begin until 
the plant is operating and therefore Dixon- Yates has every incentive 
to complete the plant as soon as possible. It now adds that the low 
price the company will get for the 100,000 kilowatts if the first units 
are not in, as I understand it, at a 4 mill rate. This is no great benefit 
to the Government because this is not as cheap as the electricity that 
the TVA said it could furnish at the Fulton plant and not quite as 
cheap as Walter von Tresckow and his group said that they could fur- 
nish it. So I do not think the Government is getting any particular 
benefit out of this 100,000 kilowatt provision. I don’t question that 
incentive. But in view of the Ebasco fiasco I do question the ability 
of Dixon- Yates to comply with any reasonable construction schedule. 
Why should the Government take the risk that Ebasco will engineer 
another fiasco? The whole argument placed before this committee as 
the basis of waiving the 30-day waiting period in the Atomic Energy 
Act is that this power must be made available to TVA by 1957, and 
therefore speed is essential. But what difference does it make how 

uickly the contract is executed if you are going to use an engineering 
firm which has proved it cannot meet reasonable schedules? How are 
we going to meet TVA’s power requirements in 1957 if Ebasco takes 
an extra year or two to build the plant? Certainly not by a mere 
100,000 kilowatts of interim power. 

What good will it do TVA and the customers of TVA to tell them 
in 1957 when they don’t have the ‘tebe they need that Dixon- Yates 
is only being paid 4 mills per kilowatt-hour for the dab of power 
they are delivering or is not being paid at all for the power they are 
not delivering. No responsible Government official should sign a con- 
tract to meet a situation of this type without insisting upon a large 
performance bond and heavy penalties for failure to complete on time. 
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In section 2.03 we have more of our window dressing and pious talk, 
This section talks about the company doing whatever is necessary to 
assure reliability of deliveries as scheduled and “to minimize disturb- 
ance to any of the interconnected systems.” In the first place, here 
as elsewhere throughout the contract, nothing happens to the com- 
pany if it does not perform this obligation. It still gets paid the same 
capacity charges. It still gets all its taxes paid. It still gets the same 
amount per kilowatt-hour. And it still keeps its guaranty of a mini- 
mum profit of 9 percent with all taxes paid. Imagine—the company 
could foul up the delivery so as to wreck service in “the Memphis area, 
and perhaps elsewhere in ‘the TVA system, but you cannot do anything 
about it. Under this whole contract the company cannot be touched. 
Now, when you couple this complete immunity of the company from 
penalties or reductions in profit with the history they have established 
of antagonism to TVA, then you have one of the real reasons why the 
people of the Tennessee V alley do not want this contract. ‘They do not 
want to have to rely for their service on companies which have always 
opposed them, or companies which would like to put them out of busi- 
ness, and also be powerless to do anything about it regardless of what 
kind of service the company renders. 

Now I would like to refer to a section which comes near reaching 
the peak of uselessness as a contract provision. That is section 2.06. 
That section still gives AEC the tremendously important right of 
reviewing and discussing with the company its various plans of con- 
struction and operating without giving AEC a single power in con- 
nection with this review and discussion. Isn’t that an important 
right which they have given AEC? They are actually willing to 
let AEC talk to them about their plans. Of course AEC can’t do 
any more than talk—and pay the bills. But they do get the right to 
talk. And I think the companies should be given full credit for 
being so gracious. Considering what they have demanded and gotten 
in this contract I am pleasantly surprised that they should be w villing 
to even take the time to talk to AEC. Seriously, this is fantastic. 
With the Government putting itself in the position of paying for the 
plant, of guaranteeing a high minimum profit and holding out pros- 
pects for much greater profits, you would think that the least the 
Government would insist upon would be a right of veto on the plans. 

Section 3.01 purports to tell us about the service that the company 
is to furnish. But here again there is no penalty provided if the com- 
pany does not perform. The capacity charges will not be reduced. 
Tax repayments will still be made. The same rate will be paid 
for each kilowatt-hour delivered, and the overall guaranty of a 
minimum profit of 9 percent still stays in effect. Wouldn’t you like 
to be able to do business on those terms? You make a contract to 
provide certain services and the other party agrees to make certain 
payments. You don’t perform the services, you don’t get penalized, 
the other party still must pay you. 

Section 3.02 refers to the fact that AEC will arrange with TVA 
for the acceptance of the Dixon-Yates power for TVA and the 
delivery by TVA to AEC of the same amount. Here we are back 
again to the absolute necessity of knowing that TVA and AEC have 
in fact reached a final agreement on this. Pious expressions of hope 
and expectations that an agreement will be reached do not provide 
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this committee with an actual agreement. And without seeing the 
terms of the agreement we cannot be sure that there has been com- 
pliance with the requirements of the law. For example, if at any 
time Dixon-Yates cannot deliver to TVA, is TVA to be relieved of 
delivery of the same amount of power to AEC? If TVA is not so 
relieved this contract cannot be called, by any stretch of the imagi- 
nation, a contract for the replacement of the power that TVA must 
deliver to AEC. I sincerely believe that this committee should not 
waive the 30-day period, but in any event it certainly must not do 
so until it has recessed and considered the contract between AEC 
and TVA. 

Section 3.06 deals with the right of AEC to transfer some of the 
power to which it is entitled under this contract for the use of other 
Government agencies. But it can do so only if the company approves. 
And the other Government agency to which the transfer is made must 
use the power itself; it cannot sell it. And the power cannot be used 
to replace any load being served by any of the Dixon-Yates sub- 
sidiaries. And if Dixon- Yates prefers, it can merely relieve AEC of 
its obligations to take and pay for that amount of power and then 
Dixon- Yates can use the power for itself. So here is the picture. 
The whole right depends upon the company’s permission in the first 
place, so it hardly calls for a contract provision. Secondly, it is so 
hedged in with conditions as to become almost meaningless. Thirdly, 
if this Government load that AEC wants to take care of looks like 
a good long-term propostion, the company merely recaptures the 
amount of power involved and then it can make its own deal at profit- 
able rates to serve the load itself. This is hardly a right on the part 
of the Government. 

Suppose, for instance, the Army established a post in Arkansas— 
not right next door to the Dixon-Yates plant, but back out of the 
flood-plain area behind the main levees. Then suppose they wanted 
some power and AEC and TVA were perfectly willing to release that 
power from the Dixon-Yates plant. Now it. would be. up to the com- 
pany to say whether the Government could serve that post, or whether 
the company wanted to recapture the power and to serve the post 
themselves—not at the price for which they have contracted for, but at 
whatever price they could squeeze from the Army. 

Section 3.07 talks about the delivery voltage and permissible varia- 
tions in that voltage. This is a very important provision. If the 
proper delivery voltage is not maintained the consequences to TVA 
can be very serious. But what happens if the company does not main- 
tain the proper delivery voltage? Nothing happens. TVA gets the 
headache and the company still gets the money. 

We come now to article IV of the contract, which contains the see- 
tions relating to charges. Section 4.02 provides for the adjustment 
of the base-capacity charge. In the previous section, the base-capacity 
charge is stated to be $9,052,050 per year. This sec ‘tion—section 4.02— 
now shows how this yearly charge can be “adjusted.” The base-ca- 
pacity charge is related to an estimated construction cost of $107,250,- 
000. If the cost varies, the effect of the formula is that AEC and 
Dixon-Yates will split the savings or increased costs, according to 
what happens. There was a ceiling on the amount of increase, of 
$273,244 per year in the previous contract draft. Now the new\over- 
all ceiling for this type of profit, including the basic 9-percent profit 
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of $495,000 per year, is $600,000, so this provision can now produce 
for the company only the paltry added profit of $105,000 per year for 
the next 25, or perhaps 45, years. sete Bes vig 

Now I want to point out how this provision contains in it a very real 
prospect of this tremendous windfall profit to Dixon-Yates of pre- 
cisely the same kind as we have been hearing about in connection with 
FHA—and I should like the committee to follow me closely on this. 

The estimated cost of construction anticipates a cost of more than 
$160 per kilowatt of net capability or more than $170 per kilowatt of 
installed capacity. Yet we are to have an outdoor-type plant—which 
means large savings in building costs—and we are to have huge units, 
which normally means a smaller cost per kilowatt of installed ca- 
pacity. Now, experts have told me that such an estimate of cost is at 
least “conservatively” high; that there is at least a strong probability 
that the plant can be built at a substantially lower cost. In that event, 
for each $1 million by which the cost is less than estimated the com- 
pany will receive an exra profit of $28,025 per year, up to $105,000 
per year, for the whole 25 or 45 years of the contract—and it will re- 
ceive it tax free. 

It is precisely as though you wanted to have a certain type house 
built for yourself. Suppose that the house is one that should be built 
for $10,000. But the contractor gets you to agree to an estimated cost 
of $12,000, with an agreement to split any savings. The contractor 
then proceeds to build the house at a cost of $10,000, “saves” $2,000, 
and then divides the so-called savings with you. All that you have 
done is to pay $11,000 for a $10,000 house. 

This is precisely what we have here—with one important differ- 
ence. In my illustration, the contractor would have to pay taxes on 
the additional profit. Here, however, AEC will not only give Dixon- 
Yates a windfall profit, but it will pay all of their taxes on this extra 
profit. 

I said a moment ago that this section of the contract contains a 
provision that gives every promise of producing for Dixon- Yates an 
FHA type of windfall profit. I want to correct that statement. This 
is a much worse provision than the FILA type of deal. There, if the 
properties stay rented, the Government will be made whole—the 
mortgages will be paid off in full. And there the builder must take 
care of his own taxes, out of his profits. Here, however, Dixon- 
Yates will keep these windfall profits forever—they will never be re- 
paid to the Government. And here the Government will also pay all 
of the taxes of Dixon-Yates. It will be a tax-free, nonrepayable wind- 
fall profit, 

Now, let us move from windfall profits to illegality. The amend 
ment to the Atomic Energy Act. known as the Gore amendment pxo- 
hibits AEC from making direct. payment or direct reimbursement. of 
any Federal income taxes payable by Dixon-Yates—and section 4.03 
is in direct violation of that provision. It provides a formula which 
automatically requires AEC to pay directly to Dixon-Yates the ex- 
act amount which Dixon- Yates must pay in Federal income taxes. 
Since the formula calls for “quarterly” adjustment there is no possil- 
bility of much variation between the “estimates” and actual taxes. 
It doesn’t take much reasoning to see that this is illegal. What. pos- 
sible difference can it make—legally, practically, or any other way— 
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if you provide for tax reimbursement through a formula instead of 
stating in so many words that taxes shall be reimbursed? The result 
is exactly the same—and the illegality is exactly the same. 

Before I leave section 4.03.2, I must point out what is probably 
only poor draftsmanship, but which nevertheless could result in AEC 
making duplicate payments to Dixon- Yates if this section is allowed 
to stand as is. In defining the letter “R” as used in the reimburse- 
ment formula, the section refers to all Federal taxes “levied upon or 
measured by income.” In other words, this section and its formula 
would provide reimbursement for any tax on income, or “measured 
by” income. Section 4.08.1 provides, separately and in addition, for 
reimbursement for all taxes except “Federal incomes taxes.” So if a 
new tax is imposed, say some tax “measured by” income, as the former 
tax “measured by” gross receipts, AEC would have to reimburse 
Dixon-Yates for it twice—once under section 4.08.1 and then again 
under the formula in section 4.03.2. I’m sure that this was only an 
oversight—but it is an oversight that can benefit only Dixon-Yates 
and it has survived through all drafts of this document. 

I should like to give the AEC some free legal advice, which it can 
use in the preparation of the next “Memorandum of Understand- 
ing.” It can correct this duplicate payment situation by changing 
section 4.08.1 to make it correspond to 4.03.2—instead of excepting 
from 4.08.1 only “Federal income taxes,” let it except all taxes covered 
by the definition of “R” in section 4.03.2. This, of course, is an ele- 
mentary matter of draftsmanship—and by returning to the basic prin- 
ciple of using the same language for the same thing wherever it is 
referred to in the contract, this “oversight” can be corrected. 

Before leaving this point. entirely, I want to mention that it illus- 
trates another reason why this contract should not be approved and 
executed now. It is long and complicated. It has been worked on 
for a long period by AEC and Dixon- Yates lawyers, mostly, appar- 
ently, by Dixon-Yates lawyers. It has gone through many drafts. 
Yet, even at this late date, Mr. Nichols came in with more changes the 
other day. And just a quick review has brought to light the over- 
sight I have just described and some others I shall refer to later. 

Now let us move on to section 4.04 and another windfall provision. 
This section provides for the payment of 1.863 mills for each kilowatt- 
hour delivered. To determine this rate, the parties had to agree on 
a “heat” rate. The heat rate is the amount of fuel it takes to produce 
a kilowatt-hour. The parties have used a heat rate which I am in- 
formed is too high—that means they have estimated that it will take 
more coal to produce a kilowatt-hour than it actually will take. And 
they have agreed to payments based upon this assumed higher rate in 
the use of coal. If, as appears likely, less coal is used, there can be a 
a huge additional profit. This extra profit will go into the reserve 
fund which is to be set up to guarantee the maintenance of the mini- 
mum 9-percent profit for the company, and then to be divided between 
AEC and the company. 

Now we come to section 4.08, which provides for direct reimburse- 
ment by AEC to Dixon- Yates of all taxes, other than Federal income 
taxes, based upon earnings by the company of $495,000 a year, after 
taxes. The company graciously agrees that if it makes more than 
$495,000 any year, AEC need reimburse it for its taxes, other than 
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Federal income taxes, on the first $495,000 only, and not on the excess 
earnings. However—and please note this—if in any year the com- 
pany makes less than $495,000, so that AEC need not pay State or local 
taxes on the full $495,000, the tax savings of AEC for that year are 
available to the company in years when it makes—and therefore must 
pay such taxes on—a profit of more than $495,000. Suppose, for 
example, the State or local taxes on $495,000 are $50,000. As long as 
the company makes $495,000 or more, AEC must pay the company that 
$50,000 for its taxes. Now suppose that in 1 year, for some reason, the 
company doesn’t make $495,000 and its State and local taxes for that 
year are only $40,000. AEC need pay the company only $40,000 for 
its taxes that year. Now suppose the next year the company makes 
more than $495,000 and its tax bill is $60,000. AEC will have to pay 
the company the entire $60,000—the regular payment of $50,000, plus 
the $10,000 in taxes AEC did not have to pay the previous year. It 
certainly is clear from this contract that the Government is not ever 
going to let the company be burdened by taxation. ‘This contract may 
yet kill the electric company’s advertising program slogans, stressing 
investor-owned, business-managed, taxpaying private utilities. If so, 
we have at last found something good about it. 

Section 4.09 is another amazing provision. It shows that the costs 
of the company have been figured on the basis of the depreciation rate 
equaling the bond-amortization rate. If that rate of depreciation 
should not be allowed by the Treasury Department, the company will 
need additional income for bond amortization and AEC must furnish 
that additional income for the company, together with the taxes due 
on that additional income. And, further—and this startles the imagi- 
nation—this obligation will last the entire 25-year period, even though 
the contract is canceled. Imagine that—AKC cancels the contract, 
pays huge cancellation charges, the company may be making its full 
share of. profits through s: le of the power to its subsidiary systems, 
and yet AEC must make these payments to the company. This also 
constitutes a violation of the Gore amendment, since the Government 
will have to pay not only additional amounts as income to Dixon- 
Yates but the taxes on that income. 

Now we come to section 4.11. AEC must furnish the company 
money for a replacement reserve. It must pay the company $262,000 
per year if this item is tax free, or $524,000 per year if it is not tax 
free. 

Before going further, I should like to raise the question whether 
there hasn’t been another mistake here—a mathematical mistake: 
$524,000 is exactly double $262,000. But the income-tax rate is not 
50 percent. Am I wrong? Or is the mathematics in the contract 

wrong? And is this another example of the “careful” preparation 
of the contract ? 

I think it only fair to mention that if this is a mistake, then the 

$524,000 figure should be higher, and therefore—for the very first 
time in the history of this deal, and perhaps in the history of the 
United States—the mistake is against Dixon- Yates. 

The most startling thing about section 4.11, however, is that the 
Gévernment must pay for replacements, no matter why the replace- 
ments are necessary. Yes; Dixon-Yates can negligently wreck the 
plant, but Dixon-Yates won’t pay for the replacements; AEC will. 
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And while the replacements are being made, AEC will also have to 
make the capacity-charge payments and the tax payments. Imagine, 
when Dixon-Yates have their first big celebration after the plant is 
built, when they get together to cut ‘the first big melon filled with 
juicy profits, if some of the seeds from the melon get into the ma- 
chinery and wreck it, AEC will have to pay for the re epl: uwements. 

Now let’s look at section 4.12. This provides that if the company 
can refinance at a rate less than 314 percent the parties will make an 
equitable adjustment “to which they may mutually agree.” As Sen- 
ator Anderson has already pointed out, why doesn’t it merely provide 
that all of the savings be passed on to AEC? Why the weasel lan- 
guage? Does the company expect to get part of the savings as a fee 
for the refinancing? It would certainly be in keeping with its “grab 
everything” approach. 

Now we come to the so-called “termination” provisions of the con- 
tract. Under the terms of section 7.03, the company must, after the 
effective date of termination, begin to “absorb” the capacity of the 
plant at a rate of not less than 100,000 kilowatts a year. The com- 
pany also agrees that it “will not make commercial use of unabsorbed 
capacity excepting pursuant to agreement with the AEC.” Now, 
what does this mean? And what happens if the company does make 
an admittedly commercial use of some of the unabsorbed capacity 
without agreement of AEC? As elsewhere in this contract, there is 
no provision made for that. Nothing, absolutely nothing, is set forth 
to provide for that contingency. And this section is not even subject 
to the arbitration provision of the contract. 

Now this is a very important point. Suppose, for example, that 
AEC is not using any of the capacity of the plant after termination. 
Suppose further that the company has theoretically absorbed only 
100,000 kilowatts. That means that AEC must pay five-sixths of the 
charges. It also means that the company has 500,000 kilowatts of 
capacity available to it as standby. ‘That is a very valuable asset to 
the company—an asset that utility companies pay large sums to ob- 
tain. Now, what if the company, ona particular day, uses that standby 
capacity. Does it pay only the incremental costs? There is no defini- 
tion of “commercial use” to guide us, and there is no payment provision 
at all in this section. 

Was this intentional? Or is it another of the many “oversights” 
in this contract? If so, isn’t it further proof that the contract is 
not ready for your approval? How many “strikes” are you going to 
allow the AEC? 

Now, let us look at section 8.05. This section relieves the company of 
any liability for failure to deliver for almost any conceivable reason— 
but provides that AEC must still pay the company. It is known as 
the “force majeure” provision. Some such provision is commonly in- 
cluded in power contracts. But the usual provision excuses delivery 
only when caused by matters beyond the reasonable control of the 
company. Here, everything is included, even failure of equipment 
caused by the company’s own negligence. 

And, usually in such provisions, the buyer doesn’t have to pay until 
deliveries start again. The only purpose of the clause, in other cases, 
is to relieve the seller of liability and not to make the buyer pay for 
something he is not getting. But not in this contract. Here, the 
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seller—Dixon-Yates—can wreck the machinery and the buyer— 
AEC—will still have to pay. 

And as an added touch we have section 8.06. The company was 
not satisfied with the complete protection the contract gives it under 
present laws. It even provides that if there is any change in laws 
or regulations. amendments to the contract will be entered into to 
protect the parties against impairment of their rights. Since all of 
the rights under this contract are given to the company, this provision 
makes certain that the company’s profits and freedom of action under 
the contract cannot be disturbed by any authority. 

As a final touch, we have a so-called arbitration clause in section 
8.23. First of all, I should like to remind the committee that, as I 
have already pointed out, some of the most important provisions are 
still not made subject to this section even after the latest contract 
revisions. Secondly, even here arbitration is stacked against the 
Government. After each party has chosen 1 arbitrator, the 2 arbi- 
trators must choose a third. And their choice is limited to “a person 
engaged in engineering work or business relating to the production or 
transmission of electric power and energy.” Iam not surprised, know- 
ing something of the holding companies involved, that they should 
try to stack the deck, but I am amazed that AEC should help them 
do it. 

In our Antimonopoly Subcommittee we heard evidence of how the 
utility industry exercises control over engineers. We learned of the 
tremendous economic pressures they can and do exert to keep engineers 
in line. Is that the reason for this requirement in the arbitration 
clause? Doesthe company want a third arbitrator whose independence 
can be influenced? And is AEC willing to let the company have that ‘ 

Now I should like to discuss the contract as an entirety, instead 
of its details. The contract is for the purpose of furnishing power 
to TVA, but TVA has no rights under the contract. Whatever rights 
the Government has are given to AEC. AEC says it is not being 
used as a power broker, that it is not going into the power business. 
But is that the case? If TVA has a complaint about the service, it 
has no right to complain to Dixon- Yates, Dixon- Yates has only agreed 
to talk to AEC—it doesn’t have to listen to TVA. Instead TVA 
must go to AEC, and it will be up to AEC to try to straighten out 
the matter. No matter what AEC says, this contract puts it squarely 
into the power business for at least 25 years. 

I should like to mention again that this contract is meaningless 
without a new AEC-TVA contract. And the assurance of General 
Nichols and General Vogel that one will be entered into is not enough. 
In the first place, negotiations have been going on for a long time, and 
there still is no contract. Secondly, just any contract won’t meet the 
requirements of the Atomic Energy Act or of the TVA Act. This 
committee should see that contract and determine whether it does meet 
the requirements of those acts before taking any action on the Dixon- 
Yates contract. And, thirdly, with all due respect to General Vogel, 
I suggest that the committee hear from the other directors of TVA 
and from the TVA officials handling this matter—before going 
further. General Vogel is Chairman of the Board of TVA, but he 
still casts only 1 vote out of 3. Let us get the full TVA story. Let 
us know what the facts are and not act blindly. Let us hear from 
these other TV A officials. 


54602—54—-—-50 
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Finally, SEC must approve these financing plans. These plans, 
as SEC noted in the EEI case, depart “to a considerable degree from 
standards which we have consistently applied to the financing of 
public-utility companies.” In giving its approval in the EEI case, 
SEC considered “the importance of the proposed generating facilities 
to the national defense.” The same is true of the OVEC case. Now, 
there is no question but that those facilities, in the EEI and OVEC 
cases, were for national defense. In the Dixon-Yates contract, how- 
ever, the facilities are needed not for AEC but for TVA. There is 
therefore no reason and no right to waive policy and statutory 
requirements. 

In the EEI and OVEC cases there was no opposition. No hearings 
were asked for and none were held. But in the Dixon-Yates case I 
can assure you that there will be opposition. There will be opposition, 
among other reasons, because the Dixon- Yates deal violates not only 
specific provisions of the laws which govern SEC action, but also 
because it reverses the whole purpose of the Public Utility Holding 
Company Act by combining two holding companies to enter the utility 
business as a new superholding company for the real purpose of fur- 
nishing power to ordinary residential and commercial consumers. 

The clear-cut manner in which the Dixon-Yates plan violates our 
security laws, and in which the contract itself altos the Atomic 
Energy Act, makes me wonder at the temerity of the parties, and of 
the investors, in wanting to proceed. I have the feeling that they 
believe that no one would have the standing to sue in this matter, 
that the opinions of Mr. Mitchell and Mr. Brownell will never be sub- 
jected to court review. If that is the case, I suggest that they have 
their lawyers do a little more research, because I can assure them that 
the matter can be brought before the courts, and, if necessary, it will be. 

Apropos of legal opinions, I am puzzled that there is none from 
Budget Bureau counsel. After all, the Budget Bureau masterminded 
this deal. Acting for the President, they ordered it. Certainly Mr. 
Hughes must have_had his counsel advise him whether it was legal. 
Yet Mr. Hughes was very careful in his testimony to refer only to 
AEC counsel. Is it possible that the lawyers at the Budget Bureau 
would not go along? This is another matter this committee should 
look into, 

While we are talking about the contract there is a further point 
that might be mentioned. It pertains to the alleged risk of Dixon- 
Yates. May I remind this committee that what we have here is a 
utility contract for the sale of power? That as such it can be brought 
under the jurisdiction of the Federal Power Commission? And that 
if it is so brought, the rates in the contract may be superseded by new 
rates approved by FPC if the contract rates do not give Dixon- Yates 
a fair rate of return? So where is the risk to Dixon-Yates? If con- 
struction costs, due to Ebasco inefficiency, go so high that Dixon- Yates 
profits under the contract are materially decreased, Dixon- Yates still 
be the protection of getting new rates set by FPC. A utility contract 
is different from other contracts. It cannot oust a Commission from 
its jurisdiction. And therefore whatever rates are set in the contract 
the Commission can change them. 

I was very much interested in hearing General Nichols testify that 
the new AEC Commissioner was not asked to pass upon the con- 
tract—that it was much too complicated a matter to ask a man to study 
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and pass upon on such short notice. But what is he doing here? 
Isn’t he asking of this committee the same thing that was so unfair 
to ask of the new Commissioner? Most of this committee was eo 
in an election campaign until November 2. Yet on November 4 you 
met to pass on this contract. Senator Anderson mentioned - he 
had to read the contract on the plane fiying back to Washington. 
Considering the important matters he has ‘brought to light with only 
that small preparation, I think it would be a boon to the people of 
this country if he were given enough time to study the contract thor- 
oughly. Then, I am sure, Congress and the public would know every- 
thing about this contract. But, to repeat, is the committee willing 
to do what the new AEC Commissioner could not do? Is it willing to 
pass upon the contract without a full study and understanding of it ’ 

Another point: The administration says it wants to enter into this 
contract in order to allow time to study the overall question of how 
the future needs of TVA are to be met. I never thought too much 
of temporary solutions of 45 years’ duration, but I should like to point 
out that the administration has now been in power almost 2 years. 
How many more years does it need for this study? And is it going 
to destroy TVA while it is “considering” this problem ? 

Also it seems to me that the administration is getting just a little 
mixed up—it looks as though the solution is coming before the study. 
After all, you don’t take a program that has been operating as suc- 
cessfully as TVA has been operating and suddenly change the whole 
pattern of its operations on the ground you want to buy time to study 
that pattern. 

What the administration is saying here is this: If you have a 
business that has been operating successfully over the years, but you 
nevertheless want to make a study of it, what you do first is to make 
a complete change immediately, even before the study is started—and 
in that way, you get the time to make your study. Fantastic? Cer- 
tainly. Yet that is the explanation given. 

Let us have honesty here. Ifa study i is to be made, let us make it. 
But in the meantime, let us continue to operate TVA as before. Let 
us not poison a healthy patient to buy time to find out why he is so 
healthy. 

Now the question has been raised here as to the needs of TVA in 
1957. Certainly, TVA needs more power by 1957—but not at this 
price. 

Now, there is one final “improvement” I want to suggest in this 
contract. Section 8.05 provides: 

The company shall not be held responsible or liable for any loss or damage to 
the AEC on account of nondelivery of power or energy hereunder at any time 
due to any cause beyond the control of the company, including but not limited to 
an act of God, fire, flood, explosion, strike, sabotage * * * 
and so on. The Government has to pay for all replacement costs 
and has to pay the capacity charges and taxes, even though it gets no 
power. 

Now, I want to urge you gentlemen by all means to require an 
“improvement” in this clause, which is common to most contracts, 
but is certainly not appropriate in this one because of the uncommon 
nature of the location. 

By all means, strike the word “floods.” The site chosen, as I have 
said so often, is in the flood plains of the Mississippi River. This 
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plant will have to be floated on pilings. Perhaps it would be more 
appropriate to build it on a barge. 

But Dixon and Yates like the site. Let them back up their choice 
with their own money. If they are so sure of their choice location, 
then most assuredly they should not mind this simple deletion of 
floods.” 

Gentlemen, may I again express my appreciation to you for hear- 
ing me. Because of the type contract we have here, I would not 
want this contract with any company. And because of the type 
company we have here, 1 would not want any contract with this 
company. 

Chairman Coir. Thank you, Senator Kefauver. 

Are there questions from members to the right of the Chair? 

Any on the left ¢ 

Senator Gorn. I want to point out one thing, Senator Kefauver— 
the point which you made that the replacement being doubled was 
calculated on 50-percent rate and that might be a mistake in favor 
of the Government. If so, that would only be now because the cor- 
porate rate automatically goes down to 47 percent. 

Senator Kerauver. It would be a little mistake in favor of the 
Government now, but it would not be later. That is true. 

Senator Gore. Thank you, Senator. 

Senator Kerauver. Thank you. 

Chairman Core. If there are no further questions, the Senator may 
be excused. 

Permit the Chair to announce that the committee’s executive session 
this morning also unanimously determined in view of the fact that 
testimony in these hearings has been under oath the customary prac- 
tice of allowing the witnesses and the members of the committee to 
revise their remarks would not be allowed and that the transeript as 
submitted by the reporter would be printed as submitted by the re- 
porter with the only exceptions that obvious typographical errors in 
spelling and punctuation could be made by the Government Printing 
Office. 

Now in pursuance to the previous determination of the committee, 
it will resume its deliberations in committee quarters downstairs in 
executive session. The committee stands adjourned. 

(The following statements were submitted to the Joint Committee 
and are incorporated as a part of the hearing :) 

VoLPe, BosKry AND SKALLERUP, 
Washington, D. C., November 12, 1954. 
Hon, W. STERLING COLE, 
Chairman, Joint Committee on Atomic Energy, 
United States Congress, Washington, D. C. 

Dear Mr. Cote: This is to confirm my oral request of yesterday afternoon 
that the Joint Committee on Atomic Energy should afford to me, as counsel for 
the Governor of the State of Tennessee and for the Tennessee Valley Public 
Power Association, an opportunity to testify further both on the matters covered 
in the statement which I presented to the joint committee on November 8 and 
also on certain matters relating to the documents which the Atomic Energy 
Commission submitted yesterday to the joint committee. It is requested that 
such an opportunity to be heard should be afforded when the Commission’s 
witnesses have concluded the testimony which they are now giving before the 
committee. 

Sincerely yours, 
JosePpu Vopr, Jr. 
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NOVEMBER 17, 1954. 


STATEMENT MADE BEFORE THE JOINT CONGRESSIONAL ATOMIC ENERGY COMMITTEE 
BY WALTER VON TRESCKOW ON BEHALF OF: BuRNS & MCDONNELL ENGINEERING 
COMPANY, KANSAS CITY, Mo.; Long CONSTRUCTION COMPANY, KANSAS CITY, 
Mo.; SALOMON BroTHers & HuTZLeR, INVESTMENT BANKERS, NEW YORK CITY; 
Mr. JOHN N. MITCHELL, CALDWELL, MARSHALL, TRIMBLE & MITCHELL, BOND 
COUNSEL, New YorK Clty; Mr. Harvey WeeEKs, VICE PRESIDENT (RETIRED), 
THE HANOVER BANK, New YorkK City: Mr. George H. Sch wArtrz AND Mr. ZELIG 
R. NATHANSON, SCHWARTZ, NATHANSON & COHEN, ATTORNEYS, NEw YorK CrrTy; 
Mr. WALTER vON TRESCKOW, FINANCIAL & EcONOMIC CONSULTANT, NEW YORK 
Ciry ; Mr. Rosert W. Larrow, CorRPORATION COUNSEL, BURLINGTON, VT. 


OUTLINE 
Introduction 


Summary of detailed analysis attached hereto. 
Comments by Von Treschow group re attachment 15, Atomic Energy Commission recor, 

released August 21, 1954. 

Quotations from record of procedure, Bureau of the Budget, released August 21, 1954, 
re 600,000 kilowatts of capacity versus 600,000 kilowatts of firm power 
Quotations from the AEC record, August 21, 1954, re 600,000 kilowatts of capacity versus 

600,000 kilowatts of firm power 
Comparison between AEC figures and corrected figures for von Tresckow low estimate 
Comparison between AEC figures and corrected figures for von Tresckow high estimate. 
Comparison between AEC figures and corrected figures for Dixon-Yates estimate 
Photo-offset copies of the AEC record, attachment 15, released August 21, 1954 

Mr. Chairman and members of the committee, for nearly a week I attended 
the sessions of your committee in Washington, ready to testify to the effect 
that the syndicate, of which I am a member, was willing and able to build a 
600,000-kilowatt generating station at an aggregate construction and operating 
cost over the period of the anticipated contract less by more than $150 million 
than the competing offer made by the Dixon-Yates group. I had the personal 
assurance of the chairman, Hon. Sterling Cole, that my testimony would be 
received. My attorneys were advised in writing by the executive director of 
the committee that the testimony would be received, and it was prepared for 
submission in accordance with the procedure established by him. Notwithstand- 
ing this, I was denied an opportunity to testify before the committee and, in 
consequence, the Congress and the people were denied information as to how 
private citizens, ready to place at risk large accumulations of capital for the 
financing of a publie facility, were denied an opportunity to do business with the 
appropriate governmental agency to the grave financial detriment of the Govern- 
ment. Moreover, the hearings were conducted as if there existed but one issue, 
that is, public versus private power. In fact, a much more fundamental issue 
was completely avoided. That is, Were competing private groups given equal 
opportunity to do business with the Atomie Energy Commission, and is the con- 
tract which was recommended the best that could have been obtained from 
responsible private-enterprise groups? A negative answer must be given. My 
syndigate was not given an opportunity to @6 business with the Atomie Energy 
Commission but we were treated as unwelcome interlopers. The financial detri- 
ment accruing to the Government will exceed $150 million as will be more fully 
hereinafter shown. 

In brief, the syndicate, of which I am a member, is composed of six separate 
firms or individuals, all of whom have established records of outstanding ac- 
complishment in their particular fields of endeavor. The financial member of 
the syndicate, Salomon Bros. & Hutzler, is one of the largest Wall Street firms 
and is well known throughout the financial community of the country and by 
every fiscal agency of the Government. Our engineers, Burns & McDonnell, 
of Kansas City, have a reputation established by more than 55 years of out- 
standing engineering performance and is one of the oldest and best known firms 
in the country. Long Construction Co., also of Kansas City, has the unique 
distinction of a triple A-1 rating in the construction industry and have for more 
than 50 years enjoyed the confidence of many of the largest American corpora- 
tions and have constructed many powerplants of large size. I can say without 
immodesty that the members of the syndicate constitute a group of outstanding 
specialists in the financing, construction, regulation, and operation of utility 
properties. Their reputation and ability were carefully checked by the Atomic 
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Energy Commission when our proposal was first submitted and it was found, 
to quote General Nichols: 

“My check on those six groups confirms Mr. Burch’s statement. They are all 
very reputable firms. In other words, I have no question whatsoever about any 
of them” (Joint AEC hearing, June 18, 1954, p. 2332). 

The hearings, which you have conducted, have shown that negotiations with 
the Dixon-Yates group continued for a period exceeding 8 months, and there 
were very Many major revisions in the proposed contract made during the course 
of the negotiations. 

We had the greatest difficulty in obtaining even a single meeting with repre 
sentatives of the Atomic Energy Commission. The obstacles which we encoun 
tered and the extraordinary events that took place have formed the basis of 
extended hearings before the Langer committee, which are not yet included. 
When we were able to meet with representatives of the Atomic Energy Commis- 
sion, the conference was limited to approximately 3 hours and neither the General 
Manager nor any of the Commissioners were present at the meeting. 

I am submitting this testimony for inclusion in the record upon telegraphic 
authority of Mr. Allardice, executive director, with the hope of establishing, first, 
that other private enterprise groups are ready, willing, and able to construct 
the required facility; second, that the so-called Dixon-Yates contract is by no 
means the most advantageous arrangement that can be obtained for the Gov- 
ernment; third, that a majority of the joint committee have foreclosed the 
possibility of public testimony that another group of private investors was sought 
to construct the required facilities upon more favorable terms and at less cost 
to the Government than those embodied in the Dixon-Yates contract. 

The offer which we made to the Atomic Energy Commission is not a thing 
of the past but is presently in effect and continuing. We are now ready and will 
be ready during the foreseeable future to construct this plant, or any other 
similar plant that may be needed, upon the same general basis of the unique 
proposal contained in our original offer. 

Our proposal is a very simple one. We will provide the money, design, and 
construct the plant for an estimated $90 million. We will operate the plant 
until the mortgage is paid off. At that time we will turn the plant over to the 
TVA for $1. Our profit is unequivocally limited to $133,000 per year. 

The cost of power to the Government under our proposal is about the same as 
though the TVA produced it. 

For the first time private power is offered at the same cost as public power. 

Mr. Roland Hughes in his letter of June 16, 1954, to Admiral Strauss stated 
that our proposal does not warrant further consideration because : 

“1. There are many elements of uncertainty and indefiniteness in the proposal. 

“2. The organization to accomplish the work does not exist. 

“3. The Government would be required to take the entire financial risk with 
no real ceiling on the Government's liability. 

“4. The proposal would not provide any clear savings to the Government over 
the Middle-South-Southern proposal.” 

Mr. Hughes bases these conclusions largely on the letter Admiral Strauss sent 
him on June 10, 1954, which contained an analysis of our proposal. 

In this letter Admiral Strauss acknowledges that Burns & McDonnell, our 
engineering firm, and the Long Construction Co., our builders, are both reputable 
in their fields and have designed and built steam powerplants. Our range of 
estimated capital costs appeared reasonable. Our method of financing appeared 
possible. Our estimates on insurance, labor, superintendence, supplies and main 
tenance, including replacements, appeared reasonable. Our management expense 
was probably adequate. 

He qualifies these statements with “* * * on the assumption that the work 
was done by competent, experienced groups.” 

In his rejection of our proposal he leans most heavily on two statements. The 
first is “* * * it is difficult to conclude that one could safely assume any 
savings to the Federal Government under this proposal in its present form as 
compared with the Dixon-Yates proposal.” 

The second is that our proposal “* * * appears practicable only on the basis 
of cooperation between TVA, execution of a contract by TVA to purchase power 
after expiration or on termination of the AEC contract and integration of the 
plant into the TVA system.” 
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Our proposal was made to the AEC on the express assertion that it was only 
feasible if the Government was interested in the lowest possible cost for power 
and that friendly cooperation between the AEC and the TVA was possible. 

We do not know to this day why such good-faith cooperation is not feasible 
in order to save the taxpayer, or the consumer of electricity, $150 million. 

Before discussing Mr. Strauss’ assertion that he could not find any savings 
under our proposal as against the contract you are asked to consider now, we 
wish to point out that the proposal we made was intended to be the basis for 
further discussion. We were not given the opportunity to engage in further 
discussion, this despite the fact, as you well know, that the contract now before 
you was of necessity the subject of discussion for almost a year. It was modified, 
reviewed and altered until it was crystalized in its present form. We did not 
have the opportunity to implement our proposal with greater detail, to refine 
its terms or to add terms to meet any valid objection or criticism. 

Nevertheless, on the basis of the figures contained in our proposal, we say to 
you that we are prepared to show you that the analysis of our costs by the AEC 
is completely in error. We say to you that the factual conclusions of the AEC 
are inaccurate and misleading. The costs under our proposal are $5 million per 
year less than under the contract you now have before you. 


Tabulation of specific differences in costs between Von Tresckow and 
Dixon-Yates 


Many people have asked what the exact differences are in costs between the 
von Tresckow proposal and the Dixon-Yates proposal over a 30-year period. 


1. The first difference is in the cost of the plant. The von Tresckow 
estimate is $90 million and the Dixon-Yates estimate is $107,- 
250,000. The von Tresckow low estimate is lower than the 
Dixon-Yates low estimate by ; 250, 000 
. The second difference is in interest costs_._._._...._._._._--.___ 887, 000 
This is the interest on $17,250,000 over a 30-year period at 
314 percent; the whole amount to be retired on an even level 
debt service basis, the same as under the von Tresckow and 
Dixon-Yates proposals. 
. The third difference is in transmission costs 
Due to the Dixon-Yates plant location in Arkansas, there 
is $607,000 added transmission cost over and above the Fulton, 
Tenn., location. 
. The fourth difference is in coal costs_...____~- 9, 360, 000 
This difference is based on the difference in coal costs esti- 
mated by TVA of .06 cent per million B. t. u. 
. The fifth difference is in local taxes__......_ ____. _ 40, 470,000 
The State of Arkansas will tax Dixon-Yates $1,499, 000 per r 
year. The State of Tennessee will tax von Tresckow $150,000 
per year. The net difference is $1,349,000. 
. The sixth difference is in the profit 18, 720, 000 
The von Tresckow profit is at the rate of $133,000 pei r year 
for 30 years. The Dixon-Yates profit is figured at $757 000 per 
year. This profit estimate is based on the AEC statement that 
Dixon-Yates will pay $820,000 of Federal income taxes per 
year. The difference in profit per year is $624,000. 
. The seventh difference is in Federal income taxes on profits... 24, 600, 000 
The von Tresckow group pays the taxes on its profits out of 
its own pocket. The Dixon-Yates costs include a profit of 
$757,000 per year and an $820,000 income tax on them. 
. The eighth difference is in the value of the plant, turned over to 
TVA for $1 __. 12, 857,000 
TVA, as well as Dixon-Yates, assumes the life of the gen- 
erating station to be 35 years. At the end of 30 years, there 
still remains one-seventh of the original value of the plant. 
One-seventh of $90 million is $12,857,000. 


The total of all of these differences is______ » _ 152, 37 54, 000 
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%. There is, however, a very important ninth difference : 
When the von Tresckow group turns over the plant to the 
TVA for $1, the following annual items will be eliminated 
from the costs: 


Profits , Sinaia ‘ ‘ .....-.-. $133,000 


Management : 7 ould gieitecen t! 250, 000 
Taxes__ : ‘ : are 150, 000 


Interest and debt repayment ; : ; _... 4, 893, 000 


Total ii ties . Dy cet ia ceind ___ 5, 426, 000 
This will make for a total of $10,076,000 in savings per year over the 
Dixon-Yates proposal, and this may be for as much as 10 years longer 
than the 30-year estimate used in all of the above figures. 
The total is arrived at by adding the savings under Nos. 1 to 7, inclusive, 
to $5,426,000. 


Summary of detailed analysis attached hereto 


The result of our detailed analysis of the AEC and BOB records, released at 
the direction of the President on August 21, 1954, shows that 9 major errors 
have been made by the AEC and the BOB in the comparison of costs between the 
von Tresckow and Dixon-Yates proposals for the construction of a 600,000 
kilowatt generating station to meet the needs of the TVA in the Memphis area. 
(No error of less than $50,000 has been included. ) 

As a result of these 9 major errors, 98 different errors have ben introduced 
into the various cumulative figures, which are used to arrive at the final result. 

The AEC figures for the von Tresckow low estimate are $20,977,000 per year ; 
the cost per kilowatt-hour, 4.03 mills. The correct figures are $16,979,000; cost 
per kilowatt-hour, 3.26 mills. 

The AEC has deliberately added $3,998,000, or 0.77 mill per kilowatt-hour, to 
the von Tresckow low estimate. 

The AEC figures for the von Tresckow high estimate are $28,653,000 per year. 
The cost per kilowatt-hour is 4.55 mills. The correct figures are $17,681,000. 
The cost per kilowatt-hour is 3.40 mills. 

The AEC has deliberately added $5,972,000, or 1.15 mills per kilowatt-hour, 
to the von Tresckow high estimate. 

The AEC figures for Dixon-Yates are $20,545,000, or 3.95 mills per kilowatt- 
hour. The correct figures are $21,698,000, or 4.17 mills per kilowatt-hour. 

The AEC has deliberately subtracted $1,153,000, or 0.22 mills per kilowatt-hour, 
from the Dixon-Yates figures. 

The addition of $3,998,000 to the von Tresckow low estimates and the sub- 
traction of $1,153,000 from the Dixon-Yates low figures makes the low Dixon- 
Yates proposal actually $5,151,000 per year higher than the low von Tresckow 
figures according to the corrected AEC figures. 

The von Tresckow group claimed a minimum saying of $150 million over the 
Dixon-Yates proposal in a 30-year period. This proves it. 

The AEC attempted to prove the correctness of its conclusion by introducing 
98 errors into the calculation, all of them in favor of Dixon-Yates. (No errors 
of less than $50,000 were counted.) 

The total of these errors amounts to $5,151,000 per year in favor of 
Dixon-Yates. 

BACKUP POWER 


I. Error No. 1, discussed in items 1 and 2 of the attached detailed analysis, 
increases the von Tresckow proposal by $800,000 in the low estimate and $1,800 
in the high estimate. These sums were arbitrarily added in order to meet 
specifications invented by Dixon-Yates. 

The original request from TVA was for 600,000 kilowatts of additional 
capacity; not 600,000 kilowatts of additional firm power. The Dixon-Yates 
letter of April 10, 1954, is the first mention of firm power, a new qualification 
which could only be met by Dixon-Yates. The AEC and BOB subsequently 
accepted these tailormade specifications of Dixon-Yates and demanded that 
von Tresckow meet them. Thus, von Tresckow’s low estimate was increased 
by $800,000 and his high estimate by $1,800,000 to meet the convenient invention 
of Dixon-Yates 
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Il. Error No. 2, discussed in item 6 of the attached detailed analysis, increases 
the von Tresckow fuel costs by $75,000. The low estimate reads $940,000, whereas 
it should be only $865,000. The AEC and BOB arrived at this new figure by 
introducing a fictitious cost of fuel which was considerably higher than the 
price von Tresckow stated in his estimate. This arbitrary charge against the 
von Tresckow group found the AEUC and BOB giving no explanation for the 
altered figures. 

In addition, the introduction here of the entirely new requirement of 5.2 
billion kilowatt-hours, instead of the original 600,000 kilowatt capacity, is 
another specification made to make the Dixon-Yates proposal more appealing. 


TRANSMISSION 


III. Error No. 3, discussed in item 8 of attached detailed analysis, increases 
the von Tresckow low and high estimates by $627,000. Despite the fact that the 
von Tresckow plant would be built at Fulton, Tenn., the AEC and BOB added a 
charge of $627,000 per year for transmission costs. 

No comparable transmission charges were included in the TVA’s own figures 
in their proposal to build a plant at this same Fulton site. 

IV. Error No. 4, discussed in item 10 of attached detailed analysis, subtracts 
$820,000 per year from Dixon-Yates costs. This amount will have to be borne 
by consumers in the TVA area. The rationale for this reduction is that the Fed- 
eral Government is the consumer of the power and it will be paying taxes to 
itself. However, the actual consumer of this power will be residents in the 
TVA area, not the Federal Government, and these residents will have to assume 
this tax burden. 


POSSIBLE FUEL COSTS 


V. Error No. 5, discussed in item 12 of attached detailed analysis, is an un- 


equivocal error in mathematics which adds $553,000 to the von Tresckow low 
estimate while deducting $309,000 from the Dixon-Yates estimate. 


POSSIBLE ANNUAL INCREASE UNDER CAPITAL COST PROVISION 


VI. Error No. 6, discussed in item 14 of attached detailed analysis, increases 
the von Tresckow estimates by $1,631,000 and the Dixon-Yates estimates by only 
$285,000. The comparison made here is so totally unwarranted that all of these 
fignres have been discarded by us. 

One of the big points made by the AEC and BOB in favor of the Dixon-Yates 
proposal was that it guaranteed the Government against any increases in the 
cost of construction beyond $4% million. 

This is not true. Actually, there is no limit, whatsoever, to the construction 
cost the Government will have to bear. 

In addition, the Government, under the proposed contract is actually agree 
ing to give $13 million to Dixon-Yates, which subsidizes construction cost in- 
creases from $107 million to $120 million. 

Errors No. 7, 8, and 9 are errors in the Dixon-Yates figures : 

VII. Error No. 7, discussed in item 10 of the attached detailed analysis, $820,000 
per year is unwarrantedly deducted in Federal income taxes from the Dixon- 
Yates figures. 

VIII. Error No. 8, discussed in item 12 of attached detailed analysis: Here 
the AEC commits an unequivocal mathematical error of deducting $309,000 from 
the Dixon-Yates figures, instead of adding $348,000. This is a total difference 
of more than $600,000. 

IX. Error No. 9 is discussed in item 14 of the attached detailed analysis. An 
amount of $285,000 has been added by the AEC here to the Dixon-Yates figures 
This amount is a totally fictitious comparison with the von Tresckow figures, and 
it should be omitted. 

Hidden gift of $8%, million to Dixon-Yates, discussed in items 1 and 2 of 
attached detailed analysis. 

Dixon-Yates proposed that they supply 600,000 kilowatts of firm power—in- 
stead of the needed 600,000 kilowatts of capacity. For supplying this unwanted 
and unneeded firm power, the AEC agrees to pay Dixon-Yates $8%4 million for the 
construction of 50,000 kilowatts of generating capactiy for Dixon-Yates’ own 
use. 
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Comments by Von Tresckow group re attachment 15, Atomic Energy Commission 
Record, released August 21, 1954 


COMPARISON OF ANNUAL COSTS VON TRESCKOW-DIXON-YATES-TVA 


Items 1 and 2. Production and transmission capacity and energy 

In the von Tresckow low estimate $800,000 has been included, and in the high 
estimate $1,800,000. This is a deliberate misrepresentation of the facts, which 
favors Dixon-Yates, without any benefits to anyone, except Dixon-Yates. 

These amounts should be deducted from the von Tresckow estimates. 

The source of these additions probably traces back to the von Tresckow letter 
to the AEC of June 2, 1954 (attachment 14, p. 56, AEC record). 

Under backup costs, we gave estimates of $800,000 and $1,800,000, respectively. 
We provided these estimates of backup costs at the specific request of the AEC. 
(See telegram of May 5, 1954—Cook to Burch—attachment 11, p. 45, par. 2.) 

The request for backup was repeated in a telephone conversation on May 28, 
1954, between Cook of AEC and von Tresckow. 

In the meeting between the von Tresckow group and the AEC on June 3, it 
was pointed out that backup was not needed to determine costs, because the yon 
Tresckow proposal was for a plant to be built at Fulton, Tenn., which was to be 
completely integrated into the TVA system. 

The AEC fully understood our point and was aware of the facts. Strauss, in 
his letter to Rowland Hughes of June 10, 1954 (attachment 15, p. 68) in the fifth 
paragraph states : 

“Such a plant would be fully integrated into and become a part of the TVA 
system.” 

(Page 65, paragraph 1:) “* * * looking to that system (TVA) for backup 
energy, and disposing of all plant output through TVA’s transmission system.” 

The complete record shows that the idea of 600,000 kilowatts of “firm power,” 
or backup power, was mentioned for the first and only time by the Bureau of 
the Budget on June 16, 1954, in the correspondence of Rowland Hughes with 
Senator Saltonstall and Curtis of the TVA. (See Bureau of Budget record, 
attachment B-17, par. 3; attachment B-18, p. 2, par. 5; attachment B-—19, p. 1, 
par. 2.) In the AEC record, 600,000 kilowatts of “firm power” appears for the 
first time in the Dixon-Barry letter of April 10, 1954, which is their revised pro- 
posal. AEC itself speaks of backup for the first time in a telegram to Burch 
(von Tresckow attorney) dated May 5, 1954 (attachment 11, p. 45, AEC record) ; 
and from then on embraces “600,000 kilowatts of firm power” for negotiating 
purposes. A complete set of excerpts relating to the subject from the Bureau 
of the Budget, as well as the AEC record, is attached. (See pp. 19-25.) 

The TVA, from the beginning, has never mentioned that it needed 600,000 
kilowatts of firm power— it only needed and wanted 600,000 kilowatts of addi- 
tional capacity. 

The Bureau of the Budget and the AEC were fully aware of this, because on 
December 18, 1953, Jos. M. Dedge advised Gordon R. Clapp (Bureau of the 
Budvet record, attachment B-1) as follows: 

“This portion of the AEC load for the Paducah plant would be met from addi- 
tional capacity provided by sources other than TVA, thereby releasing the 
equivalent amount of TVA generating capacity to meet the increased load re- 
quirement of other consumers in the TVA power area.” 

There is a great deal of difference between needing 600,000 kilowatts of capac- 
ity and 600,000 of firm power. 

In order to supply 600,000 kilowatts of firm power, 800,000 kilowatts of ca- 
pacity is required. If 600,000 kilowatts of firm power is to be delivered from 3 
generators, it is necessary and customary to have an extra 200 kilowatt gen 
erator in reserve so that in case one generator breaks down the extra generator 
can be used to maintain a continuous flow of power. 

If the TVA had needed 600,000 kilowatts of firm power, they would have asked 
the Bureau of the Budget to include in the budget sufficient money for the con 
struction of 750,000 or 800,000 kilowatts of increased capacity. 

The TVA need “for firm power of 600,000” was an invention of the Bureau 
of the Budget and the AEC in order to favor Dixon-Yates. 

The von Tresckow group was asked to bid on something that was not needed 
or wanted or asked for by the TVA. 

This is a deliberate misrepresentation and distortion of the facts. 
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The impression is given in the record that Dixon-Yates will supply firm power 
to the TVA free and without charge. 

The very opposite is the fact. 

Under date of April 10, 1954 (see Attachment 8, AEC record), Dixon and 
Barry wrote a letter to Nichols giving the revised terms of a proposed contract 
(pp. 30 and 31) : 

“(4) The base capacity charge includes the cost associated with initial facilities 
of approximately 650,000 kilowatts, of which capacity in excess of 600,000 kilo- 
watts is reserve capacity, and the base capacity charges include the costs asso- 
ciated with such excess as.compensation to seller (Dixon-Yates) for furnishing 
reserve capacity sufficient to provide firm service with one unit out of service.” 

Page 32: Under “Definitions”: Sellers (Dixon-Yates) initial facilities: A new 
steam electric generating station * * * of approximately 650,000 kilowatts 
capacity (approximately 50,000 in excess of contract capacity * * *)” 

age 33: “Contract capacity * * * 600,000 kilowatts.” 

There is no possibility of mistaking the meaning of these provisions. The 
capacity charge to the AEC will include payment for the construction of 50,000 
kilowatts which have not been asked for by TVA, are not needed by TVA, and 
will not be used by TVA. 

Since this 50,000 kilowatts, will not be used or needed by TV. A—but will be paid 
for by the AEC—it is a gilt to Dixon-Yates of $8.25 millions (50,000 x $165 
per kilowatt). 

(Dixon-Yates’ estimate of construction cost is between $165 per kilowatt and 
$172 per kilowatt. This is arrived at by dividing $107,250,000 by 650,000 for 
the low figure. By dividing $112 million by 650,000, the high figure of $172 is 
arrived at. The $112 million figure is arrived at by adding one-half of 9 percent 
of $107,250,000 to that amount. Under the Dixon-Yates proposal, the Govern- 
ment is liable for one-half of a 9 percent increase in construction costs over 
$107,250,000. (Reference for figures: April 15, 1954. Strauss to Dodge. Attach- 
ment 9, p. 37, par., beginning with: “With respect to (1) above * * *’)). (See 
tabulation of quotations from AEC and Bureau of the Budget record, attached 
pp. 19-25.) 


Summary re items 1 and 2 

In the tabulation, items 3, 5, 7, 9, 11, 13a, 13b, 15A—1, 15A—2, 15B—1, and 15B-2 
are totals—altogether 11 totals each under the low and high estimates of the 
von Tresckow proposals. All 22 totals everyone in the comparisons, contain an 
error: $800,000 has been deliberately and unwarrantedly added to all the von 
Tresckow figures in the low estimate and $1,800,000 in the same manner has been 
added to the figures in the von Tresckow high estimate. 

All of these same 11 totals for the Dixon-Yates proposal contain a hidden gift 
of $8.25 million to Dixon-Yates. 

All of the errors are in favor of Dixon-Yates. 


Item 3. Total, exctuding tares 

This is a total of items 1 and 2 and contains an error of $800,000 in the low 
estimate and $1,800,000 in the high estimate for von Tresckow. 

For Dixon-Yates, it includes the annual cost of a gift of $8.25 million. 

Item 4. Tagves (local, county, State, and Federal) 

In the von Tresckow proposal the low estimate was $150,000 and the high 
estimate was $1,100,000. 

The corrected figure for the high estimate is $150,000. 

At the meeting on June 3, 1954, of the von Tresckow group, Mr. Alfred J. 
McFarland, general counsel, Railroad and Utility Commission, State of Tennes 
see, was present. (See AEC record, attachment 15, p. 67, par. g.) The purpose 
of his presence was to have his expert knowledge of utility company taxation 
available to the AEC and ourselves. 

The von Tresckow high estimate of $1,100,000 was arrived at by including 
every possible type of taxation. This amount was arrived at prior to meeting 
Mr. McFarland, or consultation by Lucius Burch, the von Tresckow attorney, 
with Mr. McFarland. 

Considerable time was spent on this point in the meeting of June 3, 1954 
All the evidence introduced in opinions from McFarland and Burch upheld our 
low estimate. Messrs. McFarland and Burch agreed to explore the subject 
further after the meeting, and we agreed to advise the AEC as to the results 
of the discussions. This was done by letter—von Tresckow to Atomic Energy 
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Commission (AEC record, attachment 14, pp. 60 and 61)—indicating that the 
$150,000 estimate was the realistic figure. 

Despite all of this, the AEC insisted in using the highest possible figure in 
the comparison of costs between the Dixon-Yates and ven Tresckow proposal (in 
the high estimate). 

Dixon-Yates had been permitted, after “further study,” to amend their proposal 
(ABC record, April 10, 1954. Dixon and Barry to Atomic Energy Commission, 
attachment 8, p. 26, par. 2): 

“As you know, our February 25 proposal was formulated upon short notice and 
on the basis of data not as complete as is desirable in connection with such a 
matter. Since February 25 we have acquired additional information and have 
had time for further study.” 

Dixon-Yates were given the added opportunity to make improvements in their 
proposal (AEC record, p. 85, attachment 22, memo, Nichols to Strauss, August 12, 
1954). The heading of this whole page is “Improvements Over Proposal.” 

The von Tresckow group was not permitted to amend its proposal. The 
results of “further study” on their part was not taken into consideration. 

If the von Tresckow group had received the same consideration as Dixon 
Yates, the high estimate of taxation of $1,100,000 would have been reduced to 
$150,000. 

Because of this, every total of the von Tresckow high estimate includes an 
error of $950,000. This is an unwarranted addition. 

This means that there is a second error in the totals of the von Tresckow 
high estimate in Items 5, 7, 9, 11, 13a, 13b, 15A—1, 15A—2, 15B—1, and 15B-2. 

In this manner, 10 further errors are introduced into the von Tresckow figures 
as a result of AEC’s action. 

The total number of errors in the figures up to this point is 32. 

(tem 5. Total, including tares 

The von Tresckow low estimate up to this point includes AKC errors in favor 
of Dixon-Yates which total $800. 

The high estimate errors up to this point in favor of Dixon-Yates total 
$2,750,00. 


Item 6. Adjustment to meet 5.2 billion kilowatt-hours “requirement” ; mills per 
kilowatt-hour ; 470 million kilowatt-hours 

The AKC here adds $940,000 to the von Tresckow low estimate and $972,000 to 
the high estimate. The correct figure for the low estimate is $865,000 instead 
of the $940,000 figure which was used by the AEC, 

The words “5.2 billion requirement,” which is here used by the AKC, is a 
specific distortion of the facts. Nowhere else in the Bureau of the Budget, or 
AEC record, do these words appear, except here. TVA, which is to get the power 
in the Memphis area, has asked for no such requirement. They need 600,000 kilo- 
watts of capacity, but not 5.2 billion kilowatt-hours. ‘There is a reference in the 
record which shows what the facts are as the AEC knows them to be. (See letter, 
Strauss to Dodge, April 15, 1954, AEC record, attachment 9, p. 43, 3d paragraph 
from bottom of page): 

“We understand the normal load factor in the TVA system in the Memphis 
area is 76 percent. This results in a difference of 1.2 billion kilowatt-hours per 
year between use by the AEC and Paducah and TVA at Memphis.” 

According to AEC’s own analysis, the requirements of the TVA in the Memphis 
area are 4 billion kilowatt-hours per year instead of 5.2 billion kilowatt-hours. 

Yet in the face of these facts, stated in their own correspondence, they make 
5.2 billion kilowatt-hours a “requirement” in the comparison. 

In order to meet this arbitrary requirement, $940,000 is added to the von 
Tresckow low estimate and the $972,000 to the high estimate. 

The AEC carefully fails to disclose how they arrived at these figures. 

The only addition which can be made here, since in both the Dixon-Yates and 
the von Tresckow proposals 600,000 kilowatts of capacity is involved, is to add 
the fuel cost required to produce the additional 470 million kilowatt-hours, which 
is the difference between the output figures in the two proposals (4.73 and 5.2). 

The fuel costs given in the low and high estimates of the von Tresckow pro- 
posal (see AEC attachment 14, p. 55; letter, von Tresckow to AEC, June 2, 1954) 
are $8,703,000 and $9,790,000, respectively, for 4.73 billion kilowatt-hours. This 
is 1.84 and 2.07 mills per kilowatt-hour. Four hundred and seventy million kilo- 
watt-hours at these fuel costs amount to $865,000 and $972,000, respectively, 
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instead of $940,000 and $972,000. In this instance the low figure was increased 
by $75,000. 

It is an error in favor of Dixon-Yates. 

This means that a third error is introduced into the low estimates under the 
von Tresckow proposal by the AEC in items 7, 9, 11, 13a, 13b, 15A—1, 15A-2, 
15B-1, and 15B-2. This is a total of nine errors. 

The cumulative total of errors to this point is 41. 


Item 7. Total cost, 5.2 billion kilowatt-hours 
This cumulative total in the von Tresckow proposal, because of AEC errors, 


has now been increased by $875,000 in the low estimate and by $2,750,000 in the 
high estimate. 


All of these errors are in favor of Dixon-Yates. 
Item 8. Additional TVA transmission 


The amount of $627,000 should be eliminated from both the von Tresckow 
low and high estimates. 

Transmission costs are incurred from the site of the generating station to the 
point where the electricity is used. 

Under the von Tresckow proposal, the generating station is to be built at 
Fulton, Tenn., on the exact site chosen by the TVA. 

Yet an amount of $627,000 is added for transmission costs to both the low and 
high von Tresckow estimates over and above the TVA estimates. Since in 
the von Tresckow proposal the site for the generating station is the same as TVA 
and the points where the electricity is used is the same, the addition of $627,000 
to the von Tresckow proposals is an error. 

This is an error in favor of Dixon-Yates. 

This means that a fourth error is introduced into both the low and high von 
Tresckow estimates by the AEC in items 9, 11, 13a, 13b, 15A—1, 15A-2, 15B-1, 
and 15B-2. 

This is a total of 16 errors. 

The cumulative total of errors in favor of Dixon-Yates to this point is 57. 

Item 9. Total cost, including TVA transmission 

These cumulative totals in the von Tresckow figures have now been increased 
by AEC errors to $1,502,000 in the low estimate and to $2,422,000 in the high 
estimate. 

Item 10. Less Federal income taxes 

Under this item $820,000 of Federal taxes is deducted from the Dixon-Yates 
costs, but no deductions are made from the von Tresckow figures. We do not 
believe this is proper. 

The von Tresckow group expected to pay Federal taxes out of the $4 million of 
profit it had limited itself to. This tax would, therefore, not be included in 
the cost of power. (See AEC record, letter of June 10, 1954—Strauss to Row- 
land Hughes—p. 68, par. 1) : 

“You note that no Federal income tax is estimated on the ground that (except 
for $4 million compensation in which the sponsors would bear the tax) there is 
no net taxable income.” 

Under the Dixon-Yates proposal $820,000 of Federal taxes would be paid and 
should be included in the cost of power. Including taxes in the cost of power 
is a standard practice of the Federal Power Commission, as well as the utility 
commissions of all of the 48 States. 

By excluding the taxes in the Dixon-Yates proposal, the AEC is brushing 
aside the practices of the Federal Government itself (the Federal Power Com- 
mission) and all of the 48 States in order to improve the Dixon-Yates figures in 
comparison with the von Tresckow proposal. 

This is an error in favor of Dixon-Yates, because it unjustifiably decreases 
their costs by $820,000. 

Furthermore, the Gore amendment to the Atomic Energy Act passed in Au- 
gust 1954, specifically prohibits the Atomic Energy Commission from reimbursing 
Dixon-Yates for Federal taxes. These taxes must, therefore, be included as 
part of the cost of power. 

AEC is aware of this. “Improvement Over Proposal” (Dixon-Yates)—*“Pro- 
vides for * * * compliance with Gore amendment to place former separate 
reimbursement for Federal income tax payments in basic capacity charge * * *.” 
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Memo—Nichols to Strauss—August 12, 1954, AEC record, page 85, attach- 
ment 22: 
“Section 4.01 Base Capacity Charge 
4.03 Periodic Adjustments 
Compliance with Gore amendment to place former separate reimbursement 
for Federal income tax payments in basic capacity charge with provisions 
for an adjustment to provide for changes in tax rate.” 

This means that there is an error in the Dixon-Yates proposal in items 11, 
13a, 13b, 15A—1, 15A—2, 15B-1, and 15B-2. 

Seven errors are introduced into the Dixon-Yates figures as a result of this 
action by the AEC. 

The total number of errors in the figures to this point is 65 (57 in the von 
Treschow figures and 7 in the Dixon-Yates figures); all of them in favor of 
Dixon-Yates. 

The general impression has been created that, since this is a deal involving 
purchase of power by the Federal Government for its own use, any Federal 
taxes, which are included in the cost of power to the Government by Dixon- 
Yates, would be offset by taxes received by the Federal Government from 
Dixon-Yates. 

Federal taxes, therefore, should not be considered to be part of the “real” 
Dixon-Yates cost of power. State and local taxes were to be reimbursed to 
Dixon-Yates for somewhat similar reasons. 

This sounds plausible until the record is examined and the hocus-pocus and 
double-talk is separated from the facts. 

The facts are that the Government, through the AEC, is only the middleman 
and is not the ultimate consumer at all; and that the actual ultimate consumer 
and real purchaser of the power is the consumer in the TVA area. It is he 
who will be asked to pay the bills regardless of what Hughes says in his letter 
of August 18, 1954 (Bureau of Budget record, attachment B-23), that the 
proposal (Dixon-Yates) does not contemplate that the AEC will buy power to 
supply TVA requirements. 

As things are being worked out, this consumer in the TVA area will have to 
pay the whole $150 million extra which the Dixon-Yates power will cost over 
and above the von Tresckow proposal. 

It is this TVA consumer who will pay for an $8,250,000 gift to Dixon-Yates; 
it is this consumer who will pay for the increased cost of construction of $17 
million at an inferior site; it is this consumer who will pay the Federal taxes 
of $820,000 per year, which are part of the Dixon-Yates cost; it*is this con- 
sumer who will pay the Arkansas taxes, which are $1,369,000 higher than in 
Tennessee; it is this consumer who will pay the $607,000 per year for the 
expensive transmission line crossing of the Mississippi River. 

The TVA consumer is being forced to subsidize Dixon-Yates to the extent 
of $150 million over a 35-year period so that they may build and operate a 
650,000 kilowatt-generating station in West Memphis, Ark., instead of the 600,000 
kilowatt station which TVA wanted and needs. 

The effect of the President’s directive to make a contract with Dixon-Yates 
is that the consumers of power in the TVA area shall subsidize the private 
power interests in the surrounding area to the tune of $150 million. 

The TVA consumer is apparently not to have any freedom of choice in the 
matter. 

CHRONOLOGY OF FACT 


AERC, as of this date, has a contract in force with TVA. 

TVA notified the Bureau of the Budget and AKC that it needed 600,000 kilo- 
watt of capacity in the Memphis area ‘in order to meet the needs of its own 
customers, and, unless TVA obtained this capacity, it would not be able to 
meet the AKC requirements in 1957 under the existing contract. 

AEC was directed by the President to make arrangements to supply this 600,000 
kilowatts of capacity to TVA in the Memphis area through a contract with 
Dixon-Yates. 

AEC and Bureau of the Budget expect the TVA to pay all costs of Dixon-Yates 
power over and above the rates AEC has to pay TVA under the presently 
existing contract. 

(See AEC record, pp. 40 and 41, attachment 9, letter of April 15, 1954, Strauss 
to Dodge): 

“However, it is our position that any costs involved to AEC over and above 
the cost of power under our present contract at Paducah should be borne by 
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TVA. Otherwise, the TVA would be further subsidized through an operating 
expense appropriation to the AEC.” 

On page 43 is a detailed estimate by AEC of costs to be borne by TVA. 

Curtis of TVA has this to say on the point (see AEC record, p. 80, attachment 
20, letter of July 2, 1954, to Rowland Hughes, pars. 2 and 3) : 

“According to AEC * * * the entire cost of this block of power supply would 
fall upon TVA, including the extra cost required to absorb the power in the TVA 
system. * * *” “It (AEC) would be contracting with the Dixon-Yates group, 
therefore, not on its own behalf but primarily for TVA.” 

“The estimates of the TVA staff indicate that the additional cost to be borne 
by TVA would be over $3% million a year * * *.” 

(This is without the taxes, which were, at the time of this letter, still to be 
reimbursable to Dixon-Yates by the AEC, but due to the Gore amendment must 
be included in costs.) 

The taxes are $1,499,000 (local) and $820,000 (Federal), or a total of $2,321,000 
(p. 70, attachment 15, AEC record, Strauss to Hughes, June 10, 1954). 

Hughes, Bureau of the Budget, replied to Curtis in a letter dated August 18, 
1954 (Bureau of the Budget record, attachment B-23). In this letter there is 
much gobbledygook, but no other conclusion can be drawn from it than that 
TVA has to pay all excess costs over and above its contract price with AEC for 
power at Paducah. 

At the same time TVA is asked to absorb the difference in the price of coal at 
Paducah and West Memphis (par. 4). The cost of coal at Paducah is about 16 
cents per million British thermal units (B. t. u.) and at West Memphis 19 cents 
per million B. t.u. For 5.2 billion kilowatt-hours this would amount to $1,505,192 
per year. 

If TVA is forced to absorb this sum, in addition to the $5.67 million mentioned 
by Curtis in his letter of July 2, 1954, this $1.5 million would be a direct subsidy 
by TVA consumers to the AEC. 


Item 11. Total cost to Government 

Up to this point the von Tresckow low estimate has been increased, through 
AEC errors, by $1,502,000, and the high estimate by $2,422,000; the Dixon-Yates 
figures have been unjustifiably decreased by $820,000. 


Item 12. Possible fuel cost at 18.4 cents and heat rate rate adjustment to 9,674 
B. t. u./kw.-hr. 

The AEC here holds $553,000 to the von Tresckow low estimate, and deducts 
$534,000 from the high estimate; $309,000 is deducted from the Dixon-Yates’ 
figures, 

The facts are that $312,000 should have been subtracted from the von Tres- 
ckow low estimate, $1,498,000 should have been deducted from the high estimate, 
and $348,000 should have been added to the Dixon-Yates figure. 

This appears to be a complicated calculation and difficult for the layman to 
follow. Actually, it is simple and anyone can understand it. Only AKC is 
confused. 

The total production for the plant at this point has been adjusted to 5.2 billion 
in the von Trosckow figures. This was done in item 6 of the cost comparisons 
to provide a fair comparison with Dixon-Yates. 

Coal is measured by the British thermal heat units (B. t. u.) it contains. 

A generating station’s efficiency is measured by the number of British thermal 
units (B. t. u.) required to produce one kilowatt-hour of electricity. 

Coal prices are quoted in terms of the cost per million British thermal units 
(B. % 2s 

In order to arrive at the fuel cost, all that needs to be done is to multiply the 
production—in this case 5.2 billion kilowatt-hours—by the estimated B. t. u. re- 
quired per kilowatt (divide by 1 million) and then multiply by the cost per 
million B. t. u. 

The von Tresckow low estimate of fuel costs, at this point in the calculations, 
is based on 5.2 billion kilowatt-hours times 9,200 B. t. u. per kilowatt-hour 
(divide by 1 million) times 20 cents per million B. t. u. This is $9,568,000. 

The AEC adjusts the B. t. u. per kilowatt-hour to 9,674, because they believe 
that this is a better average figure over the life of the contract. They cut the 
cost of fuel to 18.4 cents per million B. t. u., because the TVA can buy fuel de- 
livered at Fulton at that price. Thus, 5.2 kilowatt-hours times 9,674 B. t. u. per 
kilowatt-hour (divide by 1 million) times 18.4 cents per million B. t. u. equals 
$9,256,000, or $312,000 less than the previous figure. The AEC, instead of de- 
ducting this amount from the von Tresckow low estimate, deliberately adds 


$553,000 to the low estimate figure. 
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The von Tresckow high estimate fuel costs are based on 5.2 billion kilowatt- 
hours times 9,400 B. t. u. per kilowatt-hour (divide by 1 million) times 22 cents 
per million B. t. u. This is a fuel cost of $10,753,360. The AEC adjustment to 
5.2 billion kilowatt-hours times 9,674 B. t. u./kilowatt-hours (divide by 1 million) 
times 18.4 cents per million B. t. u. equals $9,256,000. This is $1,498,360 less. 

Instead of deducting this amount from the cumulative calculations of the 
von Tresckow high estimate, they only deducted $534,000. They just forgot 
$964,000 of deductions that should have been made. 

Re Diron-Yates figures in this regard 

No figures which showed the number of B. t. u.’s per kilowatt-hour Dixon- 
Yates had used in order to arrive at their fuel costs have ever been made public. 
The figure has been carefully hidden so that it would be impossible to accurately 
check Dixon-Yates costs. The von Tresckow group was asked by the AEC to 
supply all details, and they are published in the letter of June 2, 1954, von Tres- 
ckow to AEC (pp. 53-59, attachment 14, AEC record). 

Some detective work among the figures, given in one place or another, indicates 
that the B. t. u. figure per kilowatt-hour for Dixon-Yates is 9,017. The 5.2 billion 
and 19 cents per million B. t. u. are given. This means that Dixon-Yates’ fuel 
costs are 5.2 times 9,017 divided by 1 million times 19 cents, or $8,908,000. 

Under the AEC adjustment to 9,674 B. t. u per kilowatt-hour and 18.4 cents 
per million B. t. u., the formula is: 5.2 X9,6741,000,000 X 18.4 cents, which equals 
$9,256,000, or $348,000 more than their own figure. 

All this is an error in the low and high von ‘Tresckow estimates. 

This means that a fifth error is introduced into both the low and high von 
Tresckow estimates by the AEC in items 18a, 13b, 15A-1, 15A-2, 15B-1, and 
15B-2. 

This is a total of 14 additional errors in the von Tresckow figures. 

This is also an error in the Dixon-Yates figures and introduces a second error 
in Dixon-Yates items 13a, 13b, 15A—1, 14A-2, 15B—1, and 15B-2. 

This is a total of 7 additional errors in the Dixon-Yates figures. 

The cumulative total of errors to this point is: 





In the von Tresckow figure®s..<oss~..4..~~-~s.n0-- pedi n aceite! zo Bae 
In the Dixon-Yates figures Scala is pied Sas i ae 
Or a total of_- ebittn dads laleitnicisihteuibn diamant atk Be 


All of the errors are in favor of Dixon-Yates. 

The error under this item 12 amount to $865,000 in the yon Tresckow low 
estimate and $964,000 in the high estimate. 

The error in the Dixon-Yates figures under item 12 is a minimum of $618,000. 


Item 13. Total adjusted for fuel: (a) Total cost, item 94-12; (b) cost to Gov- 
ernment, item 11+12 

The sums under (a) and (0b) are the same in the low and high von Tresckow 
estimates. The two figures in the low estimate, at this point, contain a cumu- 
lative error of $2,367,000. The two figures in the high estimate contain a cumu- 
lative error of $4,341,000. 

The Dixon-Yates figures under (a) contain a cumulative error of $618,000 and 
under (b) a cumulative error of $1,488,000. 

All of the AEC errors in the von Tresckow figures are increases in costs. 

All of the AEC errors in the Dixon-Yates figures are decreases in costs. 

All errors favor Dixon-Yates. 


Item 14. Possible annual increase under capital-cost provision 


Under this heading the yon Tresckow low and high estimates are added to 
by $1,631,000 per year, and only $285,000 is added to the Dixon-Yates figures. 

These figures, in both the von Tresckow and Dixon-Yates proposals, should be 
eliminated, or both proposals should be treated equally. 

The Dixon-Yates figure of $285,000 is based on the theory that the limit of cost 
to the Government under this proposal is $112 millions. This is not true. 

The corporation organized for the purpose of building this generating station 
only has a capital of $5.5 millions. All of this money is included in the low 
estimate of construction cost of $107,250,000. A corporation is limited in its 
liability to the amount of its capital. Money would have to be provided for any 
additional costs beyond $107 millions. It has not been stated publicly as yet 
who would put up the money for half of the increase up to $117 millions and 
who exactly would be responsible beyond that figure. 
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If it is to be the company that has been organized for this purpose, the $5.5 
millions of capital obviously does not provide a guaranty, because that money 
must be spent in constructing a $107 million plant. 

The only real guaranty that the Dixon-Yates generating company can meet 
its obligations up to about $117 millions is the $8.25 million gift which the AEC 
is making to Dixon-Yates in the form of paying for the extra 50,000 kilowatts 
in the increase in the capacity charge, which is made for that purpose in the 
proposed contract. 

The AEC itself is providing this guaranty—not Dixon-Yates. 

At the same time, if the Dixon-Yates cost should be $117 million, Dixon-Yates 
will receive an additional $285,000 per year under the proposed contract with 
AEC. 

This payment would be made under the provision that the AEC has to pay 
for half of the increase in cost from $107 million to $117 million, or $414 million. 
Thus, the AEC itself actually pays for a guaranty up to $120 millions of plant 
cost—and not Dixon-Yates. 

(It is to be remembered that the first cost estimate of Dixon-Yates for 
the construction of their generating station in Arkansas was $120 million.) 
(See AEC record, p. 18, attachment 6, letter of February 25, 1954—Dixon 
and Barry to AEC.) 

The von Tresckow group neither asked for, nor was it offered, similar terms 
in its proposal. 

Therefore, the figures in item 14 should be thrown out because they are.a 
deliberate falsification and not even a remotely fair statement of fact. 

The von Tresckow group made a straightforward proposal to build a 600,000- 
kilowatt generating station at Fulton, Tenn., at the site selected by TVA, under 
the engineering and construction supervision of TVA at a cost of $80 to $100 
million. 

(The AEC called all cost estimates reasonable and in line with actual ex- 
perience. ) 

The von Tresckow group offered to turn the generating station over to TVA for 
$1 at the end of 32 years. The profit was to be limited to an average of $133,000 
per year over a 30-year period. 

It offered to put up a $20 million bond that its costs would not exceed Dixon- 
Yates and that all savings would go to the Government. 

There is no hidden subsidy or gimmick of any kind in the von Tresckow pro- 
posal. 

The addition of $1,631,000 to the von Tresckow figures and $285,000 to Dixon- 
Yates is an error in the von Tresckow high and low estimates and the Dixon- 
Yates figures. 

This means that a sixth error is introduced into both the high and low von 
Tresckow estimates by the AEC in items 15A-1, 15A—2, 15B-1, and 15B-2. 

A third error is introduced into the Dixon-Yates figures in the same items. 

The primary effect of this error is that it distorts the basis of comparison in 
favor of Dixon-Yates. 

The total of errors is 8 in the von Tresckow figures and 4 in the Dixon-Yates 
figures for a total of 12 errors. 

The amount of the error is $1,631,000 in the high and low von Tresckow esti- 
mates, and $285,000 in the Dixon-Yates estimate. 

All of the AEC errors favor Dixon-Yates. 

The cumulative total of AEC errors to this point is 79 in the von Tresckow 
figures and 18 in the Dixon-Yates figures, or a total of 98 errors. 

All of the errors are in favor of Dixon-Yates. 

The amount of the cumulative error up to this point in the von Tresckow low 
estimate is $3,998,000. In the high estimate this figure is $5,972,000. The 
amount of the cumulative error in the Dixon-Yates figures is $1,153,000. 

All of the AEC errors in the von Tresckow figures are increases in costs. All 
of the AEC errors in the Dixon-Yates figures are decreases in costs. All errors 
favor Dixon-Yates. 


Item 14. Total including possible increase in capital cost 


There are four sets of figures under this item Al, A2, B1, and B2. The last 
one is the only important one, because it is the set of figures from which the 
conclusions of the AEC were drawn. They were the basis for the Presidential 
directive for the AEC to negotiate a contract with Dixon-Yates. 

The AEC figures for the von Tresckow low estimates are $20,977,000 per year— 
the cost per kilowatt 4.08 mills. The correct figures are $16,979,000—cost per 
kilowatt-hour 3.26 mills. 
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The AKC has deliberately added $3,998,000, or 0.77 mill per kilowatt-hour to the 
von Tresckow low estimate. 

The AEC figures for the von Tresckow high estimate are $23,653,000 per year. 
The cost per kilowatt-hour is 4.55 mills. The correct figures are $17,681,000. 
The cost per kilowatt-hour is 3.40 mills. 

The AEC has deliberately added $4,972,000, or 1.15 mills per kilowatt-hour, to 
the von Tresckow high estimate. 

The AKC figures for Dixon-Yates are $20,545,000, or 3.95 mills per kilowatt- 
hour. The correct figures are $21,698,000, or 4.17 mills per kilowatt-hour. 

The AEC has deliberately subtracted $1,153,000, or 0.22 mills per kilowatt- 
hour, from the Dixon-Yates figures. 

The addition of $3,998,000 to the von Tresckow low estimate and the subtrae- 
tion of $1,153,000 from the Dixon-Yates low figures makes the low Dixon-Yates 
proposal actually $5,151,000 per year higher than the low von Tresckow figures, 
according to the corrected AEC figures. 

The von Tresckow group Claimed a minimum saving of $150 million over the 
Dixon-Yates proposal in a 30-year period. This proves it. 

The AEC attempted to prove the correctness of its conclusion by introducing 98 
errors into the calculations, all of them in favor of Dixon-Yates. (No errors of 
less than $50,000 were counted.) 

The total of these errors amounts to $5,151,000. 


Quotations from record of procedure, Bureau of the Budget, released Saturday, 
August 21, 1954, by order of the President 


RE 600,000 KILOWATTS OF CAPACITY—600,000 KILOWATTS OF FIRM POWER 


Outline of Negotiations 


Page 1, paragraph 2: “In order to provide, with appropriate operating re- 
serves, for reascnable growth in industrial, municipal, and cooperative power 
loads in the area through calendar year 1957, arrangements are being made to 
reduce, by the fall of 1957, existing commitments of the Tennessee Valley Author- 
ity to the Atomic Energy Commission by 500,000 to 600,000 kilowatts, This would 
release the equivalent amount of Tennessee Valley Authority generating capa- 
ow? > =." 

Paragraph 3: “* * * and that this required starting construction of new 
generating capacity in 1955.” 

Page 2, paragraph 5: “* * * the plans were changed to increase the amount 
of relief to TVA by 1957 from 450,000 kilowatts to from 500,000 to 600,000 
kilowatts.” 


EXCERPTS FROM” COPIES OF CORRESPONDENCE ATTACHED TO THE RECORD 


December 18, 1953. Jos. M. Dodge to Gordon R. Clapp, attachment B-1 


Paragraph 3: “This portion of the AEC load for the Paducah plant would 
be met from additional capacity provided by sources other than TVA, thereby 
releasing the equivalent amount of TVA generating capacity to meet the in- 
creased load requirements of other consumers in the TVA power area.” 


December 24, 1958. Rowland Hughes to Lewis L. Strauss, attachment B-2 


Paragraph 1: “As a result of your preliminary conversations * * * arrange 
ments can probably be worked out to supply the Atomic Energy Commission 
Paducah installation with 500,000 (and possibly up to 600,000) kilowatts more 
of electric power * * *,” 

Paragraph 3: “* * * to supply AEC with an additional 500,000 kilowatts 
to 600,000 kilowatts no later than the fall of 1957.” 


December 24, 1958. Gordon R. Clapp to Jos. M. Dodge, attachment B-3 
Paragraph 2: “* * * at least 500,000 and possibly by as much as 600,000 
kilowatts.” 
Paragraph 3: “* * * for a substitute source for 500,000 to 600,000 kilowatts) .” 
Paragraph 4: “Provision of the 500,000 or 600,000 kilowatts presently planned 
to be secured * * *,” 
March 1, 1954. Gordon R. Clapp to Jos. M. Dodge, attachment B-4 


Paragraph 2: “* * * to provide the 500,000 or 600,000 kilowatts * * *.”’ 


Paragraph 4; “* * * to increase the load-carrying capacity of the TVA 
system * * *,” 








ie aaa ia 


Peete ce Sa 


= 2 osm SL 


‘heals oR SF EAS aL ce an Roa sce se 
































UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO. 795 


March 23, 1954. Gordon R. Clapp to Joseph M. Dodge, attachment B-5 


Paragraph 1: “* * * I wrote you concerning the need for our prompt installa- 
tion of additional power generating capacity * * *.” 


April 16, 1954, Eugene M. Zuckert to Roland R. Hughes, attachment B-6 


Paragraph 2: “* * * for the supply of 600,000 kilowatts of power in the 
Memphis area.” 


April 17, 1954. K. D. Nichols to Sen. Leverett Saltonstall, attachment B-8 


Paragraph 1: “* * * to explore the possibility of reducing existing com- 
mitments of the TVA to the AEC by 600,000 kilowatts.” 


April 24,1954. Rowland Hughes to the President, attachment B-9 

Paragraph 1: “* * * by reducing existing commitments of the TVA to the 
AEC by 500,000 to 600,000 kilowatts by transferring this load to private enter- 
prise. This would not only provide generating capacity to meet the increas~d 
load requiremerts of other consumers, but would also eliminate the need for 
appropriations to finance additional steam-generating units.” 

Paragraph 2: “The offer is * * * for the production of 600,000 kilowatts.” 
May 10, 1954. Rowland Hughes to Sen. Leverett Saltonstall, attachment B-11 

Paragraph 1: “* * * to supply * * * from 500,000-600,000 kilowatts of 
power * * %” 

Paragraph 2: “* * * to provide AEC with 600,000 kilowatts of power.” 

Paragraph 3: “* * * to provide funds for additional steam-generating capac- 
ity for TVA.” 
May 14,1954. Leverett Saltonstall to Rowland Hughes, attachment B-12 


Paragraph 1: ‘“* * * to supply * * * from 500,000-600,000 kilowatts of 
power. * * *” 


June 15, 1954. Rowland Hughes to the President, attachment B-15 


Paragraph 1: ‘“* * * for completing the contract for approximately 600,000 
kilowatts. * * *” 


June 16,1954. Rowland Hughes to Harry A. Curtis, attachment B-17 
Paragraph 1: “* * * as to the proposal for Federal construction of additional 
generating units by the Tennessee Valley Authority.” 


Paragraph 3: “Under this proposal the AEC will secure 600,000 kilowatts of 
firm power. * * *” 
June 16,1954. Rowland Hughes to Leverett Saltonstall, attachment B-18 

Paragraph 1: “* * * from private sources with from 500,000 to 600,000 kilo- 
watts of power. * * *” 

Paragraph 2: “* * * by reducing existing commitments of TVA to AEC by 
500,000-600,000 kilowatts. * * *” . 

Paragraph 3: “* * * to obtain the additional capacity * * * further concen- 
tration of additional capacity * * * to provide additional capacity in the Mem- 
phis area * * * further concentration of generating capacity. * * *” 

Page 2, paragraph 5: “* * * 600,000 kilowatts of firm power before the end of 
calendar year 1957.” 

Page 3, paragraph 2: “* * * for the construction by TVA of additional steam 
capacity. * * *” 


June 16,1954. Rowland Hughes to Harry A. Curtis, attachment B-19 

Paragraph 2; “Under this proposal an additional 600,000 kilowatts of firm 
power will be delivered to the TVA system by the latter part of calendar year 
1957 to take care of AEC loads, This arrangement will make available to TVA 
600,000 kilowatts of power. * * *” 

Paragraph 4: “for additional capacity specifically to serve the firm increment 
of this load, * * *” 

Paragraph 5: ‘“* * * for construction by TVA of additional steam-generating 
capacity will be submitted. * * *” 
July 2.1954. Harry A, Curtis to Rowland Hughes, attachme nt B-20 

Paragraph 3: “* * * to reduce * * * existing commitments * * * by 500,000 
to 600,000 kilowatts. This would release the equivalent amount of Tennessee 
Valley Authority generating capacity. * * *” 
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August 18,1954. Rowland Hughes to W. Sterling Cole, attachment B-22 
Paragraph 5: “* * * to reduce the AKC demand by 600,000 kilowatts. * * * 
In exchange, TVA will agree to receive in the Memphis area the same amounts 
of capacity and energy. * * *” 
Page 2, paragraph 1: “Of this total additional capacity, 500,000 kilowatts will 
be available. * * * The remaining 100,000 kilowatts will be applicable. * * *” 


Quotations from the Atomic Energy Commission record, released August 21, 1954: 
by order of the President 


RE 600,000 KILOWATTS OF CAPACITY—600,000 KILOWATTS OF FIRM POWER 


December 12, 1958. J. W. McAfee to Walter Williams, attachment 1 

Page 9, paragraph 1: “* * * an additional supply of power which could amount 
to as much as 450,000 kilowatts.” 

Paragraph 6: “* * * for the supply of its 450,000 kilowatts of firm ca- 
pacity * * *.” 
October 10, 1958. R. B. Wilson to G. O. Wessenauer, attachment 2 

Page 11, paragraph 3: “* * * we propose to supply you with an amount of 
capacity equal to that you proposed at Fulton.” 
February 9, 1954. E. A. Yates to Gordon R. Clapp, attachment 5 

Page 15, paragraph 3: “* * * contemplates that some 500,000 to 600,000 kilo- 
watts of load * * *.” (A decided distinction is made in this letter between 
generating capacity and firm power.) 
February 25, 1954. Diron-Yates to K. D. Nichols, attachment 6 

Page 18, paragraph 1: “* * * furnish between 500,000 to 600,000 kilowatts of 
power * * *,.” 

Page 19, paragraph 2: “This would be $120,000,000 to provide the suggested 
600,000 kilowatts.” 

Paragraph 5: “* * * 600,000 kilowatts of 3-phase, 60-cycle electric power on as 
continuous a basis as you can utilize such power * * *.” 
March 3,1954. Lewis L. Strauss to Joseph M. Dodge, attachment 7 


Paragraph 1: “* * * an additional 500,000 kilowatts to 600,000 kilo- 
watts * * *.” 


April 10,1954. Dixon and Barry to K. D. Nichols, attachment 8 

Pages 30 and 31: “(4). The base capacity charge includes the cost associated 
with initial facilities of approximately 650,000 kilowatts, of which capacity in 
excess of 600,000 kilowatts is reserve capacity, and the base capacity charge 
includes the costs associated with such excess as compensation to seller for 
furnishing reserve capacity sufficient to provide firm service with one unit out 
of service.” 

Page 32: Under “Definitions: Seller’s Initial Facilities :”’ “A new steam electric 
generating station * * * of approximately 650,000 kilowatts capacity (approxi- 
mately 50,000 in excess of contract capacity * * *).” 

Page 33: “Contract capacity, 600,000 kilowatts.” 

April 15, 1954. Lewis L. Strauss to Joseph M. Dodge, attachment 9 

Page 34, paragraph 2: “* * * (c) to build a 650,000 kilowatt steam electric 

station near West Memphis, * * *.” 


April 16,1954. Eugene M. Zuckert/Henry D. Smyth to Rowland Hughes, attach- 
ment 9A 


Page 43a, paragraph 2: “Under this proposal * * * as a vehicle for the supply 
of 600,000 kilowatts of power in the Memphis area.” 
April 17,1954. K.D. Nichols to Senator Leverett Saltonstall, attachment 9B 


Page 48c, paragraph 1: “* * * reducing the existing commitments of the TVA 
to the AEC by 600,000 kilowatts.” 


May 5, 1954. R.W. Cook to Lucius BE. Burch, attachment 11 
Paragraph 2: “* * * with sufficient back-up * * *.” 
June 10,1954. Lewis L. Strauss to Rowland Hughes, attachment 15 


Page 63, paragraph 1: “* * * has received a second proposal for the supply 
of 600,000 kilowatts of firm power * * *.” 
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Paragraph 5: “Such a plant would be fully integrated into and become a part 
of the TVA system.” 

Page 65, paragraph 1: “* * * looking to that system for backup energy, and 
disposing of all plant output through TVA’s transmission system.” 
June 22, 1954. K. D. Nichols to Strauss, Smyth, Murray, Zuckert, and Campbdelt, 

attachment 17 

Page 75, paragraph 1: * * hearings concerning the proposed contract * * ® 
to supply the AEC with 600,000 kilowatts of firm power * * *.” 
June 30,1954. K.D. Nichols to Dizon and Barry, attachment 19 

Page 77, paragraph 1: “* * * offering to furnish 600,000 kilowatts of firm power 
in the Memphis area constitutes a satisfactory basis for negotiation of a defini- 
tive contract.” 
July 2,1954. Harry A. Curtis to Rowland Hughes, attachment 20 

Page 79, paragraph 1: “* * * to sell 600,000 kilowatts of power * * *.” 
August 12,1954. K.D. Nichols to Lewis L. Strauss, attachment 22 

Page 85: “Section 1.04. Contract capacity. Increased contract capacity to 
AEC in event actual net capability of plant is greater than 650,000 kilowatts.” 
August 18, 1954: K. D. Nichols to W. Sterling Cole, attachment 24 

Page 87, paragraph 3: “Of the total of 600,000 kilowatts of capacity that will 
be available * * *.” 


som 


Comparison between AEC figures and corrected figures for von Tresckow low 
estimate 


{AEC record, attachment 15, pp. 70 and 71; letter of June 10, 1954, Strauss to Rowland Hughes. (Se« 
explanation for each correction in text)] 


[Items 1 through 5 figured on 4.73 billion kilowatt-hours. AJ] amounts in thousands] 
Cumulative 

f ror by Corrected 

; AEC over figure 

WvT figures 


1. Production and transmission capacity 


noliiaeae - $7, 623 +$50 $7, 573 
Mills per kilowatt-hour__-.-..-- Seeneswiie 1. 61 +0. 01 1. 60 
2. Energy ; se $9, 453 +-$750 $8, 703 
Fuel cost per million B. t. u_........-.-- cents... 20 — 20 
Cost, mills per kilowatt-hour P 2. 00 +0.16 1.84 
3. Total (excluding taxes ion ; . $17, 076 +-$800 $16, 276 
Mills per kilowatt-hour : salient 3. 61 +0. 17 3.44 
4. Taxes ale * J ‘ ies aha $150 i $150 
Mills per kilowatt-hour ‘ banistlibes Rita 0. 03 
5. Total (including taxes) .......-- ‘ snl telat $17, 226 +$800 $16, 426 
Mills per kilowatt-hour " ; , 3. 64 +0.17 3 47 
6. Adjustment to meet 5,200,000,000 requirement_. ee = $940 $75 ERE 
Mills per kilowatt-hour (470,000,000 kilowatt-hours 2. 00 +0.16 1. 84 
7. Total cost (5,200,000,000 kilowatt-hours) . ._- $18, 16¢ +-$875 $17, 291 
Mills per kilowatt-hour asa — Seéceenaes 3. 49 +0.16 3, 33 
8. Additional TVA transmission... ._._-. ied $627 + $627 ™ 
Mills per kilowatt-hour - . )} | = 
9. Total cost (including TVA transmission) pian ‘ $18, 793 +$1, 502 $17, 291 
Mills per kilowatt-hour wateisnentinae: 3. 61 +0. 28 3. 33 
10. Less Federal income tax_-.-- 
Mills per kilowatt-hour on mixta page aie a 
11. Total cost to Government___- suntibsinhsainkciansnitel $18, 793 +$1, 502 $17, 291 
Mills per kilowatt-hour al 3. 61 0. 28 3. 33 
12. Possible fuel cost 18.4 cents + heat rate adjustment to 
9,674 B. t. u./kw.-hr +$553 +$865 —$312 
Mills per kilowatt-hour . . +0. 11 +0.17 0. OF 
13. Total adjusted for fuel: 
(a) Total cost (item 9+12 $19, 34¢ +-$2, 367 $16, 979 
Mills per kilowatt-hour - 3. 72 +0. 46 26 
(6) Cost to Government (item 11+12 ‘ $19, 346 +$2, 367 $16, 979 
Mills per kilowatt-hour A oe 3. 72 +0. 46 3. 26 
14. Possible annual increase under capital cost provision . $1, 631 +$1, 631 
Based on dollars per kilowatt-hour 200 150 
Mills per kilowatt-hour 0. 31 +0. 31 
15. Total (including possible increase in capital cost): 
A. Including sponsors estimate of fuel cost: 
1. Total cost (item 9+14) . $20, 424 4+$3, 133 $17. 203 
Mills per kilowatt-hour 3 93 +0, 60 , 33 
2. Total cost to Government (item 11+14 $20, 424 +$3, 133 $17, 291 
Mills per kilowatt-hour 3. 93 +0. 60 3 
B. Including 18.4 cents fuel cost: 
1. Total cost (item 13a+14) $20, 977 +$3, 998 $16, 979 
Mills per kilowatt-hour. __ 3 +0. 77 3. 26 
2. Total cost to Government (item 13b+14 +$3, 998 $16, 979 





Mills per kilowatt-hour___. +0. 77 3. 28 
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Comparison between AEC figures and corrected figures for von Tresckow high 
estimate 


[AEC record, attachment 15, pp. 70 and 71; letter of June 10, 1954, Strauss to Rowland Hughes. (See 
explanation for each correction in text)] 


{Items 1 through 5 figured on 4.73 billion kilowatt-hours, All amounts in thousands] 

















| 
| Cumulative 
n .¢ | error by Corrected 
Item AEC figures | AEC over figures 
| WvT figures 
~— ptnastnisat — ill ishinishntitninmigeiedsiaialeanend | nf ee 
1. Production and transmission capacity $9, 317 +$1, 050 $8, 267 
Mills per kilowatt-hour- -. : . | 1. 97 +. 22 1.75 
2. Energy i ite $10, 540 +$750 $9, 790 
Fuel cost per million B. t. u ; ¥ ; cents __| 22 | 22 22 
Cost, mills per kilowatt-hour ead oo 2. 23 | +0. 16 2. 07 
8. Total (excluding taxes) : | $19, 857 | +$1, 800 | $18, 057 
Mills per kilowatt-hour- . -___- : ah 4. 20 | +0. 38 | 3. 82 
4, Taxes $1, 100 +$950 $150 
Mils per kilowatt-hour_. , . 0. 23 | +0. 20 | 0. 03 
5. Total (including taxes) ae sail ain ‘ $20, 957 | +$2, 750 $18, 207 
Mills per kilowatt-hour 4. 43 +0. 58 | 3. 85 
6, Adjustment to meet 5,200,000,000 requirement. $972 |. . | $972 
Mills per kilowatt- hour (470,000,000 kilowatt-hours) Ly 0. 21 
7. Total cost (5,200,000,000 kilowatt-hours. . _- : $21, 929 | +$2, 7 $19, 179 
Mills per kilowatt-hour._.__ | 4. 22 | +0. 5 3. 69 
8. Additional TVA transmission : | +$627 Tee 
Mills per kilowatt-hour | 2 | +0. 12 
9. Total cost (including TVA transmission) . +$3, 377 $19, 179 
Mills per kilowatt-hour +0. 65 | 3. 69 
10. Less Federal income tax 
Mills per kilowatt-hour..._. aaa i Rate ae 
11, Total cost to Government Sanat edad ates kta $22, 556 -+$3, 377 $19, 179 
Mills per kilowatt-hour | 4. 34 +0. 65 3. 69 
12. Possible fuel oe 18.4 cents + heat rate adjustment to | | | 
9,674 B. t. u./kw.-hr Saeesues «sakdbcecus — $534 | +$964 —$1, 498 
Mills per kilowatt-hour.-_............. bisa eantnseniinwainiied 0. 10 +0. 19 —0. 29 
13. Total adjusted for fuel: | | 
(2) Total cost (item 9+12).................--. : $22, 022 | +-$4, 341 | $17, 681 
Mills per kilowatt-hour on ine ; 4. 24 +-0. 84 | 3. 40 
(6) Cost to Government (item 11+12)- dasciicniana baie $22, 022 +$4, 341 $17, 681 
Mills per kilowatt-hour-. _ _.- wind 4.2 +0. 84 | 3. 40 
14. Possible annual increase under capital cost provision. - $1, 631 | +$1, GOR Nsctkiace 
Based on dollars per kilowatt-hour............-- cal O00 Poi22.2- le eraie se 
Mills per kilowatt-hour » sabeh 0. 31 | POE Jisds. 
15. Total (including possible increase in c apite al cost) : 
A. Including sponsors estimate of fuel cost: | | | 
Total cost (item 9+14)_....-. se wemeeonnantl $24, 187 | +-$5, 008 | $19, 179 
Mills per kilowatt-hour. _. sets 4. 65 +0. 96 | 3. 69 
2. Total cost to Government (item 11+14)__---| $24, 187 | +$5, 008 | $19, 179 
Mills per kilowatt-hour.__.............- | 4. 65 | +0. 96 3: 69 
B. Including 18.4 cents fuel cost: | } 
Total cost (item 13a+14) - Sabvaibinesobes $23, 653 +$5, 972 $17, 681 
Mills per kilowatt-hour vi 4.55 | +1.15 | 3. 40 
2. Total cost to Government (item 13b+14) 2 $23, 653 | +$5, 972 $17, 681 
Mills per kilowatt-hour. ._....-- aahehied 4. 55 +1.15 3. 40 
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i {AEC record, attachment 15, pp. 70 and 71; letter of June 10, 1954, Strauss to Rowland Hughes. 


explanation for each correction in text)] 


4.73 billion kilowatt 


{Items 1 through 5 figured on 


Item 


1. Production and transmission capacity... 
Mills per kilowatt-hour 
. Energy 
3 Fuel cost per million B. t. u_.. 
# Cost, mills per kilowatt-hour.. 
3. Total (excluding taxes) .. 
Mills per kilowatt-hour - 
4. Taxes . shit 
Mills per kilowatt-hour_. 
5. Total (including taxes). 
Mills per kilowatt-hour 
4. Adjustment to meet 5,200,000,000 requirement 
Mills per kilowatt-hour (470,000,000 kilowatt-hours) 
7. Total cost (5,200,000,000 kilowatt-hours) - 
Mills per kilowatt-hour 
8. Additional TVA transmission... 
Mills per kilowatt-hour 
9. Total cost (including TVA transmission) -.- 
. Less Federal income tax_- Jas 
Mills per kilowatt-hour____-_- 
11. Total cost to Government... ___. 
Mills per kilowatt-hour 
12. Possible fuel cost 18.4 es rate es to 9,674 
B. t. u./kw.-hr é 
Mills per kilowatt- hour... oulpee 
13. Total adjusted for fuel: 
(a) Total cost (item 9+-12) __ ; 
Mills per kilowatt-hour. _. 
(b) Cost to Government (item 11+-12) 
Mills per kilowatt-hour 
14. Possible annual increase tinder capital cost provision 
Based on dollars per kilowatt-hour_. 
Mills per kilowatt-hour. 
15. Total (including possible increase in capital cost) 
A. Including sponsors estimate of fuel costs: 
1. Total cost (item 9+14) ___- 
Mills per kilowatt-hour. . 
2. Total to Government (item 1]+14) 
Mills per kilowatt-hour_ 
B. Including 18.4-cent fuel cost: 
Total cost (item 13a+14)_......-. 
Mills per kilowatt-hour- 


to 


2. Total cost to Government (item are a ins 


Mills per kilowatt-hour...-- 


-hours. 


cents 


| 
| AEC figures 


| $20, 569 


3. 96 


— $309 
0. 06 


4.05 
$20, 260 
3. 90 
$225 
el 180 
} 0.05 


$21, 674 
4.17 
$20, 854 
4.01 


$21, 365 
4.11 
$20, 545 
3. 95 


GENERATING CO. 


All amounts in thousands] 


$21, 080 | 


799 


Comparison between AEC figures and corrected figures for Dizon-Yates estimate 


(See 


. | 
Cumulative | 


errorby | Corrected 
AEC over figures 

Dixon-Yates 
$21, 389 
+-$820 +-$820 
+0. 16 0.16 
+$820 $21, 389 
+0.15 4.11 
+$309 +$309 
+0. 06 0. 06 
+$1, 618 | $21, 698 
+. 12 4.17 
+$1, 438 21, 698 
+0. 28 4.17 

— $285 

—0. 05 
— $285 $21, 389 
—0.05 4.12 
+$535 $21, 389 
+0. 11 4.12 
+$333 $21, 698 
+-0. 06 4.17 
+-$1, 153 $21, 698 
+0. 23 4.17 
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Comparison of annual costs of power supply for replacement of 600 MW of 


power under contract with T'VA for the Paducah project 





Von Tresckow Group, 
May 26, 195 » 
May 26, 1954 Dixon-Yates, 


M____ ~~ % _ 
(5,200,000,000 


Low estimate High estimate 


1. Production and transmission capacity _. 


(4.730,000,000 
kilowatt- 
hours !) 


$7, 623, 000 


(4.730,000,000 
kilowatt- 
hours !) 


$9, 317, 000 


kilowatt- 
hours 


$8, 775, 000 


Mills per kilowatt-hour_............ 2 1. 61 1.97 1. 69 
2. Energy _ ceca a $9, 453, 000 $10, 540, 000 $9, 688, 000 
Fuel cost per million B, t. u. cents 20 22 19 
Mills per kilowatt-hour 2.00 2. 23 1. 86 
3. Total (excluding taxes . Saahd $17, 076, 000 $19, 857, 000 $18, 463, 000 
Mills per kilowatt-hour__...- woul 3. 61 4. 20 3. 55 
4. Taxes one < Sheu pUenbtnmnaate $150, 000 $1, 100, 000 $2, 319, 000 
Mills per kilowat-hour wath 0.03 0. 23 0. 45 
5. Total (including taxes) . _. Rae $17, 226, 000 $20, 957, 000 $20, 782, 000 
Mills per kilowatt-hour 3. 64 | 4.43 | 4. 00 


6. Adjustment to meet 
hours requirement ‘ ; 
Mills per kilowatt-hour (470,000,000 kilo- 


5,200,000,000 kilowatt- | 


$940, 000 


$972, 000 


watt-hours ‘ éstiee 2.00 2.07 |... ‘ é 

7. Total cost (5,200,000,000 kilowatt-hours) $18, 166, 000 $21, 929, 000 $20, 782, 000 
Mills per kilowatt-hour 3. 49 | 4. 92 4.00 
8. Additional TVA transmission -. $627, 000 $627, 000 $607, 000 
Mills per kilowatt-hour 0.12 0 12 0.12 
9. Total cost (including TVA transmission $18, 793, 000 $22, 556, 000 $21, 389, 000 
Mills per kilowatt-hour 3.61 | 4.34 4.11 
1D. Lees POmerel MibOmes TANG. 5. nnn 2 ccc cect tl centnacnsen sidhipictadai $820, 000 
Mills per kilowatt-hour a ~ . 0.16 
1l. Total cost to Government $18, 793, 000 $22, 556, 000 $20, 569, 000 
Mills per kilowatt-hour 3.61 | 4.34 3. 96 

12. Possible fuel cost at 18.4 cents and heat rate } 
1dijustment to 9,674 13. t. u./kw.-hr $553, 000 ($534, 000) ($309, 000 
Mills per kilowatt-hour 0.11 | (0. 10) (0. 06 


13. Total (adjusted for fuel 
(a) Total cost (items 9 and 12 


$19, 346, 000 





$22, 022, 000 


$21, 080, 000 


Mills per kilowatt-hour 3. 72 4.24 4.05 
(b) Cost to Government (items 11 and 12 $19 100 | $22,022,000 | $20, 260, 000 
Mills per kilowatt-hour 3. 72 4.24 3.90 


14. Possible annual increase under capital cost 
provision 
Based on: 
Dollars per kilowatt 
Mills per kilowatt-hour 
15. Total (including possible increase in capital 


$1, 631, 000 


$200 


0.31 


$1, 631, 000 


$200 
0.31 


2 $285, 000 


S180 
0.05 


cost 
A. Including sponsor’s estimate of fuel 
cost 
(1) Total cost (items 9 and 14 $20, 424, 000 $24, 187, 000 $21, 674, 000 


Mills per kilowatt-hour 
(2) Cost to Government (items 11 


» Re 
1. ¢ 


4.17 


ind 14 $20, 424, 000 $24, 187, 000 $20, 854, 000 
Mills per kilowatt-hour 3. 93 4. 65 4. 01 
B. Including 18.4 cents fuel costs 
(1) Total cost (items 13a and 14 $20, 977, 000 $23, 653, 000 $21, 365, 000 
Mills per kilowatt-hour 4. 03 4. 55 4.11 


(2) Cost to Government (item 
13) and 14 
Mills per kilowatt-hour 


$20, 977, 000 


1. 03 


1 Items 6 through 15 are based on adjustment to 5,200,000,000 kilowatt-hours. 


3 Maximum 


$20, 545, 000 


TVA 
650 MW, 
Fulton 
plant 
(5.200,000,000 
kilowatt- 
hours 


$7, 580, 000 
1. 46 

$9, 304, 000 
18.4 

1.79 

$16, 884, 000 
3, 25 

0 

U0 

$16, 884, 000 


3. 25 


$16, 884, 000 
3. 25 

0 

0 

$16, 884, 000 
3. 25 


$16, 884, 00 


3.25 


$16, 884, 000 
e 


$16, 884, 000 


»5 


(There follows the opinions of the Atomic Energy Commission and 
the Bureau of Internal Revenue on certain tax provisions of the con- 


tract. 
meeting of November 13, 1954.) 


Hon. Lewis L. STRAUSS, 
Chairman, United States Atomic Energy Commission, 
Washington, D. C. 
Dear Mr. Strauss: At an executive meeting of the Joint Committee on Atomic 
Energy held November 13, 1954, the committee asked me to address a letter of 
inquiry to you requesting that you prepare an opinion of your agency on a question 


These opinions were requested by the committee in its executive 


NOVEMBER 17, 1954. 
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asked by Senator Albert Gore, a member of this committee, of Mr. Frank H. 
Weitzel, Acting Comptroller General, during the hearings on the Dixon-Yates 
contract Friday, November 12, 1954. 

For the sake of accuracy in presenting this question to you I am quoting 
verbatim that part of the official transcript of the November 12 meeting during 
which Senator Gore asked his question: 

“Senator Gore. You have said that it is possible under certain circumstances 
that you described for the Atomic Energy Commission to be required to pay as 
much as $536,000 per year to Dixon-Yates in indirect payment of taxes which 
in fact the Dixon-Yates company might not pay to the Treasury one dollar. Is 
that a correct statement? 

“Mr. WertTzet. Senator Gore, I don’t have the exact computations before me, 
because it would depend on the possible operating losses. I say it is conceivable 
that would happen. If they should have estimated the heat wrong, we thought 
they estimated it too inefficiently, if they estimated it to the same degree effi- 
ciently, then it could make as much difference as $500,000 income under this 
contract. That could wipe out the equity return under the capacity charge. 

“Therefore, unless they had some supplementary income from their outside 
operations, they would not have to pay income tax for that year. 

“Senator Gore. Suppose that they had supplementary losses from their activi- 
ties other than, to use this technical phrase here, ‘in connection with this con- 
tract’—but that is not the exact term. Do you have the exact term there that 
applies to this so-called limitation of profit? 

“Mr. WeIrzEL. I think we do, Senator. Is it the part in the supplemental 
memorandum of understanding? 

“Senator Gore. Yes. 

“Mr. WerTzEL. I have that here on page 5 of the memorandum of under- 
standing. 

“Senator Gore. Yes; I have it now, too, I believe. 

“Mr. WEITZEL. Section 4.03. 

“Senator Gore. Yes. Do you have the exact phrase? I have difficulty seeing. 
Just a moment. I have it now. ‘In performance of this contract.’ My question 
is this: Would it be possible for this concern to engage in practices other than 
this technical phrase, ‘in the performance of this contract’ and lose money 
thereby, which would be reflected in its overall profit-and-loss statement that 
would require the Atomic Energy Commission to pay this $536,000 per year in 
taxes even though the company’s profit-and-loss statement overall did not reflect 
such an obligation? 

“Mr. WEITZEL. Senator Gore, I would answer that this way. Section 4.14, as 
to the overall billing adjustment, on page 23 of the contract—is that the part 
you have?—there is a provision there that net income earned by the company 
from the sale of research capacity or of energy produced through the use of re- 
search capacity or contract capacity not taken by the AEC or otherwise resulting 
from activities of the company other than those for or arising out of the per- 
formance of this contract, shall be separately accounted for and shall have no 
effect upon the determination of net income or adjusted net income under this 
section. 

“Now, to the extent that the company incurred a loss in those outside operations 
and not assuming to speak for our good friend, the Commissioner of Internal 
Revenue—I am a layman in this respect—I would think that would mean that 
if the company incurred a loss on the disposal of that extra 50,000 kilowatts, 
that would show up in its profit-and-loss statement. It would show up in its 
return to the Commissioner of Internal Revenue, and it would have a decreasing 
effect on the amount of income tax the company would pay to the Treasury. It 
would have no effect on the $536,250 included under 4.02 in the capacity charge 
for operations under this contract. 

“Senator Gore. I do not wish to impute any intention on the part of Dixon- 
Yates to contract with their parent companies or enter into other activities in 
which they might have a loss, but it is a corporation organized, I understand, 
in the State of Arkansas, and under the laws of the State of Arkansas, and I 
have not been advised of any limitation of activities in which this corporation 
might engage, and I call this very glaring possibility of a taxpayment windfall 
to Dixon-Yates as one more reason why no waiver should be granted on the 
contract.” 

At this point of the testimony Senator Anderson addressed himself to the 
same question as follows: 
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“Senator ANDERSON. Could it not be possible that they would sell this current 
at a very low figure also? Is there not a provision in here about incremental 
costs? We understood that incremental costs are just the actual cost of gener- 
ating and no depreciation for the plant is taken into consideration. We have 
this in the report you sent up here. I questioned him about it the other day. 

“Mr. WeirzeL. There is a provision in section 2.02 as to interconnections with 
sponsoring companies, and as to the payment for energy taken by systems of 
the sponsoring companies. That provision is that the energy will be charged 
to such systems at not less than the incremental cost thereof. 

“The memorandum of understanding, as you have probably seen, does include 
a statement as to what that incremental cost means. Roughly it means the cost 
incurred for the generation of that extra 50,000 kilowatts of power that would 
not have been incurred had not that been generated. 

“Senator ANDERSON. It does not include any plant prices whatever. They 
don’t have to take into consideration the cost of the plant? 

“Mr. WeirzeL.. The Government is paying for that, Senator Anderson, under 
the theory that the Government is entitled to sixty sixty-fifths of the net capa 
bility of the plant or approximately 600,000 kilowatts, with the 50,000 kilowatts 
being provided to the company on the theory that is an exchange for the 200,000 
firm power backup provision. 

“Senator ANDERSON. You heard the questions that I directed to the representa- 
tives of AEC. I tried to pinpoint and tie down this fact, that because they were 
going to be given this extra $500,000, they could actually report much less net 
earnings, and therefore pay far less Federal income tax and keep this $500,000. 
The statement kept being made that they could not do that. Your testimony is 
quite different from that, is it not? 

“Mr. WerzeL. Senator Anderson, I have to assume that their returns would 
be prepared on an honest and ethical basis, but it could work out that way. 

“Senator ANDERSON. It would work out that way? 

“Mr. WerrzeL. It could possibly work out that the company by losses on out- 
side activities could reduce its net income, not intentionally, now. 

“Senator ANDERSON. I am not charging that. 

“Mr. WEITZEL. But since there are only 50,000 kilowatts involved here, I would 
assume that it would not be to the extent that it would be if they had a very 
unfavorable experience in their operations under this contract. 

“Also, of course, there is other power that AKC is not entitled to and does not 
want that can be disposed of outside. 

“Senator ANDERSON. I am not charging any improper conduct to anybody. I 
just happen to know that there are such things as income-tax dodges in this 
world. What I particularly had in mind was the possibility that they might 
find themselves operating not quite as efficiently as they had planned. You 
yourself mentioned fuel costs. If they don’t operate quite as efficiently as they 
contemplated, this $500,000 would help them to be able to pay their dividends 
and earnings on their stock up to the 90 * percent that we have been contemplating. 

“Mr. WEITZEL, If they had enough net income of their whole business to pay 
earnings on their stock that might result. Certainly it would help them more 
than if they did not get the $536,000. 

“Senator ANDERSON. Let me put it this way. If I were an investor taking a 
look at this stock and I contemplated that they might make a certain year $250,- 
000—that is not enough to pay the dividend that they might hope to pay on their 
so-called $5 million of venture capital—but the Government came along and gave 
them $500,000 also under this provision, that is 10 percent on the venture capital, 
is it not? 

“Mr. WEITZEL. Roughly. It is a little less than 10 percent. 

“Senator ANDERSON, If they can keep that without the necessity of actually 
paying the tax—in other words, if they don’t have to pay the tax themselves 
in order to keep it—then they do have a chance to make an earning on their 
stock because of that situation. 

“Mr. WEITZEL. They would have to consider the directors, Senator. They would 
have to consider at the end of the year whether they had enough earnings in the 
till to declare a dividend. If they returned no profit to the Commissioner of 
Internal Revenue they would certainly have to consider whether they had enough 
earnings to pay a dividend. 





1This is verbatim from the transcript; however, it is clear that Senator Anderson 
meant “9 percent.” 
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“Senator ANDERSON. I am assuming that they have some fixed figure, let us 
say $400,000. They have received this $500,000 in anticipation that they were 
going to pay an income tax on a million dollars of earnings. That is what it is 
based on, is it not? 

“Mr. WEITZEL. Gross, yes. 

“Senator ANDERSON. Over a million dollars of earnings. They only had $400,- 
000. So their tax is $204,000, instead of being $500,000 and something. They have 
$200,000 left. They have $500,000 left from the Federal Government anticipating 
that they were going to have this tax to pay, and didn’t have to pay. There is 
$300,000 left. What is to prevent them taking that $300,000, adding it to the 
$200,000 that is left, and having $500,000 earnings. Is there anything in this 
contract that says it could not happen that you found? 

“Mr. WeITzEL. Some of it has been eaten up by expenses. It is only the con- 
sciences of the directors, and any applicable regulations which would prohibit 
their declaring whatever they had left as a dividend. I think we should point 
out that this can work the other way. In other words, the company may end up 
paying more income tax than this income-tax component estimated in this capac- 
ity charge. 

“Senator ANDERSON. Yes, but when they do they have the earnings to help 
them along. When their profits get to be over a million dollars, if it is $2 million, 
to be sure they have additional money and income tax. But they don’t mind it 
because they would then have extra money coming on their venture capital, and 
their earnings would be away above 10 or 11 percent. Nobody worries too much 
about income tax when it is coming that way. 

“Mr. WEITZEL. Under the contract draft of October 1, Senator, and with a 
favorable experience in cost of construction, it would have been possible for the 
company to earn on its equity capital much more than the 9 percent and combined 
with a possible favorable operating rate that could even further increase the 
earning on equity capital. We do feel that the overall limitation on equity return 
on these operations is a benefit to the Government in that respect.” 

The committee requests your official view as to whether the possibility raised 
by Senators Gore and Anderson can in fact become a reality under the terms of 
the contract now in effect between the Mississippi Valley Generating Co. and the 
Atomic Energy Commission. 

It is requested also that an opinion of your agency be given as to whether or 
not, under the provisions of the contract, the Government would be given the 
benefit of (a) any future reduction in corporate tax rates, and (b) a deduction 
on the first $25,000 of the applicable surtax levy. 

Inasmuch as this information has been requested by the committee for inclu- 
sion in the official proceedings on this matter, your assistance in expeditiously 
replying to this letter would be greatly appreciated. 

Sincerely yours, 
Bourke B. HICKENLOoPER, Vice Chairman. 





UNitrep States ATOMIc ENERGY COMMISSION, 
Washington 25, D. C., December 1, 1954. 

DeAR SENATOR HICKENLOOPER: Your letter of November 17, 1954, advised the 
Commission that the joint committee desired the Commission’s opinion regarding 
certain questions posed by Senators Gore and Anderson of Mr. Weitzel during 
the hearings on November 12, 1954. In addition to questions included in the 
portion of the transcript quoted, your letter poses two specific questions regard- 
ing whether the Government would be given (a) the benefit of any future re- 
duction in tax rates or (b) a deduction on the first $25,000 of the applicable 
surtax levy. 

To deal with the latter two questions first, the contract provides for giving 
the Government the benefit of any future reduction in tax rates as weil as 
for a deduction on the first $25,000 of the applicable surtax levy. The Com- 
mission obtains the benefit of any future reduction in corporate tax rates under 
the second paragraph of section 4.03 in the contract. In the formula for calcu- 
lating the income-tax component, the factor R is defined as the “estimated 
composite rate of applicable Federal taxes levied upon or measured by income, 
expressed as a percentage and determined for the succeeding quarter yearly 
period by agreement.” Any change in tax rates would be reflected by a change 
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in the factor R used to estimate the tax component for succeeding quarters. With 
respect to a deduction on the first $25,000 of the applicable surtax, the interpre- 
tative memorandum of understanding includes the following: “* * * it is 
understood that the term ‘composite rate’ will mean that the estimated rate 
will take into consideration the fact that, under current income tax rates, sur- 
tax is not paid on income up to $25,000 and the fact that in future years there 
may be varying rates or bases of tax at various levels of income” (p. 5, first 
paragraph under sec. 4.03, memorandum of understanding). 

The quotation from the record of the November 12 meeting is rather lengthy 
and, for convenience, our opinion with respect to the discussions cited will 
be divided into several parts. The page references will be to your letter of 
November 17. 

Senator Gore’s questions of Mr. Weitzel, as transcribed on pages 1, 2, and up to 
the point on page 3 where Senator Anderson begins questioning, appear to involve 
two issues. The first is whether the company could use the tax component of 
the demand charge paid by AEC to offset its losses, if incurred, under other sec- 
tions of the contract. (The questioning refers to the letter from the Acting 
Comptroller General to the Chairman, JCAE, dated October 12, 1954, on p. 4 
of which is found the following statement: ‘However, this amount [the esti- 
mated income tax component included in the capacity charge] is to be paid in 
advance on estimated income and is not subject to later adjustment. Thus, if 
the company does not earn the anticipated income, AEC will have paid an 
amount on account of Federal income tax greater than the company’s actual 
tax liability.”) The second question raised is whether this same tax component 
payment could be used by the company to offset losses which the company might 
incur from other business activities not directly concerned with this contract. 

Under the earlier draft of the contract, which was made available to the com- 
mittee last summer, provision was made for direct reimbursement of Federal 
income tax cost. Under such a provision it would not have been possible for 
the company to utilize any portion of moneys paid by AEC to reimburse it for 
Federal income taxes to offset possible losses under other sections of the contract. 
AEC would have paid only the exact amount of income tax payable to the United 
States Treasury on earnings under the contract. The Gore amendment to 
the Atomic Energy Act of 1954 prohibited such direct reimbursement but, as 
reflected in opinions of both the Attorney General and the Acting Comptroller 
General, it was not the intention of the amendment to bar inclusion of such 
taxes in the computation of or adjustment of the base rate or cost structure 
of the contract. The base capacity charge, therefore, includes an amount rep- 
resenting the income tax component of cost. Provision is made, however, for 
adjusting this component of cost at quarterly intervals with prospective effect 
only. 

It is inherent in a-fixed-price arrangement in which an estimated factor is in- 
cluded in the price to cover income taxes, that the component of the price 
intended to cover income taxes will be available to the seller even if no income 
is earned. This is as true in this type of a contract as it is in a case of a manu- 
facturer who, in setting the price for his product, includes a component in the 
price of each item sold to cover his estimated income tax. If he later suffers a 
loss, the manufacturer does not refund the amount of this component to any 
purchaser. If he makes a larger profit he does not go back to the purchasers 
and attempt to collect an additional amount to cover the larger tax he then 
has to pay. The fact that the tax sections of the revised contract operate this 
same way is proof that, to use the words of the Acting Comptroller General in 
his letter of October 12, 1954, “the adjustments for taxes permitted under these 
three sections do not constitute direct reimbursement to the contractor for such 
taxes in contravention of section 165 of the Atomic Energy Act of 1954.” 

Similarly, since the income tax component is adjusted quarterly with pro- 
spective effect only, it is not possible for the Government to recoup any part 
of the base capacity charge if the company sustains losses on business other 
than its operations under this contract to the extent that it is not required to 
pay the amount of income tax contemplated in establishing the fixed price nor 
is it possible for the company to collect additional amounts for the tax com- 
ponent if the estimate proves to be inadequate. The only alternative to these 
situations would be direct reimbursement for income taxes actually paid on 
earnings under the contract and, as previously stated, this method of payment 
is now prohibited. 

In the portion of the transcript beginning at the middle of page 3 of your letter 
and continuing through approximately the first third of page 5, Senator Anderson 
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raises questions closely related to those previously asked by Senator Gore but 
with specific reference to the 50,000 kilowatts of power available to the company 
as a trade for backup. He asks whether it would be possible for MVGC to sell 
this power at a very low figure (presumably at a loss) in order to reduce earnings 
under the contract but thereby make possible higher earnings by the sponsoring 
companies. This possibility is precluded by the language of section 2.02, which 
states, with respect to any energy delivered to the sponsoring companies by 
MVGC, that “Energy taken by systems of the sponsoring companies will be 
charged to such systems at not less than the incremental cost thereof.” The 
term “incremental cost” is defined in the interpretative memorandum of under- 
standing to mean, “‘All of the costs and expenses associated with and experienced 
by the actual production and delivery of the product, electric energy, over and 
above all of the costs and expenses which would have been incurred had there 
been no such actual production and delivery.” These provisions cf the contract 
and interpretative memorandum of understanding were included specifically to 
preclude the sale of power by MVGC to sponsoring companies at a loss to MVGC. 

The balance of the questioning of Mr. Weitzel included in your letter appears 
to reflect some misunderstandings of the operation of the contract conditions. 
In discussing a subject as complicated as this under the conditions in which a 
hearing must be conducted, it is certainly understandable that some confusion 
should arise. It is believed that the effect of the contract provisions can best be 
illustrated by a series of sample calculations: 


1. Under the “base case,” assuming that the plant is constructed for 
the target amount ($104,115,000) and operating costs are as 
shown in appendix C: 

(a) Gross earnings before taxes would be_____ oo tS Se er oe 

(b) Estimated amount paid to U. S. Treasury as income tax 
Wena” ORL Bo a Lis eli bes A ole te 536, 250 

(c) Leaving net earnings available for distribution to stock- 
Ipppenene 8 2 eS ee ee ed out ise 495, 000 


2. Assuming the base case for capital costs but assuming that operat- 
ing expenses which are not adjustable (e. g., if the heat rate was 
underestimated) were $495,000 higher than shown in appendix 
C to the contract: 

(a@) Gross earnings before taxes would be reduced to_______ 536, 250 
(6b) Amount paid to U. 8S. Treasury as income tax would be__. 278, 850 
(c) Leaving net earnings available for distribution to stock- 

melgere: Gs32t. Se. ‘i ‘ 257, 400 


3. Assuming Senator Anderson’s case (at the bottom of p. 5) where 
the company had only $400,000 left, after paying all costs other 
than taxes, the cost of operation would have exceeded those 
shown in appendix C by $631,250 leaving: 
(a@) Gross earnings before taxes of 2 coat 400, 000 
(b) Amount paid to U. S. Treasury as income tax would be 208, 000 
(c) Leaving net earnings available for distribution to stock- 
OGG O00 sti di a i sa S bhi 192, 000 


4. Senator Anderson makes an assumption of $2,000,000 profit and 
Says “earnings would be away above 10 or 11 percent.” The fact 
is that the contract limits the so-called profit to $600,000 (sec. 
4.15). The following analysis (assuming construction cost of 
$104,115,000) shows the effect if operations are assumed to be 
sufficiently favorable to produce: 

(a) Gross earnings before taxes and before giving effect to 
sees. 4.14 and 4.15 of 


2, 000, 000 


(b) Allowable earnings under sec. 4.02_____ _ $495,000 
(c) Income taxes thereon as provided in sec. 4.03 536, 250 
(d) MeGal es Ae eeord ws we cuLeuab blew £,O SS 
(e) Balance initially placed in special fund under see, 4.14___ 968, 750 


———s 
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Then, assuming that such earnings were achieved throughout the 
life of the contract, disposition of the $968,750 in the special fund 
would work out as follows: 
(rf) Credit to ABO: (under see. 4:14) ........................ 484, 375 
(g) Credit to company (under sec. 4.14) _.---_--_--------_- 484, 375 
of which 
(1) $105,000 is additional income to company ; 
(2) $113,750 is used to pay additional Federal income 
tax; 
(3) $11,513 is used to pay additional State income 
taxes; and 
(4) An additional $254,112 would be refunded to AEC 
through the limitation fund (under sec. 4.15 
which limits earnings to $600,000) 
Thus, to summarize, in the case of a $2,000,000 annual earning before 
taxes, the disposition of those earnings would be as follows: 
4, ABO receives cOeRie Sei dawkins —ceelinde seeneeitnennseseren 738, 487 
(a) $484,375 from special fund (sec. 4.14). 
(b) $254,112 from limitation fund (sec. 4.15). 





2. The U. S. Treasury would receive total income taxes of___-_- 650, 000 
3. Total credits to AEC and payments to Treasury___--- 1, 388, 487 
4. States would receive taxes (from this fund only) of-_-------- 11, 513 
5. The company would receive a maximum net income of____--~_- 600, 000 

DOOR scckinsn sciences 2, 000, 000 


Thus in such a situation, the Government would receive $1,388,487, or almost 
70 percent of the $2.0 million in the form of refunds to AEC or income tax 
payments. The refunds to AEC would reduce the cost of power to AEC from 
3.990 mills per kilowatt-hour to 3.848 mills; the combination of the refunds and 
the additional income tax (i. e., taxes paid over and above the tax which would 
have been paid in the base case, as shown in the first example) would reduce 
the cost of power to the Government as a whole from 3.836 mills per kilowatt- 
hour to 3.672 mills. 

It is believed this discussion should answer the questions raised in the testi- 
mony quoted in your letter but if additional information is desired, we will 
furnish it upon request. 

Sincerely yours, 
Lewis Strauss, Chairman. 

Hon. Bourke B. HICKENLOOPER, 

Vice Chairman, Joint Committee on Atomic Energy, 
Congress of the United States. 





NOVEMBER 17, 1954. 
Mr. T. CoLEMAN ANDREWS, 
Commissioner, Bureau of Internal Revenue, 
Washington, D. C. 


Dear Mr. ANDREWS: At an executive meeting of the Joint Committee on Atomic 
Energy held November 13, 1954, the committee asked me to address a letter of 
inquiry to you requesting that you prepare an opinion of your Bureau on a ques- 
tion asked by Senator Albert Gore, a member of this committee, of Mr. Frank 
H. Weitzel, Acting Comptroller General, during the hearings on the Dixon-Yates 
contract Friday, November 12, 1954. 

For the sake of accuracy in presenting this question to you, I am quoting 
verbatim that part of the official transcript of the November 12 meeting during 
which Senator Gore asked his question : 

“Senator Gore. You have said that it is possible under certain circumstances 
that you described for the Atomic Energy Commission to be required to pay as 
much as $536,000 per year to Dixon-Yates in indirect payment of taxes which in 
fact the Dixon-Yates company might not pay to the Treasury one dollar. Is that 
a correct statement? 

“Mr. WerrzeL. Senator Gore, I don’t have the exact computations before me, 
because it would depend on the possible operating losses. I say it is conceivable 
that would happen. If they should have estimated the heat wrong, we thought 
they estimated it too inefficiently, if they estimated it to the same degree effi- 
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ciently, then it could make as much difference as $500,000 income under this 
contract. That could wipe out the equity return under the capacity charge. 

“Therefore, unless they had some supplementary income from their outside 
operations, they would not have to pay income tax for that year. 

“Senator Gore. Suppose that they had supplementary losses from their activi- 
ties other than, to use this technical phrase here, ‘in connection with this con- 
tract but that is not the exact term. Do you have the exact term there that 
applies to this so-called limitation of profit? 

“Mr. WeEITzEL. I think we do, Senator. Is it the part in the supplemental 
memorandum of understanding? 

“Senator Gore. Yes. 

“Mr. Werrze.. I have that here on page 5 of the memorandum of under- 
standing. 

“Senator Gore. Yes; I have it now, too, I believe. 

“Mr. WeITzeL. Section 4.03. 

“Senator Gore. Yes. Do you have the exact phrase? I have difficulty seeing. 
Just a moment. I have it now. ‘In performance of this contract.’ My question 
is this: Would it be possible for this concern to engage in practices other than 
this technical phrase, ‘in the performance of this contract,’ and lose money 
thereby, which would be reflected in its overall profit-and-loss statement that 
would require the Atomic Energy Commission to pay this $536,000 per year in 
taxes, even though the company’s profit-and-loss statement overall did not reflect 
such an obligation? 

“Mr. WertrzeL. Senator Gore, I would answer that this way: Section 4.14, as to 
the overall billing adjustment, on page 23 of the contract—is that the part you 
have? there is a provision there that net income earned by the company from 
the sale of research capacity or of energy produced through the use of research 
capacity or contract capacity not taken by the AEC or otherwise resulting from 
activities of the company other than those for or arising out of the performance 
of this contract shall be separately accounted for and shall have no effect upon 
the determination of net income or adjusted net income under this section. 

“Now, to the extent that the company incurred a loss in those outside opera- 
tions, and not assuming to speak for our good friend, the Commissioner of In- 
ternal Revenue—lI am a layman in this respect—I would think that would mean 
that if the company incurred a loss on the disposal of that extra 50,000 kilowatts, 
that would show up in its profit-and-loss statement. It would show up in its 
return to the Commissioner of Internal Revenue, and it would have a decreas- 
ing effect on the amount of income tax the company would pay to the Treasury. 
It would have no effect on the $536,250 included under 4.02 in the capacity charge 
for operations under this contract. 

“Senator Gore. I do not wish to impute any intention on the part of Dixon- 
Yates to contract with their parent companies or enter into other activities in 
which they might have a loss, but it is a corporation organized, I understand, 
in the State of Arkansas, and under the laws of the State of Arkansas, and I 
have not been advised of any limitation of activities in which this corporation 
might engage, and I call this very glaring possibility of a tax-payment windfall 
to Dixon-Yates as one more reason why no waiver should be granted on the 
contract.” 

At this point of the testimony Senator Anderson addressed himself to the same 
question, as follows: 

“Senator ANDERSON. Could it not be possible that they would sell this current 
at a very low figure also? Is there not a provision in here about incremental 
costs? We understood that incremental costs are just the actual cost of generat- 
ing and no depreciation for the plant is taken into consideration. We have this 
in the report you sent up here. I questioned them about it the other day. 

“Mr. Wertzer. There is a provision in section 2.02 as to interconnections with 
sponsoring companies, and as to the payment for energy taken by systems of the 
sponsoring companies. That provision is that the energy will be charged to such 
systems at not less than the incremental cost thereof. 

“The memorandum of understanding, as you have prebably seen, does include 
a Statement as to what that incremental cost means. Roughly, it means the cost 
incurred for the generation of that extra 50,000 kilowatts of power that would not 
have been incurred had not that been generated. 

“Senator ANDERSON. It does not include any plant prices whatever. They 
don’t have to take into consideration the cost of the plant? 

“Mr. Werrzer. The Government is paying for that, Senator Anderson, under 
the theory that the Government is entitled to sixty sixty-fifths of the net capabil- 
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ity of the plant, or approximately 600,000 kilowatts, with the 50,000 kilowatts be- 
ing provided to the company on the theory that is an exchange for the 200,000 firm 
power backup provision. 

“Senator ANDERSON. You heard the questions that I directed to the representa- 
tives of AEC. I tried to pinpoint and tie down this fact: That because they 
were going to be given this extra $500,000, they could actually report such less 
net earnings, and therefore pay far less Federal income tax and keep this 
$500,000. The statement kept being made that they could not do that. Your 
testimony is quite different from that, is it not? 

“Mr. WerTzeL. Senator Anderson, I have to assume that their returns would 
be prepared on an honest and ethical basis, but it could work out that way. 

“Senator ANDERSON. It would work out that way? 

“Mr. WEITzEL. It could possibly work out that the company by losses on outside 
activities could reduce its net income, not intentionally now. 

“Senator ANDERSON. I am not charging that. 

“Mr. WerrzeL.. But since there are only 50,000 kilowatts involved here, I would 
assume that it would not be to the extent that it would be if they had a very 
unfavorable experience in their operations under this contract. 

“Also, of course, there is other power that AEC is not entitled to and does 
not want that can be disposed of outside. 

“Senator ANDERSON. I am not charging any improper conduct to anybody. I 
just happen to know that there are such things as income-tax dodges in this world. 
What I particularly had in mind was the possibility that they might find them- 
selves operating not quite as efficiently as they had planned. You, yourself, men- 
tioned fuel costs. If they don’t operate quite as efficiently as they contemplated, 
this $500,000 would help them to be able to pay their dividends and earnings 
on their stock up to the 90° percent that we have been contemplating. 

“Mr. WerTze.. If they had enough net income of their whole business to pay 
earnings on their stock, that might result. Certainly it would help them more 
than if they did not get the $536,000. 

“Senator ANpEeRSON. Let me put it this way: If I were an investor taking 
a look at this stock and I contemplated that they might make a certain year 
$250,000—that is not enough to pay the dividend that they might hope to pay on 
their so-called $5 million of venture capital—but the Government came along and 
gave them $500,000 also under this provision, that is 10 percent on the venture 
capital, is it not? 

“Mr. WeirzeL. Roughly. It isa little less than 10 percent. 

“Senator ANpeRSON. If they can keep that without the necessity of actually 
paying the tax—in other words, if they don’t have to pay the tax themselves in 
order to keep it—then they do have a chance to make an earning on their stock 
because of that situation. 

“Mr. WEITzEL. They would have to consider the directors, Senator. They would 
have to consider at the end of the year whether they had enough earnings in the 
till to declare a dividend. If they returned no profit to the Commissioner of 
Internal Revenue, they would certainly have to consider whether they had 
enough earnings to pay a dividend. 

“Senator ANDERSON. I am assuming that they have some fixed figure, let us 
say $400,000. They have received this $500,000 in anticipation that they were 
going to pay an income tax on a million dollars of earnings. That is what it is 
based on, is it not? 

“Mr. WeTzEL. Gross, yes. 

“Senator ANDERSON, Over a million dollars of earnings. They only had $400,000. 
So their tax is $204,000, instead of being $500,000 and something. They have 
$200,000 left. They have $500,000 left from the Federal Government anticipating 
that they were going to have this tax to pay, and didn’t have to pay. There is 
$300,000 left. What is to prevent them taking that $300,000, adding it to the 
$200,000 that is left, and having $500,000 earnings. Is there anything in this 
contract that says it could not happen that you found? 

“Mr. WerrzeL. Some of it has been eaten up by expenses. It is only the con- 
sciences of the directors, and any applicable regulations which would prohibit 
their declaring whatever they had left as a dividend. I think we should point out 
that this can work the other way. In other words, the company may end up 
paying more income tax than the income-tax component estimated in this ¢a- 
pacity charge. 





1 This is verbatim from the transcript; however, it is clear that Senator Anderson meant 
“9 percent.” 
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“Senator ANDERSON. Yes, but when they do, they have the earnings to help 
them along. When their profits get to be over a million dollars, if it is $2 million, 
to be sure they have additional money and income tax. But they don’t mind it 
because they would then have extra money coming on their venture capital, and 
their earnings would be away above 10 or 11 percent. Nobody worries too much 
about income tax when it is coming that way. 

“Mr. WEITZEL. Under the contract draft of October 1, Senator, and with a favor- 
able experience in the cost of construction, it would have been possible for the 
company to earn on its equity capital much more than the 9 percent and combined 
with a possible favorable operating rate that could even further increase the earn- 
ing on equity capital. We do feel that the overall limitation on equity return on 
these operations is a benefit to the Government in that respect.” 

The committee requests your official view as to whether the possibility raised by 
Senators Gore and Anderson can in fact become a reality under the terms of 
the contract now in effect between the Mississippi Valley Generating Co. and the 
Atomic Energy Commission. For your convenience I am attaching a copy of the 
contract, supplement No. 1 thereto, and the memorandum of understanding 

It is requested also that an opinion of your Bureau be given as to whether or 
not, under the provisions of the contract, the Government would be given the 
benefit of (a) any future reduction in corporate tax rates and (b) a deduction on 
the first $25,000 of the applicable surtax levy. 

Inasmuch as this information has been requested by the committee for inclu 
sion in the official proceedings on this matter, your assistance in expeditiously 
replying to this letter would be greatly appreciated. 

Sincerely yours, 
BourKE B. HICKENLOOPER, 
Vice Chairman. 





UNITED STATES TREASURY DEPARTMENT, 
OFFICE OF COMMISSIONER OF INTERNAL REVENUE, 
Washington, D. C., December 3, 1954 

My Dear Mr. Vic—E CHAIRMAN: In your letter of November 17, 1954, you re 
quested the views of this office in respect of certain aspects of the contract between 
the Mississippi Valley Generating Co. and the Atomic Energy Commission. 

After carefully considering the questions propounded in your letter we have 
concluded that, essentially, they relate to the interpretation of the contract 
and not to the tax law. Questions of such a nature do not fall within the 
jurisdiction of the Internal Revenue Service, but are properly determined by 
the parties to the contract. 

This much may be said, however: The total amount paid or accrued under 
the contract for electric energy would be includible in the gross taxable receipts 
of the Mississippi Valley Generating Co. In arriving at net taxable income, 
gross income would be reduced by all allowable deductions including any loss 
incurred in operations not related to the contract. 

Very truly yours, 
T. CoLeEMAN ANDREWS, 
Commissioner. 
Hon. BourKe B. HIcKENLOOPER, 
Vice Chairman, Joint Committee on Atomic Energy, 
United States Senate, Washington, D. C. 


(Whereupon, at 12: 30 p. m., the Joint Committee recessed to recon- 
vene in executive session in the committee room.) 
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EXECUTIVE OFFICE OF THE PRESIDENT 
BUREAU OF THE BUDGET 
Washington 25, D. C. 


For immediate release Saturday, August 21, 1954. 


RECORD OF PROCEDURE AND DEVELOPMENT oF AEC POwer CoNTRACT 
OUTLINE OF THE AEC POWER CONTRACT NEGOTIATIONS 


The negotiations of the AEC power contract were an effort to find the best 
program available to execute the policy expressed in the President’s Budget 
Message of January 1954, covering fiscal year 1955. He said: 

“Although no appropriations are included in the 1955 budget for new power 
generation units by the Tennessee Valley Authority, expenditures will increase 
for continuation of construction of power plants presently underway, and for 
operation of power plants after they are completed. Expenses for operation of 
flood control, navigation, and fertilizer facilities will continue at about the 
1954 level. Expenditures for power and fertilizer operations are more than 
offset by the income from sales. In order to provide, with appropriate operat- 
ing reserves, for reasonable growth in industrial, municipal, and cooperative 
power loads in the area through calendar year 1957, arrangements are being 
made to reduce, by the fall of 1957, existing commitments of the Tennessee 
Valley Authority to the Atomic Energy Commission by 500,000 to 600,000 kilo- 
watts. This would release the equivalent amount of Tennessee Valley Au- 
thority generating capacity to meet increased load requirements of other con- 
sumers in the power system and at the same time eliminate the need for ap- 
propriating funds from the Treasury to finance additional generating units. 
In the event, however, that negotiations for furnishing these load requirements 
for the Atomic Energy Commission from other sources are not consummated 
as contemplated or new defense loads develop, the question of starting additional 
generating units by the Tennessee Valley Authority will be reconsidered.” 

The problem arose because of the representation by the TVA that large quan- 
tities of additional power were required from it in the Tennessee Valley region 
in order to meet the needs of the near future and that this required starting con- 
struction of new generating capacity in 1955. The position of the TVA was that 
the United States Government should build additional steam plants to meet 
these needs. This the administration was not ready to recommend, feeling 
that all phases of the problem should be considered, including the national 
interest as well as the interest of the Tennessee Valley, before a decision was 
reached on how to meet growing power needs. The Congress had already in- 
dicated its views by refusing to approve the building of a steam plant at Fulton, 
Tennessee, as recommended by the TVA. 

The question arose specifically in connection with the consideration of the 
Budget for fiscal year 1955 because the provision of additional power facilities 
to meet the projected needs for 1957 would have to be authorized in 1955. The 
need to provide opportunity for a restudy of the respective responsibilities of 
the Federal Government, TVA, and private enterprise in this whole matter, 
without denying the region adequate power in the interim, indicated the desira- 
bility of a plan for further purchase in private power by the AEC. The AEC 
power requirements had called for a greater and greater share of the TVA 
power production, and the demands were continuing to increase. The AEC 
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had already made arrangements for obtaining large blocks of power for its use 
from private utilities, notable instances being at the Paducah, Kentucky, and 
Portsmouth, Ohio, installations, where principal private utility companies serving 
the areas had joined together to provide power on an economical basis for AEC, 
After studying the factors involved it seemed obvious that the only way available 
of meeting the anticipated requirements of the TVA in 1957 without building 
additional Government steam plants, was to relieve TVA of some of its heavy 
AEC load, the released power thus becoming available for TVA’s own use. 

Admiral Strauss, Chairman of the Atomic Energy Commission, who had taken 
part in the consideration of this power problem, was asked to ascertain whether 
or not it was feasible to obtain additional power from private utilities for the 
AEC Paducah installation to the extent of about 450,000 kilowatts by 1957. At 
that time the thought was that probably this power might be obtained from 
Electric Energy, Inc., made up of a group of private power producers supplying 
power to AEC at Paducah. The AEC accordingly got in touch with Mr. McAfee, 
the head of that organization, and after some review of the situation Mr. McAfee 
replied that, although he did not know the exact details of any specific proposi- 
tion, he felt arrangements could be made on a fair cost basis, recognizing of 
course the difference represented in the fact that the TVA paid no taxes and 
borrowed money through the Government at a lesser rate than private industry 
could obtain. Thereafter the above-mentioned paragraph on this subject was 
included in the President’s Budget Message of January 1954 as an administra- 
tion policy for fiscal year 1955. 

The AEC staff was asked to go ahead with the development of the project and 
to see what proposals could be worked out, and the Bureau of the Budget in its 
function as part of the Executive Office of the President was assigned the re- 
sponsibility for keeping in touch with the effort and giving such help in it as 
was possible. 


Development of the proposals 
As shown in the detailed chronologies which are provided by the AEC and 
the Bureau of the Budget, this did not turn out to be a simple problem. Mr. 
McAfee found that the Electric Energy, Inc., group, because of the special set-up 
that they had for this one job at Paducah, could not take on a new power plant 
for AEC themselves. After some discussion Mr. McAfee found that Mr. Edgar 
H. Dixon, President of Middle South Utilities, Inc., was interested. One of that 
Company's subsidiaries had already made an offer direct to the TVA to furnish 
power for its needs, to which only an acknowledgment was received. It appeared 
that Mr. Dixon would be willing to try to work up some minimum-cost operation 
to provide the stated power needs of AEC, if he could find one or two partners. 

In the meantime, after discussion with Mr. Clapp and the TVA people, it was 
agreed that TVA’s request that more margin of future power be provided was a 
reasonable one and the plans were changed to increase the amount of relief to 
TVA by 1957 from 450,000 kilowatts to from 500,000 to 600,000 kilowatts. This 
was in December 1953. On that basis the TVA made no appeal on the policy 
incorporated in the Budget, 4. e., only if it proved impossible to obtain new 
private utility power for AEC as proposed would any consideration be given to 
new steam plant construction for TVA. 

After some discussions with various people in the utility industry, Mr. Dixon 
found that The Southern Company, of which Mr, ©. A. Yates was Chairman of 
the Board, had likewise made a proposal to the TVA to furnish them power 
direct and would join with Middle South Utilities, Inc., in the project. It should 
be noted that Mr. Dodge, the former Director of the Bureau of the Budget, Mr. 
Hughes, then Deputy Director and now Director of the Bureau of the Budget, 
and Admiral Strauss, the Chairman of the Atomic Energy Commission, had no 
connection or previous acquaintance with Mr. Dixon or Mr. Yates, until they 
came into the discussions as deseribed above. 

After a review of the problem, the utilities people and the administration 
representatives both came to the conclusion that to build a plant near Paducah 
where the power would be directly available to the AEC to meet its needs would 
not be for the best interests of the Government nor would it meet the require- 
ments of the TVA, which would find itself with released power at Paducah, a 
long way off from where it was needed in Memphis. After considering this 
situation from all sides, it was finally decided that the best solution for everyone 
concerned would be to make an arrangement, quite common both in Government 
power and private power operations, for AEC to buy the power from a new plant 
in the Memphis area and the TVA to take that power in exchange for the power 
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which it would continue to deliver at Paducah to the AEC. This would afford 
maximum benefit to TVA by making additional power available to it in the 
Memphis area where it is needed, rather than in the Paducah area, where it is 
not. Provision of power through a new plant at Paducah, incidentally, would 
have been perfectly satisfactory to the AEC. 

As soon as the above solution was decided on, the Dixon-Yates group proceeded 
with the preparation of an offer for consideration by the AEC. A proposal was 
submitted by Middle South Utilities, Inc., and The Southern Company under a 
letter dated February 25, 1954. Preliminary analysis was made by the staff of 
AEC and of the Bureau of the Budget and on March 3 reviewed at a meeting of 
Messrs. Clapp, Nichols, and Hughes and their staffs. 

It was arranged that the AEC and TVA would proceed immediately to make a 
joint analysis of the problem from the standpoint of each agency and also from 
the standpoint of the Government as a whole. In the following two weeks a joint 
review was made by the staff of the two agencies with staff of the Bureau of the 
Budget also attending the meetings. As this review progressed it became clear 
that certain terms and conditions of the proposal under study were probably not 
acceptable from the. Government’s point of view. 

At this point the Bureau of the Budget felt that it required disinterested 
technical assistance of high caliber and thereafter it had the services of Mr. 
Francis L. Adams, Chief of the Bureau of Power, Federal Power Commission, 
as a technical consultant. Asa result of Mr. Adams’ analysis and the analysis 
made by the AEC and TVA staff, the Dixon-Yates group undertook to revise 
their proposal. In the meantime, to have reliable comparative figures available, 
Mr. Adams and staff of the AEC met with Mr. Kampmeier of the TVA and 
made a beginning toward working out a revised estimate of the cost of con- 
structing a steam plant at the Fulton site and the cost of producing power at 
such a plant. 

During the next several weeks, much work was done by the utility people in 
working up a new proposal more favorable to the Government, which was finally 
presented under date of April 10 and the proposal of February 25 was with- 
drawn. The revised proposal was reviewed by AEC, and on April 15 it was 
transmitted by AEC to the Bureau of the Budget. 

A meeting was held the next day at the Budget Bureau with Mr. Clapp of 
the TVA and Mr. Nichols of the AEC and their staffs, and it was agreed, as 
before, that TVA and AEC, with Mr. Adams participating for the Bureau of 
the Budget, should undertake a joint analysis of the proposal. This was started 
on the same day and continued through April 21. 

In the meantime, on April 17 the Budget Bureau received a letter from Messrs. 
Smyth and Zuckert of the Atomic Energy Commission presenting their personal 
views and stating that they required instructions from the President or the 
Congress if they were to accept the responsibility for such a contract as that 
proposed. On April 22, there was a meeting again between Director Hughes 
of the Budget Bureau, Mr. Clapp of TVA, and Mr. Nichols of AEC to discuss 
the results of the joint analysis made by the staffs. Mr. Clapp maintained 
he still preferred construction of a TVA steam plant at Fulton. 

Following this review, on April 24, Mr. Hughes sent a memorandum to the 
President which was the first advice to the President of the actual names of 
the proposers and the details of their offer for carrying out the objective of the 
President. 

In the meantime, of course, there had been considerable public discussion of 
the fact that negotiations were proceeding for this power supply contract. 
There were numerous articles in the local papers in Tennessee as well as in 
trade journals and in some metropolitan dailies. On April 28, telegrams were 
received by both the Budget Bureau and the AEC, from Burch, Porter, and 
Johnson, a firm of attorney in Memphis, saying they represented clients who 
were prepared to make a proposal to supply power to AEC. The White House 
was informed and further consideration of the Middle South-Southern proposal 
was delayed pending developments of any new offer from this source. 

After an exchange of communications with Burch, Porter, and Johnson, a 
proposal dated May 26, was received from their clients, a group of investment 
bankers, attorneys, and financial consultants, headed by Mr. Walter von Tresckow. 
The Budget Bureau had its consultant, Mr. Adams, participate in the preliminary 
analysis of the proposal and in a meeting with AEC and with the von Tresckow 
group June 3. 

On June 4, the new proposal and the information submitted in the meeting 
on June 3 were discussed with Mr. Kampmeier of TVA by the staff of AEC and 
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Mr. Adams. On June 11, Mr. Strauss transmitted the AEC analysis of the von 
Tresckow proposal to the Budget Bureau. It was found unacceptable on three 
main grounds—that the Government paid all the costs and took all the risks 
while paying a $4 million fixed fee to the promoters; that there was no satis- 
factory assurance of proved ability and experience either for construction or 
management; and that the costs were estimated, as nearly as could be deter- 
mined, to be about the same or possibly greater than the Dixon-Yates proposal. 
On the other hand, the Middle South-Southern proposal was a firm offer with 
a stated maximum capital cost and substantial risk assumed by the contractors 
rather than all by the Government; was made by established organizations with 
recognized experience in constructing and operating steam powerplants; and 
contained valuable safeguards for the Government as described in the AEC 
document. 

On June 14, a comparative summary analysis of the two proposals (Dixon- 
Yates and von Tresckow) and the estimated TVA cost for its proposed Fulton 
plant was presented by Mr. Hughes and Mr. Strauss to the Republican congres- 
sional leaders in conference with the President. There was a full discussion 
of the situation and of the facts and the figures relating to these three possi- 
bilities. The congressional leaders, without exception, agreed with the Presi- 
dent’s proposal that he give instructions to the AEC to proceed with negotiations 
under the Dixon-Yates offer looking to the signing of a definitive contract within 
the terms of the proposal. Accordingly, on June 15, Director Hughes prepared 
the necessary letters to the AEC and TVA which were approved by the President 
and dispatched on June 16. 

During all these negotiations, appropriate congressional committees were kept 
informed of developments. This was particularly true of the Independent Offices 
Subcommittee of the Senate Appropriations Committee, with whose Chairman, 
Senator Saltonstall, there were several exchanges of correspondence as the 
Subcommittee was at that time holding hearings on the TVA budget. 

On June 17 and 18 the Joint Committee on Atomic Energy conducted hearings 
at which the Dixon-Yates proposal was thoroughly discussed and presented in 
considerable detail to the Committee. The debates in the Congress at various 
periods between June 18 and August 17 are, of course, a matter of public record. 
The Atomic Energy Act as passed included a specific authorization for this type 
of power contract with certain restrictions concerning submission to the Joint 
Committee on Atomic Energy. 

On August 18 a proposed contract with Dixon-Yates was submitted by the 
AEC to the Joint Committee on Atomic Energy. The Budget Bureau also trans- 
mitted a letter on the same date expressing the administration’s feeling that 
this was a matter of urgency. It requested that the Committee expedite con- 
sideration of the proposed contract in order to permit early construction of the 
powerplant so that the AEC would be in a position to release power to TVA 
in ample time to meet its 1957 requirements. 


3UREAU OF THE BupGeT 


RECORD OF PROCEDURE AND DEVELOPMENT OF AEC POWER CONTRACT 


Set forth below in chronological order are the principal steps describing the 
participation of the Bureau of the Budget in this matter. 
December 2, 1953 

Mr. Joseph M. Dodge, Director of the Bureau of the Budget, met with Mr. 
Lewis L. Strauss, Chairman of the Atomic Energy Commission. Mr. Walter J. 
Williams, Deputy General Manager of the Atomic Energy Commission, and Mr. 
William F. McCandless, Assistant Director of the Bureau of the Budget for 
Budget Review, were also present. At this meeting the possibility of AEC pro- 
curing additional power from private sources for its Paducah plant was explored. 
The AEC representatives indicated that private procurement might be feasible 
but that discussions would be necessary with Mr. J. W. McAfee, President of 
Electric Energy, Inc., a private company supplying AEC with power at Paducah. 
December 15, 1958 


Mr. Williams sent to the Bureau of the Budget a copy of a letter from Mr. 
McAfee to AEC indicating the probability that arrangements could be made to 
supply the AEC’s Paducah installation with 500,000 (and possibly up to 600,000) 
kilowatts more of electric power than it was then scheduled to receive in 1957 
from private sources. (Copy attached to AEC record.) 
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December 17, 1953 


Mr. Rowland R. Hughes, Deputy Director of the Bureau of the Budget, met 
with Mr. Gordon R. Clapp, Chairman of the Tennessee Valley Authority. Also 
in attendance were staff of TVA and the Bureau of the Budget. At two meet- 
ings on this day the 1955 budget allowances for TVA were discussed prior to the 
formal transmission of the budget allowances to the TVA. Mr. Clapp was 
advised that the 1955 Budget would not include funds for any new steam gen- 
erating capacity but that arrangements were being made to reduce by the fall of 
1957 existing TVA commitments to the AEC by some 450,000 kilowatts, thus 
providing TVA with power for reasonable growth in industrial, municipal, and 
cooperative loads through calendar year 1957. At Mr. Clapp’s request it was 
agreed that an attempt would be made to relieve TVA of a minimum of 500,000 
kilowatts and that this amount would be increased to 600,000 kilowatts if 
possible. 


December 18, 1953 


The Tennessee Valley Authority was advised fermally by the Director of the 
Bureau of the Budget of its 1955 budget allowances. (Attachment B-1.) 
December 24, 1958 

Acting Director of the Budget Hughes sent Mr. Strauss a letter advising AEC 
that the TVA budget for 1955 would be based upon the expectation that arrange- 
ments could be made to relieve TVA of from 500,000 to 600,000 kilowatts of AEC 
power requirements. The letter also indicated to AEC that it would be helpful 
if they would proceed with their negotiations with a view to reaching a firm 
agreement with private sources and asked that the Bureau of the Budget be 
kept currently informed with respect to these negotiations, inasmuch as it would 
be necessary to transmit to Congress a supplemental appropriation for TVA 
should it be impossible to work out satisfactory arrangements with non-Federal 
sourees. (Attachment B-2.) 

December 29, 1958 

Director Dodge received a letter from Mr. Clapp dated December 24, 1953, 
commenting on the Director’s allowance letter of December 18, particularly with 
respect to TVA’s need for generating capacity and saying that TVA would hold 
its plans for additional units in a state of readiness awaiting the outcome of 
AEC’s explorations and negotiations for alternate power supply at Paducah. 
No reply was required to this letter. (Attachment B-3.) 


January 14, 1954 

Mr. Hughes conferred with Mr. Strauss at lunch in Mr. Strauss’ office. Mr. 
K. D. Nichols, the General Manager of the Atomic Energy Commission, Mr. 
Williams, and Mr. McCandless were present. There was discussion of the 
explorations AEC had made since Mr. Hughes’ letter of December 24, 1953. This 
discussion covered points made in a letter of January 7, 1954, to AEO from Mr. 
McAfee and the fact that a subsidiary of Middle South Utilities, Inc., had made 
a proposal to TVA sometime earlier to furnish TVA with 450,000 kilowatts of 
power at their interconnection with TVA near Memphis, Tennessee. AEC had 
received a copy of the letter making this proposal. It was concluded that AEC 
should explore the problem further with Mr. McAfee. (Copies of letters attached 
to AEC record.) 
January 20, 1954 

Mr. Hughes met with Mr. Williams, Mr. McAfee, and Mr. Edgar H. Dixon, 
President of Middle South Utilities, Inc., and a business associate of Mr. 
McAfee. Staff members of both AEC and the Bureau of the Budget were 
present. This meeting followed a meeting earlier in the day between Messrs. 
McAfee and Dixon and the AEC staff. Mr. McAfee and Mr. Dixon pointed out 
the engineering and economie problems of placing another large block of power 
in the Paducah area and the advantages to the Government of considering other 
alternatives, including the possibility that AEC might contract for power in the 
Memphis area to replace power scheduled to be furnished AEC at Paducah by 
TVA. AEC was asked to make a further study of the problem with Mr. McAfee 
and Mr. Dixon. 


January 21, 1954 


The President sent to the Congress his Budget Message for fiscal year 1955, 
which included the paragraph (on p. M84) announcing the plan for AEC to 
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relieve TVA of a part of the AEC load through procurement of power from 
private sources. 
February 3, 1954 

Mr. Hughes was visited by Mr. E. A. Yates, Chairman of the Board, The 
Southern Company, who expressed interest in the TVA power problem. Mr. 
Hughes referred Mr. Yates to the Atomic Energy Commission. 


February 20, 1954 


Mr. Hughes was called on by Mr. Yates who told Mr. Hughes that he would 
cooperate with Mr. Dixon in making a proposal to ABC. 
February 28, 1954 

Mr. McCandless attended a meeting of Mr. Dixon and Mr. Yates and some 
of their associates with Mr. Nichols. Mr. Dixon and Mr. Yates reviewed with 
Mr. Nichols a draft letter which they were planning to send him pertaining to 
their proposal for furnishing power, to ascertain whether the letter contained 
sufficient information for AEC consideration. 
March 8, 1954 

Mr. Dodge received a letter from Mr. Strauss dated March 3, transmitting 
the AEC analysis of a proposal submitted jointly by Messrs. Dixon and Yates, 
as sponsors, on behalf of the Middle South Utilities, Inc., and The Southern 
Company, under a letter dated Februar; 25, 1954. The Bureau of the Budget 
had previously been advised informally by AEC of the receipt of the proposal, 
and Bureau staff had participated in discussions with the sponsors’ representa- 
tives to get information on the proposal. (Copy of letter and proposal attached 
to AEC record.) 
March 3, 1954 

Mr. Dodge received from Mr. Clapp a letter dated March 1, 1954, advising the 
Bureau of a probable new AEC power requirement at Oak Ridge, and requesting 
a supplemental appropriation estimate to cover both the new requirement and 
the 500,000 kilowatt requirement previously referred to, the latter on a contingent 
basis. (Attachment B-4.) 


March 8, 1954 


Mr. Hughes and members of the Bureau of the Budget staff met with Mr. 
Clapp and Mr. Nichols, accompanied by staff of TVA and AEC. The general 
outlines of the proposal which AEC had received on February 25, 1954, were 
discussed, and it was agreed that AEC and TVA would proceed immediately 
to make a joint analysis of the problem not only from the standpoint of each 
agency, but also from the standpoint of the Government as a whole. The Bureau 
of the Budget was to be kept advised of the progress made on the analysis. It 
was also agreed that any further action with respect to the additional AEC 
power requirement mentioned in Mr. Clapp’s letter of March 1, 1954, would 
await the outcome of the joint ABC-TVA analysis. 

March 3-19, 1954 

A joint review of the proposal was made by staff of AEC and TVA, and Bureau 
of the Budget staff attended the meetings between the two agencies in which the 
review was made. As the review progressed, it appeared that the proposal prob- 
ably was not acceptable from the Government's point of view and did not repre- 
sent the best proposal that a private group could be expected to advance. It 
also became apparent that in order to reach a definitive conclusion on the pro- 
posal the Bureau of the Budget required disinterested technical assistance of 
very high caliber. Arrangements were made for the loan to the Bureau of the 
Budget by the Federal Power Commission of the services of Mr. Francis L. 
Adams, Chief of the Bureau of Power, Federal Power Commission, as a technical 
consultant, 


March 20-24, 1954 
Mr. Adams made a preliminary independent analysis of the original proposal, 
using material developed in the ADC-TVA joint review and other material made 
available by the Budget Bureau staff. 
March 24, 1954 
Mr. Adams, Mr. McCandless, and other Bureau of the Budget staff met with 
Mr. Seal, of Ebasco Services, Inc., representing Messrs. Dixon and Yates. Mr. 
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Adams stated the results of his analysis of the February 25 proposal and his 
conclusion that the figures used in the proposal were much higher than a reason- 
able estimate of costs to the sponsors, and asked Mr. Seal to develop basic esti- 
mates of the cost of constructing a plant and other facilities to provide the service 
contemplated in the proposal. Mr. Seal agreed to confer further with Messrs. 
Dixon and Yates. 


March 25, 1954 

Mr. Dodge received a letter dated March 23, 1954, from Mr. Clapp expressing 
concern about the problem of meeting increased power demands by AEC and 
the Air Force and suggesting early discussion of the problem with Mr. Dodge. 
(Attachment B-5.) 


March 26, 1954 

Mr. Adams and his assistant, Mr. Roberts, met with Mr. Kampmeier, Director 
of Power Utilization, TVA, Mr. Cook, of AEC, and other AEC and Bureau of 
the Budget staff to discuss the basis for TVA’s estimate of the cost of construct- 
ing a steam plant at the Fulton site and the cost of producing power at such a 
plant. 


April 1, 1954 
Mr. Adams met with Mr. Seal, who had prepared, as a basis for further discus- 
sion, a revised detailed cost estimate. 


April 2, 1954 

Mr. Hughes met with Mr. Adams, Mr. Roberts, and Mr. McCandless. Mr. 
Adams outlined generally the revised estimate, and after discussion it was agreed 
that he should continue his detailed analysis and have a rough outline of his 
conclusions ready for a meeting with Messrs. Dixon and Yates the next day. 
April 3, 1954 

Mr. Hughes, Mr. Adams, and Bureau staff met with Mr. Dixon and Mr. Yates. 
On the basis of Mr. Adams’ analysis it was agreed that the revised estimate was 
very much better than the original proposal of February 25, although it was 
understood that the figures required further refinement. Messrs. Dixon and 
Yates were advised that if they were able to make a new firm proposal close to 
the revised basic cost estimate it would seem from Budget Bureau viewpoint to 
deserve serious consideration. Messrs. Dixon and Yates said they would pro- 
ceed to outline a proposal for further discussion. 


April 5-6, 1954 

Mr. Adams and Mr. Roberts had further discussions with representatives of 
the Dixon-Yates group on technical aspects of the revised basic cost estimate and 
of a possible revised proposal based on that estimate. 


April 6, 1954 
Mr. Hughes met with Mr. Dixon and Mr. Yates, with Messrs. Adams, Roberts, 


and McCandless attending. The sponsors gave a general outline of a revised 
proposal which they were considering submitting. 


April 6, 1954 

Mr. Adams and Mr. Roberts, as consultants for the Bureau of the Budget, 
attended a meeting of Messrs. Dixon and Yates with Mr. Nichols and Mr. Cook 
of the AEC. The sponsors presented a general outline of the terms of a revised 
proposal and indicated to Mr, Nichols they would have a revised proposal ready 
for consideration by April 10, 1954. 


April 7-8, 1954 

Messrs. Adams and Roberts conferred with AEC staff members and representa- 
tives of the Dixon-Yates group on technical aspects of the sponsors’ cost estimates. 
April 10, 1954 

Mr. Nichols, Mr. Cook, and others of the AEC staff met with Mr. Dixon and Mr. 
Yates and their technical and legal staff, with Mr. Adams and Mr. Roberts attend- 
ing as consultants for the Bureau of the Budget. At this meeting Messrs. Dixon 
and Yates withdrew the original proposal and presented a revised proposal predi- 
cated upon the revised basic cost estimates, In the course of a full day’s meeting 
all aspects of the revised proposal were reviewed and several modifications agreed 
to by the sponsors, which were incorporated in the proposal under date of April 
10, 1954. 
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April 15, 1954 


The Atomic Energy Commission transmitted to the Bureau of the Budget the 
revised proposal submitted to the Commission by Messrs. Dixon and Yates on 
April 10, 1954. (Copy of letter and proposal attached to AEC record.) 


April 16, 1954 


Mr. Hughes held a meeting attended by Mr. Clapp and Mr. Nichols and staff 
of TVA and AKC and the Bureau of the Budget. It was agreed that TVA and 
AEC should undertake a joint analysis of the revised proposal with Mr. Adams 
participating for the Bureau of the Budget. The analysis was initiated on the 
same day and continued through April 21, 1954. 


April 17, 1954 

Mr. Hughes received a letter dated April 16, 1954, from Dr. Henry D. Smyth 
and Mr. Eugene M. Zuckert, Members of the Atomic Energy Commission, express- 
ing their personal views with respect to the contemplated use of AEC’s contract- 


ing authority in connection with the Middle South-Southern proposal. (Attach- 
ment B-6.) 


April 17, 1954 

Mr. Hughes received a letter dated April 17, 1954, from Mr. Nichols of AEC 
informing him that, in compliance with Mr, Hughes’ request, he had explained 
to Senator Saltonstall why Mr. Nichols was not yet prepared to testify in con- 
nection with the TVA budget before the Independent Offices Subcommittee (of 
which Senator Saltonstall is Chairman) of the Senate Committee on Appropria- 
tions. Mr. Nichols enclosed a copy of his letter on the subject to Senator Salton- 
stall. (Attachments B--7 and B-8.) 
April 22, 1954 

Director Hughes met with Mr. Clapp and Mr. Nichols to discuss the results 
of the joint analysis made by staffs of the Bureau of the Budget, AEC, and TVA 
and to understand fully the TVA position so that it could be considered and 
presented to the President. This meeting brought out certain exceptions which 
TVA took to comparative cost figures agreed upon by Messrs. Adams and Roberts 
as consultants to the Bureau of the Budget and the AEC staff. 
April 24, 1954 

Mr. Hughes sent a memorandum to the President advising him that the Atomic 
Energy Commisssion had received a firm proposal from Middle South Utilities, 
Inec., and The Southern Company, which offered a practical way of carrying out 
the objectives stated in the Budget Message of relieving TVA of a part of the 
ABC load. The memorandum gave the President the results of the joint analysis 
by AEC, TVA, and the Bureau of the Budget, and carried the Director’s recom- 
mendation on the proposal. (Attachment B-9.) 
April 28, 1954 

Mr. Hughes received a telegram from Burch, Porter, and Johnson, a firm of 
attorneys in Memphis, advising him that they were authorized by responsible 
clients having ample financial resources and engineering experience to submit.a 
proposal to AEC to furnish it power. The telegram stated that AEC had been 
notified and had been asked for an appointment for Gibbs and Hill, Inc., engineers 
for the clients. The White House was advised of the Burch telegram and further 
consideration of the Middle South-Southern proposal was delayed pending devel- 
opments as a result of the telegram. (Attachment B-10.) 


May 5, 1954 


Mr. Hughes was visited by Mr. Dixon and Mr. Paul O. Canaday, Vice President 
of Middle South Utilities, Inc., inquiring as to the status of their proposal. They 
were advised that the decision was being delayed to allow consideration of another 
proposal which might develop. They were aware of the Burch telegram,. which 
had been made public. 


May 10, 1954 


Mr. Hughes sent a letter to Senator Saltonstall, in response to his request to 
be kept informed, advising him that no definite conclusion had yet been reached 
as to how the additional power load in the TVA area would be met, and that, 
if necessary, a supplemental estimate for TVA would be transmitted in time 
for inclusion in the final supplemental appropriation bill. (Attachment B—11.) 
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May 17, 1954 

Mr. Hughes received a letter from Senator Saltonstall, dated May 14, 1954, 
asking that any supplemental estimate for TVA be submitted to the Congress 
not later than June 10, 1954, or, if no supplemental was to be required, that the 
Committee be advised of this fact and of the status of negotiations by this date. 
(Attachment B-12.) 


May 20, 1954 

Mr. Hughes acknowledged receipt of the April 16, 1954, letter from Com- 
missioners Smyth and Zuckert. (Attachment B-13.) 
Vay 27, 1954 

The Bureau of the Budget was advised by AEC that a proposal had been 
received dated May 26, 1954, from Mr. Burch’s clients, a group of investment 
bankers, attorneys, and financial consultants, headed by Mr. Walter von Tres- 
ckow. In the interest of time, the Bureau of the Budget agreed to have its con- 
sultant, Mr. Adams, participate in a preliminary analysis of the proposal and in 
a meeting with the von Tresckow group on June 3, 1954. 


June 3, 1954 


A meeting was held by AEC staff with the von Tresckow group, with Mr. Adams 
in attendance, to receive the group’s proposal. 


June 4, 1954 

The von Tresckow proposal and information submitted at the meeting on June 
3 were discussed with Mr. Kampmeier of the TVA by the staff of AEC and 
Messrs. Adams and Roberts. 


June 10, 1954 

Mr. Hughes replied to Senator Saltonstall, in response to his request of May 
14, 1954, on the status of negotiations to supply AEC with power from private 
sources. (Attachment B-14.) 


June 11, 1954 


Mr. Hughes received a letter from Mr. Strauss dated June 10, 1954, trans- 
mitting AEC’s analysis of the von Tresckow proposal including cost comparisons 
with the Dixon Yates proposal and the TVA estimates. (Copy of the letter 
attached to AEC record.) 

June 14, 1954 

A comparative summary analysis of the Dixon-Yates proposal, the von 
Tresckow proposal, and estimated TVA costs was presented by Mr. Hughes and 
Mr. Strauss to the congressional leaders in conference with the President. The 
President stated that AEC would be instructed to proceed with negotiations 
under the Dixon-Yates proposal, looking to the signing of a definitive contract 
within the terms of the proposal. 


June 15, 1954 
Mr. Hughes presented to the President for his approval proposed letters to 


AEC and TVA advising these agencies of the President’s decision. (Attachment 
B-15.) 


June 16, 1954 


Letters approved by the President were sent to AEC and TVA by Mr. Hughes. 
A letter was also sent by Mr. Hughes to Senator Saltonstall, advising him of the 
decision. (Attachments B—16, B-17, and B-18.) 


June 16, 1954 


Mr. Hughes sent a letter to Mr. Harry H. Curtis, Vice Chairman of TVA, in 
reply to Mr. Clapp’s letters of March 1 and March 23. (Attachment B-19.) 


June 17-18, 1954 


The Joint Committee on Atomic Energy conducted hearings. On June 18, 1954, 
Mr. Adams as technical consultant to the Bureau of the Budget, testified before 
the Joint Committee with respect to the estimated comparative costs to the Gov- 
ernment for power supply under the Dixon-Yates proposal and proposed new 
TVA power facilities. (See JCAH Hearings on S. 3323 and H. R. 8862, pp. 1077 
ff., pp. 1116 ff.) 
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June 18-August 17, 1954 


The proposal was thoroughly discussed in the Congress, both before and dur- 
ing the debate on the amendments to the Atomic Energy Act. This discussion 
resulted in the enactment of a provision in the Atomic Energy Act of 1954, which 
authorizes the Atomic Energy Commission to enter into contracts similar to that 
contemplated by the Dixon-Yates proposal, subject to the submission of such 
contracts to the Joint Committee on Atomic Energy. In accordance with this 
requirement, the AEC proposed contract with the Mississippi Valley Generating 
Company (the new company formed to carry out the contract) was submitted 
by AEC to the Joint Committee on Atomic Energy on August 18, 1954. 


July 6, 1954 


Mr. Hughes received a letter dated July 2, 1954, from Mr. Curtis, raising ob- 
jections to the instructions to TVA and AEC contained in the Bureau's letters of 
June 16, and requesting reconsideration of the instructions. (Attachment B—20.) 


August 17, 1954 


Mr. Hughes received a letter from Mr. Nichols, dated August 16, 1954, request- 
ing Budget Bureau concurrence in AEC’s view that the proposed contract is in 
compliance with the instructions of the President. (Copy of letter attached to 
AEC record.) 


August 18, 1954 


Mr. Hughes sent the following letters: (1) a reply to AEC’s letter of August 
16; (2) a letter to Chairman Cole of the Joint Committee on Atomic Energy ; 
and (3) a letter to Mr. Curtis in response to his letter of July 2. (Attachments 


$21, B—22, and B-23. 


ATTACHMENT B-1 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D. C., December 18, 1958. 
Hon. Gorpon R. CLAppP, 
Chairman, Tennessee Valley Authority, Knoxville, Tenn. 

My Dear Mr. Ciapp: Your budget estimates for the fiscal year 1955 and the 
information presented by your representatives from the Tennessee Valley Author- 
ity have been given careful analysis. The President has approved the inclusion 
in the budget of the following recommendations for your agency’s appropriations: 


Payment to Tennessee Valley Authority Fund___.-..._-________-_ $141, 200, 000 
Resources Development, Tennessee Valley Authority....._..____ 600, 000 


The recommended amount includes $119,728,000 for continuation of work on 
going power generating facilities in accordance with established construction 
schedules. In order to provide, with appropriate reserves, for reasonable growth 
in industrial and municipal and cooperative powerloads in the area through 
calendar year 1957, arrangements are being made to reduce, by the fall of 1957, 
existing TVA commitments to the Atomic Energy Commission by a minimum of 
500,000 kilowatts with the possibility that the reduction may total about 600,000 
kilowatts. This portion of the AEC load for the Paducah plant would be met 
from additional capacity provided by sources other than TVA, thereby releasing 
the equivalent amount of TVA generating capacity to meet the increased load 
requirements of other consumers in the TVA power area. Accordingly, no pro- 
vision is being made in the 1955 budget for starting additional generating units. 
In the event, however, that negotiations for furnishing the above-stated AEC 
load requirements from other sources are not consummated as contemplated, the 
question of starting additional generating units in the TVA area will be 
reconsidered. 

As you were informed, it is our intention at an early date to propose the charg- 
ing of interest on the Federal investment in power facilities of the Tennessee 
Valley Authority (including property transfers but excluding those facilities 
financed from corporate funds). As agreed, there will be a full discussion with 
you concerning the questions involved in setting up an equitable basis for charging 
an adequate rate of interest, and we shali be prepared to allow a reasonable period 
for the discussion of this and other questions which you or we may raise in con- 
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nection with this proposal. In order to help us to reach a sufficiently prompt 
decision, the following information should be furnished to us not later than 
January 15, 1954: 

(1) The Board’s recommendations regarding the manner in which the interest 
rate should be calculated and the amount of the power investment to which it 
should be applied, together with a draft of language that would incorporate the 
Board’s recommendations. 

(2) A forecast of TVA’s earnings and cash positions by years for the period 
1955-65 based on the Board’s recommendations under (1) and on the capacity 
of existing power-generating units and those now under construction. The 
statement should specifically set forth the capital repayments required under 
existing law, the interest payments that would be required under the Board's 
recommendation, and a schedule showing the new power investment by years on 
which the interest calculation is based. 

Thereafter, discussion will be arranged hetween the Tennessee Valley Author- 
ity and the Bureau of the Budget for the purpose of arriving at recommendations 
to be presented to the President. 

You are also requested to submit a draft of the language you propose for 
inclusion in the narrative statement in the budget indicating that the question of 
charging interest on power investment of the TVA is under consideration in the 
Executive Branch and that recommendations to the Congress may be made at 
an early date. 

Members of the Bureau of the Pudget staff will communicate with your budget 
officer concerning the appropriation text, the narrative statement, and other 
details relating to the above amounts. Please have your budget oflicer revise 
the details for 1955 in the schedules of obligations to agree with the approved 
estimates. In addition, obligations or other transactions reported for 1954 should 
be revised, if necessary, to reflect significant changes in your financial plans. 
It will not be necessary to prepare new green sheets or narrative statements 
unless it is impracticable to make revisions on the original presentation. The 
revised schedules should be returned not later than December 19, 1953. 

The recommendations of the President, the estimates submitted, and any other 
information used in the formulation of these recommendations are to be kept 
confidential until the budget message is presented to Congress, except that in 
those cases where the Bureau of the Budget releases estimates to the committees 
on appropriations prior to that time, the estimates may be discussed with mem- 
bers and staff of those committees. In such cases the agency will be advised 
before the estimates are released. 

Sincerely yours, 
Jos. M. Dopnag, Director. 





ATTACHMENT B-2 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D. C., December 24, 1953. 
Honorable Lewis L. Strauss, 
Chairman, United States Atomic Energy Commission, 
Washington, D. C. 

My Dear Mr. Srravuss: As a result of your preliminary conversations with 
private interests we understand that arrangements can probably be worked out 
to supply the Atomic Energy Commission Paducah installation with 500,000 (and 
possibly up to 600,000) kilowatts more of electric power than it is now scheduled 
to receive in 1957 from non-Federal sources. This would relieve the Tennessee 
Valley Authority of its previous commitments to you in like amounts and free 
this power for normal load growth in the TVA power area. 

The TVA budget for 1955 will be based upon the expectation of a successful 
completion of these arrangements to relieve TVA of this amount of your power 
requirements now expected from them. This will make it unnecessary to include 
any amounts for new power generating facilities in the TVA budget for 1955. 
However, the agency has been advised that if satisfactory arrangements cannot 
be developed to provide this power for AEC installations from private sources, 
reconsideration will be given to the TVA request for appropriations to initiate 
the construction of additional power facilities. It is also understood that the 
arrangements under discussion refer solely to existing firm commitments for 
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permanent power between TVA and AEC. Any additional AEC needs that may 
develop will have to be considered separately as they may arise and appropriate 
arrangements made. 

It would be very helpful if you would proceed with your negotiations with 
the view of reaching a firm agreement with private interest to supply AEC 
with an additional 500,000 KW’s to 600,000 KW’s no later than the fall of 
1957. Inasmuch as it will be necessary to submit supplemental appropriations 
this spring for the TVA should it be impossible to work out satisfactory arrange- 
ments with non-Federal sources we would appreciate being kept currently in- 
formed with respect to these negotiations, 

Sincerely yours, 
ROWLAND Huaues, Acting Director. 





ATTACHMENT B-3 


TENNESSEE VALLEY AUTHORITY, 
Knogville, Tennessee, December 24, 1953. 
Honorable JosepH M. Dopar, 
Director, Bureau of the Budget, 
Executive Office of the President, Washington, D. C. 

Dear Mr. Donee: We have received your allowance letter of December 18, 1953, 
fixing TVA’s budget estimates for the fiscal year 1955. $141,800,000 of appro- 
priated funds are included in the budget, of which $600,000 is earmarked for 
resource development. We were informed in conference with Mr. Hughes that 
the appropriation language for 1955, like the language for the current year, will 
authorize TVA to spend from revenues an additional amount for resource develop- 
ment activities; for 1955, $600,000, or a total of $1,200,000. Our Budget Officer 
has already submitted to the Bureau staff financial exhibits reflecting the 
determinations in your letter. 

The allowance provides for continuation of construction on generating units 
already under way in accordance with TVA construction schedules, but no 
money is included for new starts. In lieu of the eight steam generating units 
with 1,395,000 kilowatts of capacity which TVA had recommended starting in 
fiscal 1955, the Atomic Energy Commission will be asked to reduce its power 
commitments from 'TVA at its Paducah facility by at least 500,000 and possibly 
by as much as 600,000 kilowatts. AEC would secure this amount of power from 
other sources and release by the fall of 1957 an equivalent amount for the 
increased load requirements of other consumers in the TVA power area. If 
these arrangements should not be consummated you have assured us that the 
question of starting additional generating units in the TVA area will be re- 
considered and the result reflected in a supplemental appropriation request to 
the Congress. In addition, we were told to assume that other Federal loads 
served by TVA would not be increased. 

This matter of power supply is so crucial to the welfare of the Tennessee 
Valley area and to the national interest that we feel compelled to say to you, 
as we did to Mr. Hughes at our conference on December 17, that the Bureau's 
allowance (assuming satisfactory consummation of AEC’s negotiations for a 
substitute source for 500,000 to 600,000 kilowatts) is inadequate on the basis of 
TVA’s load forecasts for 1957. It not only fails to provide the normal reserves 
which are necessary for economical operation and assurance of continuous supply 
but also barely meets estimated requirements, even on the assumption of favor 
able operating conditions and on the assumption that our obligation to AEC 
will not only be reduced but also that no increases in any Federal loads we 
serve will occur. As we told Mr. Hughes, our estimates are based on the most 
eareful analysis and study, and we are confident they are conservative. The 
new system peak loads established in the last week support both our annual 
and long-range forecasts. 

Provision of the 500,000 or 600,000 kilowatts presently planned to be secured 
by release of AEC load is, of course, essential to prevent a catastrophe in power 
supply in 1957. In effect, TVA would receive for its general area loads (exclu- 
sive of any new or increased Federal requirements) the output of several of the 
generators at Shawnee Steam Plant near Paducah now committed to AEC service. 
Mr. Hughes’ statement that the Bureau would either carry through very promptly 
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the proposed arrangements with AEC for release of load or submit a supple- 
mental estimate for TVA is reassuring in view of the time required to secure 
consideration and approval by Congress of requests for supplemental appropri- 
ations. 

The contemplated reduction of AEC’s requirements from TVA will still leave 
TVA as the largest supplier of power for AEC, committed to supply by 1956 some 
2,400,000 kilowatts out of a total firm AEC load of about 3,700,000 kilowatts at 
Oak Ridge and Paducah. The record will show that the AEC-TVA arrange- 
ments are very favorable to the AEC and to the Federal Treasury. This is not 
to say that we object to a decision that AEC shall procure from other suppliers a 
greater share of its power requirements at Paducah than is covered by the exist- 
ing arrangements. We do not object. Mr. Hughes pointed out, and, of course, 
we recognize, the weight of the policy considerations which led to the Bureau’s 
decision to defer all new power units in order to avoid an initial capital invest- 
ment in such facilities by the Government at this time. We understand this to 
be the basis for the Bureau’s proposal. However, we should make clear to you 
that the cost of power at Paducah from the Electric Energy, Inc., plant at Joppa 
will be substantially more than the cost of the power which TVA has undertaken 
to sell AEC. An increase of as little as a half a mill per kilowatt-hour in the 
cost of the 500,000-600,000 kilowatts of power which AEC will purchase in sub- 
stitution for TVA power would involve excess payments of about $50—-$60 million 
over the life of a 25-year contract, a substantial part of the total investment 
required to build the necessary power facilities. 

The decision of the Bureau will increase the Government’s operating expenses 
in two other ways. The failure to provide for the Fulton Plant and the other 
units in the budget recommended by TVA will require TVA to operate expensive 
marginal capacity and to buy power from time to time from the obsolescent plants 
of neighboring utility systems at costs several times the cost of producing power 
from new generating units on the TVA system. We have estimated that a one- 
year delay in the operation of a new plant such as the proposed Fulton Steam 
Plant could result in $20,000,000 of extra cost. This extra cost will be reflected 
in a lower rate of return to the Government from TVA’s operations. In effect, 
therefore, the Government will be paying for the new units through excess power 
costs without owning them or having available this important and more eco- 
nomical increment to national productive capacity. Moreover, the capacity 
released by AEC at the Shawnee Steam Plant is not as well located with relation 
to other TVA loads as the proposed Fulton Plant, and the utilization of this power 
will entail greater costs and losses in transmission which will in turn be reflected 
in a lower rate of return from TVA’s operations through no fault of the dis- 
tributors and consumers of TVA power. 

We shall await word from you as to the outcome of AEC’s explorations and 
negotiations for alternate power supply at Paducah and in the meantime will 
hold our plans with respect to the additional units in a state of readiness. 

Your letter of December 18 states the intention of the Bureau at an early date 
to propose the charging of interest on the Iederal investment in the power facil- 
ities of the TVA and assures TVA the opportunity for full discussion concerning 
the questions involved in setting up an equitable basis for charging interest. We 
understand from our conferences of December 17 with Mr. Hughes that the 
Bureau will not arrive at a final decision in this matter until after the discus- 
sions with TVA, considering among other things the amortization requirements 
imposed by the Government Corporations Appropriation Act, 1948, which already 
requires the TVA to make payment to the Federal Treasury at the average rate 
of 2% percent per annum upon the Treasury investment in TVA power facilities. 
As you know, this amortization requirement is payable from net income, after 
straight-line depreciation which protects the Government’s capital investment, 
and is therefore in the nature of a legislative minimum return on investment. 
We are not attempting at this time to suggest the way in which this problem 
should be handled but only that the solution should await the forthcoming 
discussions. 

The factual material relating to this problem requested in your letter is now 
in preparation. We will do our best to have this material in your hands by 
January 15 as you request. 

Very truly yours, 

Gorpon R. CLApp, 

Chairman of the Board. 
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ATTACHMENT B-4 


TENNESSEE VALLEY AUTHORITY, 
Knoeville, Tenn., March 1, 1954. 
The Honorable JoserH M. Doner, 
Director, Bureau of the Budget, 
Executive Office of the President, Washington 25, D. C. 

Dear Mr. DopGE: Some time ago members of our staff were informally advised 
that the Atomic Energy Commission would soon call upon us to supply from 
180,000 to 200,000 kilowatts of additional power for its expanding program at 
Oak Ridge, and that the full amount of power would be required by July of 1956 
or as soon thereafter as possible. We called the attention of AEC representatives 
to the assumptions on which your office had based its decision to ask for no 
“new starts” in TVA generating capacity in fiscal 1955 and suggested that AEC 
should take the responsibility of advising you promptly of the plans to increase 
the load at Oak Ridge, with the consequent necessity for TVA to increase its 
power capacity. I assume that AEC has done so, for on February 26 we were 
formally advised by letter of the enlarged requirements. 

This new federal load of 200,000 kilowatts for Oak Ridge, combined with the 
present uncertainty as to whether we will need to continue to plan to provide 
the 500,000 or 600,000 kilowatts at Paducah for which the Budget had hoped 
to find another supplier, creates a situation of considerable urgency which we 
should like to discuss with you at your earliest convenience. 

You will understand of course why we are deeply concerned about the effects 
of any further delay in determining the amounts of power AEC will need to 
obtain from us at Paducah in 1957. If there is any possibility that suitable 
arrangements for alternative sources of supply cannot be developed promptly 
and that TVA must be ready to provide the power, we believe that a request for 
supplemental funds for fiscal 1955 with which to begin construction of the new 
generating facilities which would be needed to meet the 1957 requirements at 
Paducah should be considered together with the funds needed to meet the new 
load at Oak Ridge. 

A supplemental request of $47 million for 1955 would be required to increase 
the load-carrying capacity of the TVA system by 750,000 kilowatts, permitting 
it to carry the 500,000 kilowatts at Paducah and the additional 200,000 kilowatts 
at Oak Ridge, together with related transmission losses. Thirty million dollars 
would be needed to start the Fulton steam plant, and $17 million to begin the 
addition of two units to the Johnsonville steam plan. This program represents 
the most economical expansion of our system capacity to meet the Atomic Energy 
Commission load. 

We believe that further delay in requesting the appropriation will be dangerous, 
but we would have no objection if the program included a provision for the 
impoundment of a part of the funds by the Budget if satisfactory arrangements 
should be developed for supplying 500,000 kilowatts or more of AEC’s Paducah 
requirements from other sources. For example, if TVA could be relieved of half 
or more of that amount as soon as the fall of 1957, the additions to Johnsonville 
could be deferred. It should be understood that this program for providing 
750,000 kilowatts does not alter the basic assumptions underlying the President’s 
original budget request for TVA. It does not provide any margin of capacity 
in excess of the loads now anticipated for 1957. The additions we now propose 
are submitted only to meet the specific situations pointed out in the President’s 
budget message as contingencies which would require a reconsideration of the 
decision to provide no new capacity on the TVA system in fiscal 1955. New 
defense loads have developed in the amounts described above and we understand 
that negotiations for relieving TVA of a portion of the AEC load at Paducah 
have not been consummated. 

If this program meets with your approval, we should like also to request per- 
mission to make adjustments within the funds available in fiscal 1954 to enable us 
to begin on-site work prior to July 1, 1954. By small expenditures on the site and 
by obtaining commitments from manufacturers immediately after clearance with 
you, we could have the first unit at Fulton in operation in the early part of 1957. 
The commitments from manufacturers would of course be subject to appropria- 
tions, but the time we would gain by preliminary arrangements may be vital to 
AEC’s program. 
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We shall be glad to discuss these questions in detail with you and your staff at 
your earliest convenience, and upon your approval we will be prepared to st bnit 
promptly to the Atomic Energy Commission a tentative statement of the basis 
upon which power can be supplied to meet the additional need at Oak Ridge, 
assuming the most expeditious and economical expansion of our system generating 
capacity. 

Sincerely yours, 

Gorpvon R. CLapp, 
Chairman of the Board. 


ATTACHMENT B-5 


TENNESSEE VALLEY AUTHORITY, 
Knoxville, Tenn., March 23, 1954. 
The Honorable JoserpH M. Dopce, 
Director, Bureau of the Budget. 
Executive Office of the President, Washington 25, D. C. 


DEAR Mr. DopGE: On March 1, 1954, I wrote you concerning the need for our 
prompt installation of additional power generating capacity to supply an expan- 
sion of 180,000 to 200,000 kilowatts in the requirements of the Atomic Energy 
Commission at Oak Ridge. On March 3, at a meeting in Mr. Hughes’ office, it 
was agreed that a plan to meet this new load could best be developed after a 
determination is reached with respect to the proposal to relieve TVA of 6.0,000 
kw which we are now committed to supply the ABC at Paducah. Mr. Hughes 
told us of the offer AEC had received from Mr. Dixon of Middle South Utilities, 
Inc., and Mr. Yates of The Southern Company. In collaboration with the staff 
of AEC, we were asked to prepare a comparison of this offer und the alternative 
of a plant owned and operated by TVA, the comparison to show the cost to the 
Government of each proposal. This joint analysis was completed prior to the 
middle of the month and is in the hands of the AEC, but we have yet had no 
definitive word, either from AEC or the Bureau, about a decision in the matter. 
Meanwhile, plans for meeting the new request from AEC for an additional 180,000 
to 200,000 kilowatts at Oak Ridge await discussion with your office. 

Since I last wrote you, we have received a request for 70,000 kw of power to 
operate new supersonic research equipment which is to be installed by the Air 
Force at the Arnold Engineering Development Center near Tullahoma, ‘lennes- 
see. The additional power is expected to be required in 1957. In addition, the 
Air Force is asking that we review with them the problems that would be in- 
volved in the possible future supply of still greater amounts of power in incre- 
ments of 50,000 kw each. The operation of the new equipment at the AFDC 
probably can be limited to night hours, so that the effect upon our system power 
requirements will not be as great as for an on-peak load of equal size. 

However, this new AEDC requirement, together with the prospects of its 
further expansion like the new addition at Oak Ridge and the possibilities of 
AEC’s operating at above normal level of power consumption there and at Pa- 
ducah, illustrate the point that new Federal power demands will continue to 
occur from time to time in this area of special national defense advantavzes. 
These recent requests from national defense Federal agencies multiply our con- 
cern, previously expressed to the Bureau of the Budget, about failure to provide 
in our estimate now before the Congress for power capacity margins to meet 
unanticipated requirements. We believe it is important to anticipate such ex- 
pansion in Federal power needs. Neither the present budget program nor that 
proposed in our letter of March 1 was designed to provide any margin for such 
development. 

We hope that the problem created by these requests upon TVA can be carefully 
discussed soon. Further loss of time is a matter of grave consequence to TVA’s 
power supply commitments, not to mention the broader question of national 
defense, and it gives us deep concern. 

Very truly yours, 
Gorpon R. CLaAppP, 
Chairman of the Board. 
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ATTACHMENT B-6 


Unitep States Atomic Energy CoMMISSION, 
Washington 25, D. C., April 16, 1954. 
Hon. RoLanp R. HuGHEs, 
Director, Bureau of the Budget. 


Deak Mr. Huaues: On April 15, 1954, the Chairman of the Atomic Energy 
Commission, Mr. Strauss, sent you a letter, outlining an analysis of the negotia- 
tions for certain power to be furnished by Middle South Utilities, Inc., and The 
Southern Company. 

Under this proposal, the Atomic Energy Commission’s contracting power would 
be used as a vehicle for the supply of 600,000 kw. of power in the Memphis area. 

With the knowledge of the other Members of the Commission, we are taking 
this opportunity to bring to your attention our personal view that the proposed 
action involves the AEC in a matter remote from its responsibilities. In an 
awkward and unbusinesslike way, an additional Federal agency would be con- 
cerned in the power business. 

The proposal under discussion is an outgrowth of the response to the Presi- 
dent’s budget message, and your letter of December 24, 1953, requesting the AEC 
to explore the possibility of reducting existing commitments of the TVA to the 
Commission. In the course of that exploration, it was determined to be unwise 
to distu:b the AEC arrangements with ‘TVA, upon which cur production schedules 
depend. Since that determination, the explorations have taken a different course. 

The present proposal would create a situation whereby the AEC would be 
contracting for power, not one kilowatt of which would be used in connection 
with Commission production activities. The creation of such a contractual 
relationship would place upon the Commission a continuing responsibility during 
the 25-year life of the contract for stewardship in respect to matters irrelevant 
to the mission of the Commission. 

It has been our observation in government administration that arrangements 
which are obviously incongruous at the outset tend to become even less clear-cut 
because no one can foresee what contingencies may arise over a long term of 
years. In addition, the proposed action certainly seems a reversal of the sound 
philosophy embodied in the community disposal legislation recently sent forward 
to Congress. One motivation for that legislation was the desire to eliminate 
responsibilities not essentially involved in the Commission’s sober and exacting 
principal mission. 

Of course, if the President or the Congress directs the Commission to accept 
such a responsibility, we will endeavor to discharge it fully. 

Sincerely, 
Eucene M. ZvucKenrt, 
Member, Atomic Energy Commission. 
Henry D. SMytu, 
Member, Atomic Energy Commission. 





ATTACHMENT B-7 


Unitep States Atomic Eneray CoMMISSION, 
Washington 25, D. C., April 17, 1954. 
Hon. Row.Lanp R. HUGHEs, 
Director, Bureau of the Budget. 

Dear Mr. Hvuenes: Late Friday, in accordance with your request, I finally 
reached Senator Saltonstall by telephone and discussed with him the reasons for 
my not appearing on Monday at the TVA hearing as the Committee had previously 
requested. 

Senator Saltonstall was very anxious that he have something for the record 
on Monday and, as a result of our discussions, he requested that I send him a 
letter which was to be in his hands at 9:30 a. m., Monday. He expressed the 
hope that I could state enough to indicate that there might be reasonable chance 
of success in obtaining a private source for the power required by TVA. In 
fact, he wanted me to state that the proposal was acceptable, but I told him 
I could not do this because the TVA and your office had not yet analyzed the 
proposal. After he reads the letter he will determine if it is sufficient for his 
needs, and if not he will send for me to answer further questions concerning the 
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Sincerely yours, 


Hon. LEvERETT SALTONSTALL, 


act 
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proposal we have received from the Middle South Utilities, Inc., and The Southern 


I tried to get in touch with you both at your office and at home on Saturday 
morning in order to check the letter with you prior to its dispatch but I was 
unable to reach you. The letter, a copy of which is attached, will be delivered 
by messenger to Senator Saltonstall between 9:00 and 9:30 a. m. Monday, April 19. 


K. D. NicHoLs, General Manager. 


B-8 


UNITED STATES ATOMIC ENERGY COMMISSION, 


Washington 25, D. C., April 17, 1954. 


Chairman, Subcommittee on Independent Offices, 
Committee on Appropriations, United States Senate. 


DEAR SENATOR SALTONSTALL: Confirming my conversation with you on Friday, 


1 April 16, I wish to inform you that the Atomie Energy Commission has received 
a proposal in writing from the Middle South Utilities, Inc., and The Southern 
Co. in response to the President’s budget message and to the Bureay of the 


Budget’s request to the AEC to explore the possibility of reducing existing 
commitments of the TVA to the AEC by 600,000 kilowatts. The proposal results 
from a series of meetings between representatives of the AEC, the Federal Power 
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contract. 


svete 


Commission, and the sponsoring companies. 
arrangement which could serve as a basis for negotiations leading to a definitive 


It proposes’ a fair and equitable 


Essentially the proposal would provide for the AEC contracting with the 


sponsoring companies for the supply of power. The private power source would 
interconnect with the TVA network in the vicinity of Memphis. The sponsoring 
companies would secure private financing for the necessary facilities and would 
provide power at what appears to be reasonable rates. Preliminary examination 
indicates that the difference in cost between the sponsor’s revised proposal and 
our present TVA contract for supply of power at Paducah is accounted for by 
3 State and Federal taxes. It should be pointed out, however, that sufficient time 
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has not elapsed since receipt of this proposal for the TVA to examine the proposal 
and for the Bureau of the Budget to analyze and determine if acceptance of the 
proposal is in the best interest of the United States. 

At a conference on April 16, 1954, called by the Director of the Bureau of the 
Budget, Mr. Gordon Clapp, Chairman of the Board of Directors, TVA, and the 


General Manager of the AEC agreed to jointly analyze the proposal with the 
expectation that data could be provided the Bureau of the Budget so that an 
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completion of the analysis. 
Sincerely yours, 


orderly presentation could be made to your Committee on Monday, April 26, or 
any time thereafter. It is felt that any presentation by the AEC prior to com- 
pletion of this joint analysis would be incomplete and, in any event, recommen- 
dation cannot be made pertaining to acceptance of the proposal prior to the 


K. D. NicHots, General Manager. 


ATTACHMENT B-9 


EXECUTIVE OFFICE OF THE PRESIDENT, 


BUREAU OF THE BUDGET, 


Washington 25, D. C., April 24, 1954. 


Memorandum for the President. 
Subject: Proposal made by private utilities to furnish power to the Atomic 
Energy Commission pursuant to policy announced in 1955 Budget Message 


The 1955 Budget Message pointed out that no appropriations were being recom- 
mended for new steam-electric power generating units for the Tennessee Valley 
Authority. The power supplies required to meet reasonable load growth in the 
area through calendar year 1957 were to be provided, if possible, by reducing 
existing commitments of the TVA to the AEC by 500,000 to 600,000 kilowatts by 





transferring this load to private enterprise. 


This would not only provide gener- 
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ating capacity to meet the increased load requirements of other consumers, but 
would also eliminate the need for appropriations to finance additional steam- 
generating units. 

After several months of negotiation, which we followed closely, the AEC has 
received a firm proposal from the Middle South Utilities, Incorporated, and the 
Southern Company (two large private utility companies in the area adjoining 
IVA). The offer is that a new corporation formed by them would construct 
a pant in Arkansas, across the Mississippi River from Memphis, for the pro 
duction of 600,000 kilowatts. This e'ectric power would be delivered to the TVA 
at Memphis where it is needed, and in exchange the TVA would continue to pro 
vide power to AEC at Paducah. This is a practical way of carrying out the 
objectives stated in the Budget Message. 

There has been intensive review of this offer by the AEC and TVA experts and 
Mr. Francis L. Adams, Chief of the Bureau of Power, Federal Power Commission, 
borrowed for this purpose by the Bureau of the Budget. The agreed-upon state 
of facts shows: 

A. The rates in the power companies’ proposal are predicated upon a base 
capital requirement of $107,250,000 for the production and transmission plant, 
with provision that the new corporation and AKC share on a fi-ty-fifty basis 
any decrease from or increase in this figure up to $117,000,000, any further 
increase to be borne in its entirety by the corporation. The contract would cover 
a period of 25 years with cancellation privileges to the Government. 

B. Comparing the proposal with existing arrangements between AEC and TVA, 
the annual cost to AEC, excluding taxes, would amount to about $18,600,000, 
compared with approximately $18,000,000 that AEC would pay TVA under the 
terms cf the present arrangement at Paducah for an equivalent amount of power. 
The difference is due largely to a calculated higher cost of coal at the new plant 
because of added distance from the source of supply. 


Notre.—The new Fulton plant, proposed by TVA, would be in the same area 
and would have to meet added cost of coal possibly as great as mentioned 
above. 


Cc. Analysis of the proposal from the standpoint of its cost to the Government, 
as compared with the estimate for constructing a TVA plant near Memphis, 
shows an annual cost to the Government of $20,569,000 for the private companies’ 
proposal, as compared with $16,884,000 estimated for the TVA plant. The 
difference of $3,685,000 is attributed to the following items: 


State and local taxes oe $1, 499, 000 
Difference in interest and other financing costs 1, 059, 000 
Operating and transmission costs is - . 1, 127, 000 


Note.—TVA contends that the difference is understated to the extent of 
$1,882,000. Experts of the AEC and Federal Power Commission believe this 
amount involves items of judgment which are speculative and should not 
properly be used in measuring the reasonableness of the proposal, 


D. The difference in taxes is self-explanatory. The difference in interest is 
between 24% percent for Government borrowing as compared with about 3% 
percent for private financing, a reasonable rate for the private corporation. 
About $600,000 of the difference in operating and transmission costs is in the 
extra transmission costs alone, due to the location outside the TVA area. The 
remaining half million dollars is due to TVA’s contention that it can purchase 
fuel and operate its plant at a lower cost than the company. 

EK. The contract with the private utilities would have cancellation privileges, 
whereas the TVA construction would represent a fixed Federal investment. 
Under the utilities’ offer the Federal Government would be relieved of the 
necessity of providing over $100,000,000 out of its tax revenues within a period 
of about three years, or from additions to the public debt, to obtain funds for 
building steam p'ants. The utility offer helps spread the risk from any future 
cut-back in the atomic energy program, which otherwise will in 1957 take 28 
percent of the TVA power capacity. 

Recommendation 

Acceptance of this utility offer will be agreeable to the AEC if it is determined 
by higher authority as administration policy to obtain the advantages of the 
use of private power notwithstanding the additional cost for taxes and interest 


plus an estimated $1,000,000 (or about five percent) increase in annual operating 
costs. 
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Note: This difference would be reduced if actual operating costs should 
prove to be higher for TVA. 

It is, of course, clear that this proposal will be subject to strong political at- 
tacks by the proponents of continued use of Federal funds to build up TVA 
power plants and to maintain lower power rates through the special interest 
and tax advantages enjoyed by TVA. Their line of argument has already been 
presented by Senator Gore in the Congressional Record, page 5068, of April 
921, 1954. 

Both TVA and the private utilities will do a good engineering job. This pro- 
posal by the utilities is reasonable and fair. There is a difference in reported 
costs which will be emphasized by the opponents. However, a large part of it 
is due to the special privileges of TVA in taxes and interest. The proposal 
provides a means for meeting the power requirement of TVA without the Gov- 
ernment building new steam plants. 

Will you authorize us (1) to instruct AFC to proceed to complete arrange- 
ments for a contract with the private utilities on the general basis outlined 
above, and (2) to instruct TVA and AEC to work out the related interagency 
arrangements to assure the most favorable operation from the standpoint of 
the Government? We so recommend. 

Row.Lanp Hueues, Director. 





ATTACHMENT B-10 
LDFOO2 PD 
Mempuis, TENN., April 28, 1954 624PMC 
Hon. RowLAND HUGHES, 
Director of Budget, White House, Washington, D. C.: 

The people of Tennessee and the Tennessee Valley are much alarmed at the 
prospect of having the Senate appropriations bills for the expansion of T. V. A. 
defeated. 

If the appropriations are not made, it then seems logical that the adminis- 
tration will seek the best competitive offers from private interests to furnish 
power to A. E. C. at the most advantageous rates and contract 

Assuming no appropriation is made within the next few days we are authorized 
by responsible clients having ample financial resources and engineering experi- 
ence to submit a proposal to A. E. C. which proposal is much more favorable than 
any other of which we have knowledge. My clients would propose to construct 
the plant at point specified by A. E. C. A. E. C has been notified by wire of our 
clients’ intention and has been asked for an appointment for our engineers, 
Messrs. Gibbs and Hill, Ine., to make a further check with them as to the latest 
details of their requirements. After this conference the detailed proposal will 
be filed. 

BurcH Porter & JOHNSON, 
Attorneys, 
By Lucrus E. Burcu, Jr. 
1954 Apr. 29, a. m. 8:10. 


ATTACHMENT R-11 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BuDGET, 
Washington 25 D. C., Maw 10. 1954 
Hon. LEVERETT SALTONSTALL, 
Chairman, Independent Offices Subcommittee, 
Committee on Appropriations, 
United States Senate, Washington 25, D.C 

My Dear Mr. CHAIRMAN: In response to your request, this letter is to advise 
you of the status of negotiations to supply the Atomic Energy Commission from 
private sources with from 500,000—600,000 kilowatts of power, as contemplated 
by the 1955 Budget. 

In accordance with the policies set forth in the Budget Message, AEC, at the 
request of the Bureau of the Budget, has been negotiating with a group of private 
utilities to furnish this power. A firm proposal has been received from Middle 
South Utilities, Inc., and The Southern Company to provide AEC with 600,000 
kilowatts of power. This proposal is under consideration. More recent develop 
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ments indicate the possibility of other proposals. The AEC is now exploring 
this possibility. 

Under these circumstances, it is not possible to present to your Committee 
at this time a definite conclusion as to the means of meeting the prospective 
additional power load in the Tennessee Valley Authority area. However, con- 
sideration of all valid proposals will proceed so that if necessary a supplemental 
estimate to provide funds for additional steam-generating capacity for TVA may 
be transmitted to the Congress in time for inclusion in the final supplemental 
appropriation bill. 

This course of action will allow adequate consideration of any valid proposals 
which may be made without in any way foreclosing consiteration of additional 
generating capacity for TVA if that should be determined to be the better course. 
If approved, the funds would be available to TVA at approximately the same 
time as though they were included in the Independent Offices Appropriation Bill. 
This should allow adequate time so that the new facilities could be in service 
to meet 1957 needs. 

Sincerely yours, 
RowLaNnpD Huaues, Director. 





ATTACHMENT B-—12 


UNITED STATES SENATE, 
COMMITTEE ON APPROPRIATIONS, 
Vay 14, 1954. 
Hon. RowLanp HvuGues, 
Director, Bureau of the Budget, 
Washington 25, D. C. 

My Dear Mr. Huenes: Thank you for your letter of May 10th relating to the 
Status of negotiations to supply the Atomic Energy Commission from private 
sources with from 500,000-600,000 KW of power, as contemplated by the 1955 
Budget. 

I note that you are considering several proposals and you state it is not 
possible to present to the committee at this time a definite conclusion as to the 
means of meeting the prospective additional power load in the Tennessee Valley 
Authority area, and you suggest it may be necessary to submit a supplemental 
estimate for consideration on the last appropriation bill considered in this 
session. 

It is the purpose of this committee, as has been announced by Chairman 
Bridges, to complete all appropriation bills by July 1st. Therefore, if the com- 
mittee is to have time to consider such supplemental estimate, it should be 
submitted to the Configress not later than June 10th. ; 

We will appreciate your cooperation with the committee in submitting the 
estimate by that time if it is to be considered at this session of the Congress, 
or advising the committee by that time in case no estimate is to be submitted, 
with a report as to the status of the negotiations. 

Sincerely yours, 
LEVERETT SALTONSTALL, 
Chairman, Independent Offices Subcommittee, Committee on 
Appropriations, 





ATTACHMENT B-13 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington 25, D. C., May 20, 1954. 
Hon. EUGENE M. ZUCKERT, 
Member, United States Atomic Energy Commission, 
Washington 25, D. C. 

My Dear Mr. Zuckert: I am in receipt of the letter of April 16, 1954, in 
which you and Dr. Smyth jointly express your views with respect to a possible 
arrangement whereby the Atomic Energy Commission would enter into a con- 
tract with a private utility in order to release a block of power to the Tennessee 
Valley Authority for its own load growth. 
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The matter is still under study, and decision will be reached only after careful 
consideration of all aspects of the proposed arrangement. 
I greatly appreciate the expression of your personal views. 
Sincerely yours, 
RowLaNp Hueues, Director. 
(Identical letter sent to Dr. Smyth.) 





ATTACHMENT B-14 


a hea 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BuDGET, 
Washington, D. C., June 10, 1954. 

Hon. LEVERETT SALTONSTALL, 

Chairman, Independent Offices Subcommittee, Committee 

on Appropriations, United States Senate, Washington, D. C. 

j My Dear Mr. CHAIRMAN: In your letter of May 14, 1954, you asked that your 
: committee be advised by June 10 as to the status of negotiations to supply the 
Atomic Energy Commission with power from private sources. 

In my letter of May 10, 1954, I informed you of the possibility of other pro- 
posals being received in addition to that from Middle South Utilities, Inc., and 
the Southern Co., which was then under consideration. On May 27 a proposal 
was received by the Atomic Energy Commission from Mr. Walter von Tresckow 
and associated sponsors. AEC met with the Von Tresckow group on June 3 and 
an intensive analysis of the proposal is in its concluding stages. 

We expect consideration of both proposals by the Atomic Energy Commission 
to be completed and that a decision will be reached in this matter within the 
next week, which will still allow a supplemental appropriation to be transmitted 
to the Congress if that course proves to be necessary. As soon as a decision is 
made I shall make a further report to you. 

Sincerely yours, 
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Row.tanpD Huaeues, Director. 


ATTACHMENT B-15 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BuREAU OF THE BupceEt, 
Washington, D. C., June 15, 1954. 
Memorandum for the President. 
Subject: Proposal made by private utilities to furnish power to the Atomic 
Energy Commission pursuant to policy announced in 1955 budget message. 

In accordance with the decision at yesterday’s legislative leaders’ meeting, I 
j prepared a letter to Admiral Strauss instructing him, at your request, to proceed 
f as promptly as possible with the arrangements for completing the contract for 
j approximately 600,000 kilowatts as in the Dixon-Yates proposal. A copy of that 

letter is attached for your approval. I propose to send a corresponding letter 
to the Tennessee Valley Authority. 

The letter includes the following paragraph: 

“The President has asked me to instruct the Atomic Energy Commission to 
proceed with negotiations with the sponsors of the proposal made by Messrs. 
Dixon and Yates, with a view to signing a definitive contract on a basis generally 
within the terms of the proposal. He has also requested me to instruct the Com- 
mission and the Tennessee Valley Authority to work out necessary contractual, 
operational, and administrative arrangements between the two agencies so that 
operations under the contract between AEC and the sponsors will be carried on 
in the most economical and efficient manner from the standpoint of the Govern- 
ment as a whole.” 

Admiral Strauss is hopeful that this will be a sufficient basis for Messrs. Smyth 
and Zuckert to support him in completing the contract. 

Hearings are scheduled for the very near future in the Congress, at which 
Admiral Strauss and his staff will explain the terms of the proposal prior to 
actually entering into the contract. These hearings, if held, will undoubtedly 
bring out further orations about the TVA. 
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Rowtanp Hueues, Director. 
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EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D. C., June 16, 1954 
Hon. Lewis L. STRAUSS, 
Chairman, Atomic Energy Commission, Washington, D. C. 


My Dear Mr. Srrauss: I have your letter of April 15, 1954, transmitting the 
revised proposal of Mr. E. H. Dixon, President, Middle South Utilities, Inc., 
and Mr. E. A. Yates, Chairman of the Board, The Southern Company, to supply 
power to the Atomic Energy Commission, and advising us of the Commission’s 
views with respect to the proposal. Since receiving your letter a thorough 
analysis of the proposal has been made by Bureau of the Budget staff in con- 
sultation with staff of the Atomic Energy Commission and the Tennessee Valley 
Authority. The factual results of this analysis have been discussed with Mr. 
kK. I. Nichols, General Manager of the Atomic Energy Commission, and Mr. 
Gordon Clapp, at that time Chairman of the Board of the Tennessee Valley 
Authority. Careful consideration has been given to the aspects of the proposal 
pointed out in your letter, as well as those raised in later discussion with Mr. 
Nichols and Mr. Clapp. 

I have also your letter of June 11, 1954, in which you present an analysis 
of a later proposal made on May 26, 1954, by a group headed by Mr. Walter von 
Tresckow, a financial and economic consultant of New York. This proposal and 
analysis have been reviewed by the Bureau of the Budget, with the assistance of 
Mr. Francis L. Adams and Mr. H. E. Roberts of the Federal Power Commission, 
who have been acting as technical consultants to the Bureau and who partici- 
pated with AEC staff in the analysis of both proposals and in discussions of them 
with TVA staff. 

It has been concluded with you that the von Tresckow proposal does not 
warrant further consideration by AEC at this juncture for the following 
reasons = 

1. There are many elements of uncertainty and indefiniteness in the 
proposal. 

2. The organization to accomplish the work does not exist. 

3. The Government would be required to take the entire financial risk 
with no real ceiling on the Government’s liability. 

4. The proposal would not provide any clear savings to the Government 
over the Middle South-Southern proposal. 

Our analysis of the Middle South-Southern proposal and the alternative of 
providing additional capacity by the Tennessee Valley Authority leads to the 
following conclusions: 

1. The use of privately generated power will avoid an outlay of about 
$100 million of Federal tax revenues for capital investment over the next 
three years. 

2. The Middle South-Southern proposal is a firm offer with a stated maxi- 
mum geapital cost reflected in the demand charges, whereas there can ob- 
viously be no guarantee as to the ultimate capital cost of a TVA plant, 
despite the favorable construction record of that ageney in recent years. 

3. The annual costs of the private proposal are reasonable in comparison 

with those estimated by TVA when all factors are considered. The signifi 
cant differences are that the private company must pay State and local taxes 
and has a higher cost of money than the Federal Government on its 
borrowings. 

4. The Middle South-Southern proposal provides cancellation privileges in 
the event that AEC operations are reduced or terminated during the life of 
the contract, whereas additional TVA capacity would necessarily remain in 
the Government under the same circumstances; moreover, this proposal will 
reduce the magnitude of necessary adjustments in the TVA system which 
would result in the event of a reduction or termination of AEC operations 
in the future. 

The President has asked me to instruct the Atomic Energy Commission to 
proceed with negotiations with the sponsors of the proposal made by Messrs. 
Dixon and Yates with a view to signing a definitive contract on a basis generally 
within the terms of the proposal. He has also requested me to instruct the Com- 
missien and the Tennessee Valley Authority to work out necessary contractual, 
operational, and administrative arrangements between the two agencies so that 
operations under the contract between AEC and the sponsors will be carried on 
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in the most economical and efficient manner from the standpoint of the Govern- 
ment as a whole. 

In working out the arrangements between AEC and TVA it is contemplated 
(1) that the AEC will bear all local, State, and Federal taxes payable by the 
Government under the terms of the contract, and (2) that the TVA will bear all 
costs necessary to receive the contract power at contract delivery points and all 
costs to move this power through the TVA transmission system 

The contractual and billing arrangements between the two agencies should be 
as simple as possible and so place responsibility on each agency as to assume 
satisfactory results. I should like to be advised of the arrangements that are 
worked out. 

It is desirable that the Commission proceed as rapidly as possible with the 
necessary negotiations with the sponsors and with the Tennessee Valley 
Authority. 

I am sending a copy of this letter to Vice Chairman Curtis, of the Tennessee 
Valley Authority, and am also writing him directly. Attached for your infor- 
mation are copies of my letters to the Tennessee Valley Authority. 

Sineerely yours, 
Row LanpD Hugues, Director. 


ATTACHMENT B-17 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington 25, D. C., June 16, 1954. 
Hon. Harry A. Curtis, 
Vice Chairman of the Board of Directors, Tennessee Valley Authority, 
Knorville, Tenn. 

My Dear Mr. Curtis: I wish to thank the Tennessee Valley Authority for the 
assistance it has given the Bureau of the Budget and the Atomie Energy Com- 
mission in making a thorough analysis of the revised proposal of Mr. E. H. Dixon, 
President of Middle South Utilities, Inc., and Mr. E. A. Yates, Chairman of 
the Board, The Southern Company, as well as for the help given in the review of 
the proposal made by the Walter von Tresckow group, to supply power to the 
Atomic Energy Commission. Since my discussion of April 22, 1954, with Mr. 
Gordon Clapp, former Chairman of the Tennessee Valley Authority, and Mr. 
K. D. Nichols, General Manager of the Atomic Energy Commission, careful 
consideration has been given to all aspects of these proposals from the stand- 
point of the Government as a whole, taking fully into account the views of the 
Atomic Energy Commission and the Tennessee Valley Authority, as well as to 
the prop*sal for Federal construction of additional generating units by the 
Tennessee Valley Authority. 

At the President’s request, instructions have been given the Atomic Energy 
Commission to proceed with negotiations with the sponsors of the proposal made 
by Messrs. Dixon and Yate, with a view to signing a definitive contract on a 
basis generally within the terms of the proposal. He has also requested that 
instructions be given the Tennessee Valley Authority and the Atomic Energy 
Commission to work out the necessary contractual, operational, and administra- 
tive arranvements between the two agencies so that operations under the contract 
between AEC and the sponsors will be carried on in the most economical and 
efficient manner from the standpoint of the Government as a whole. It should 
be noted that TVA will be expected to bear all costs necessary to receive the 
contract power at centract delivery points and all other costs in connection 
with its distribution throughout the TVA transmission system, and that AEC 
will bear all local, State, and Federal taxes payable under the terms of the 
contract by the Government. It is understood, also, that AEC will maintain 
in force its full contract with TVA at Paducah. I am attaching a copy of my 
letter to Chairman Strauss of the Atomic Energy Commission, which gives 
further particulars. 

Under this proposal the AEC will secure 600,000 kilowatts of firm power 
by the end of calendar year 1957. This arrancement, which would make avail- 
able an equivalent amount of power to TVA, will more than provide, with 
appropriate operating reserves, for growth in industrial, municipal, and c°opera- 
tive power loads through the calendar year 1957 as estimated in the 1955 Budget. 
Accordingly, no appropriations for the construction by TVA of additional steam- 
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electric generating capacity to meet these requirements will be necessary for the 
fiscal year 1955. Provision for meeting normal load growth beyond 1957 will be 
considered in connection with the 1956 Budget. 
Sincerely yours, 

Row.anp HvuauHes, Director. 





ATTACHMENT B-18 


DXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington 25, D. C., June 16, 1954. 
Hon, LEVERETT SALTONSTALL, 
Chairman, Independent Offices Subcommittee, 
Committee on Appropriations, United States Senate, 
Washington 25, D.C. 

My Dear Mr. CHAIRMAN: This is in further reply to your letter of May 14, 
1954, relating to negotiations by the executive branch to supply the Atomic Energy 
Commission from private sources with from 500,000 to 600,000 kilowatts of 
power, as contemplated by the 1955 Budget. 

In the 1955 budget message, the President pointed out that arrangements were 
being made to provide for the estimated additional power load of the Tennessee 
Valley Authority area for 1957 by reducing existing commitments of TVA to 
AEC by 500,000 to 600,000 kilowatts and thereby eliminating the need for appro- 
priations to finance additional steam generating units at this time. 

In exploring ways to obtain the additional capacity, consideration of the prob- 
lems involved in further concentration of additional capacity in the Paducah area 
indicated that the most economical method for accomplishing the objectives 
stated in the budget message would be to provide additional capacity in the 
Memphis area. Accordingly, proposals were received on the basis that TVA 
would continue to deliver power to AEC at Paducah where it is needed by AEC, 
but would receive in substitution power purchased by AEC from private sources 
in the Memphis area, where power is needed by TVA. This method would avoid 
a further concentration of generating capacity in the Paducah area, provide 
TVA with power from a new plant located near a major load center, and assure 
AEC of continuity of power from the plant built specifically to serve its needs. 

As a result of the statement of policy set forth in the budget message, the 
Atomic Energy Commission has received two proposals. The first was a firm 
proposal from Middle South Utilities, Inc., and The Southern Company, dated 
April 10, 1954, to provide AEC with 600,000 kilowatts of power. The second was 
submitted under date of May 26, 1954, by a group of investment bankers, attor- 
neys, and financial consultants headed by Mr. Walter von Tresckow, Financial and 
Liconomiec Consultant. 30th proposals have been thoroughly analyzed by the 
Bureau of the Budget in consultation with AEC and TVA. The von Tresckow 
proposal has been found to be less advantageous from the standpoint of the 
Government than that of the Middle South-Southern group. 

The Middle South-Southern proposal is predicated upon a base capital require- 
ment of $107,250,000 for the production and transmission plant, with provision 
that the new corporation and AEC share on a fifty-fifty basis any decrease from 
or increase in this figure up to $117,000,000, any further increase to be borne in 
its entirety by the corporation. The contract would cover a period of 25 years 
with cancellation privileges to the Government, whereas the TVA construction 
would represent a fixed Federal investment. Under the utilities’ offer the Fed- 
eral Government would be relieved of the necessity of providing within a period 
of about three years approximately $100,000,000 out of its tax revenues, or 
from additions to the public debt, for building steam plants. The utility offer 
also helps spread the risk in the event of future reduction in the AEC power 
requirements, which will in 1957 take about 30 percent of the TVA power supply. 

The annual cost to AEC, excluding taxes, would amount to about $18,600,000, 
compared with approximately $18,000,000 that AEC would pay TVA under the 
terms of the present arrangement at Paducah for an equivalent amount of power. 
The difference is more than accounted for by a calculated higher cost of coal 
at the new plant because of added distance from the source of supply. It should 
be noted that the new Fulton plant, proposed by TVA, would be in the same 
area and would have to meet added cost of coal possibly as great as mentioned 
above. 

The annual reported costs to the Government as a whole under the proposal 
are estimated to be greater than if the Government were to build additional 
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steam generating capacity at its own expense. The significant differences are 
that the private company must pay State and local taxes and has a higher 
cost of money, than the Federal Government on its borrowings. These two 
items make up 70 percent of the total difference and reflect the lack by the private 
group of special advantages available to TVA as an agency of the Federal 
Government. The remaining difference is due to additional transmission costs 
to bring the power across the Mississippi River, and to TVA’s estimate that it 
can purchase fuel and operate its plant at a lower cost than the company. 
If, as the private group has been assured by responsible suppliers, coal can be 
supplied for the same cost as at Fulton, much of the difference in operating 
cost would disappear. 

While reported cost is necessarily an important factor, it cannot be the de- 
ciding factor in comparing the operations of a Federal agency with a private 
organization. There are many activities now performed by private enterprise 
for the Federal Government which the Government, bevause of its freedom 
from taxes and its enormous credit resources, could seem to perform more cheaply 
under a concept that nonpayment of taxes by the Federal Government is a true 
saving in cost. This concept ignores the consideration that when a commercial- 
type operation doves not pay taxes, it leaves a larger amount of taxes to be 
absorbed by other taxpayers. If this concept were accepted and it were also 
considered sound to provide funds through Government borrowing, the Gov- 
ernment might propose to take over these activities on the grounds that they 
would cost less under Government operation. Such action would be contrary to 
our basic conception of a private enterprise economy and to the policies of this 
administration. 

The Middle South-Southern proposal is reasonable, considering that it is a 
firm proposal made by a private company which must pay taxes, rely on private 
credit resources, and accept risks under its contract. I have been asked by 
the President to instruct the Atomic Energy Commission to proceed with the 
negotiation of a definitive contract. Such instructions have been given this 
agency. The Commission and the TVA have also been instructed to work out the 
necessary interagency arrangements to assure the most favorable operation under 
the contract from the standpoint of the Government. 

In making its analysis of the technical aspects and comparative costs of the 
various proposals, the Bureau of the Budget has had the benefit of the services 
of Mr. Francis L. Adams, on loan to the Bureau from his position as Chief of the 
Bureau of Power, Federal Power Commission. Mr. Adams has functioned as a 
technical consultant to the Bureau of the Budget, and is not concerned with any 
of the policy considerations which may be involved. 

Under the Middle South-Southern proposai the AEC will secure on the basis 
of replacement to TVA, 600,000 kilowatts of firm power before the end of calendar 
year 1957. This arrangement will make available to TVA 600,000 kilowatts of 
power for use in its system in exchange for power it will be delivering to the 
AEC. The 1955 Budget contemplated that 500,000 kilowatts to be supplied from 
other sources in addition to the generating capacity already planned for TVA 
would be adequate to meet present commitments for Federal loads as well as 
estimated growth in industrial, municipal, and cooperative power loads in the 
TVA area through calendar year 1957. There will be available, therefore, 100,- 
000 kilowatts of power to meet needs not contemplated in the Budget. 

Additional AEC requirements for power at Oak Ridge, in the range of 135,- 
000 to 175,000 kilowatts, have developed since the Budget was transmitted. 
Considering the contingent nature of a part of this additional AEC load, the 
fact that provision has already been made for capacity to serve an estimated 
increase in TVA’s industrial, municipal, and cooperative load of 2,855,000 kilo- 
watts by the end of the calendar year 1957, and the availability of the 100,000 
kilowatts of power mentioned above, the provision for additional capacity specifi- 
cally to serve these additional AEC requirements does not seem to be warranted 
at this time. It is expected that TVA will take care of this requirement within 
the new generating capacity currently scheduled for installation through 1957. 

In the light of the above decisions no appropriations for the construction by 
TVA of additional steam capacity will be necessary for the fiscal year 1955. 
The fact that no additional steam generating capacity is being provided this 
year does not imply any fundamental change in the program of TVA. A full 
review of future requirements in the area beyond 1957, and the best means of 
meeting them will be made in connection with the 1956 Budget. 

Sincerely yours, 
ROWLAND Huecues, Director. 


































































ATTACH MENT B-19 


EXECUTIVE OFFICE OF THE PRESIDI NT, 
BUREAU OF THE BUDGET, 


Washington 25, D. C., June 16, 1954. 
Hon. Harry A. Curtis, 


Vice Chairman of the Board of Directors, 
Tennessee Valley Authority, Knogrville, Tenn, 

My Dear Mr. Curtis: This is in reply to Mr. Clapp’s letters of March 1 and 
March 28, 1954, to Mr. Dodge, with regard to the method of meeting the increased 
power requirements at the Oak Ridge installation of the Atomic Energy Commis 

As set forth in another letter I am sending to you today, arrangements are being 
made by the Atomic Energy Commission to purchase power under a proposal made 
by Middle South Utilities, Inc., and The Southern Company. Under this proposal 
an additional 600,000 kilowatts of firm power will be delivered to the TVA system 
by the latter part of calendar year 1957 to take care of AEC loads. This arrange 
ment will make available to TVA 600,000 kilowatts of power for use in its system 
in exchange for power it will be delivering to AEC at Paducah. The 1955 Budget 
contemplated that 500,000 kilowatts to be supplied from other sources in addition 
to the generating capacity already planned for TVA would be adequate to meet 
present commitments for Federal loads as well as estimated growth in industrial, 
municipal, and cooperative power loads in the TVA area through calendar year 
1957. There will be available, therefore, 100,000 kilowatts of power to meet needs 
not contemplated in the Budget 

‘he increase in normal AEC load at Oak Ridge to be served by TVA is now 
expected to be in the range of 135,000 to 175,000 kilowatts, which is somewhat 
lower than was contemplated by former Chairman Clapp when he wrote us, The 
higher figure in the present estimate is based on the expectation of technological 
change and other developments, as time goes on, which would require more 
power for maximum utilizition of the plants. Application of the 100,000 kilowatts 
mentioned above to this high priority defense requirement leaves at most only 
75,000 kilowatts to be otherwise provided. 

Considering the contingent nature of a part of the increased AEC load and the 
fact that provision has already been made for capacity to serve an estimated 
increase in TVA’s industrial, municipal, and cooperative load of 2,855,000 kilo- 
watts by the end of calendar year 1957, provision for additional capacity specifi- 
cally to serve the firm increment of this load would not seem warranted at this 
time. TVA should, accordingly, plan to take care of the known AEC and other 
Federal loads with the new generating capacity currently scheduled for installa- 
tion through 1957. Should system requirements be found to exceed capacity, it 
may be necessary, on occasion, to continue to supplement supply as in the past by 
the purchase of power on an interim basis from other sources. 

You are, therefore, advised that no estimates of appropriation for construction 
by TVA of additional steam-electric generating capacity will be submitted to the 
Congress at this time. A complete review of additional load requirements which 
may develop will be made in connection with the 1956 Budget. 

Sincerely yours, 
RowLaANpD Huaues, Director. 


ATTACHMENT B—-20 


TENNESSEE VALLEY AUTHORITY, 
Knoxville, Tenn., July 2, 1954. 
Hon. RowLAND HvuGHEs, 
Director, Bureau of the Budget, 
Washington 25, D.C. 


Dear Mr. Hueues: The TVA Board has studied carefully your two letters of 
June 16, one relating to the Dixon-Yates proposal to sell 600,000 kilowatts of 
power to the Atomic Energy Commission for delivery to TVA near Memphis, 
and the other advising us of your decision to deny our request for funds for 
additional capacity to supply the expanding requirements at Oak Ridge. We 
have reviewed the copies you sent us of your related letters to Senator Salton- 
stall, chairman of the Independent Offices Subcommittee of the Senate Committee 
on Appropriations, and Chairman Lewis L. Strauss of the Atomic Energy Com- 
mission. We have also been advised by our staff of the testimony with respect 
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to the Dixon-Yates proposal which was given by various itnesses for tl 
Bureau of the Budget, Atomic Energy Commission, TVA, and others before the 
Joint Committee on Atomic Energy on June 17 and 18 

As you know, TVA had no oppertunity to comment in advance on the instru 


tions contained in your letters to Mr. Strauss and to me Because these letters 
seem to us to be inconsistent with the statements on TVA power supply in the 
President’s budget message of January 21, 1954, and because we | eve them 


to be seriously prejudic ial both to TVA and to the interests of the Government 








we feel we should convey to you and through you to the President our view tha 
these instructions should be reconsidered 

The President’s budget message of January 21, 1954, included the f ving 
passage, Which confirmed a statement tn 3 ir letter of December 8, Li >», to us 

“In order to provide, with appropriate operating reserves, f reasonable 
vrowth of industrial, municipal, und cooperative power loads in the area through 
the calendar year 1957, arrangements are being made to reduce, by the fall of 
1957, existing commitments of the Tennessee Valley Authority to the Atomi 
Energy Commission by 500,000 to 600,000 kilowatts This would release the 
equivalent amount of Tennessee Vailev Authority generating capacity to meet 
increased load requirements of other consumers in th wer system and at the 
same time eliminate the need for appropriating funds from the Treasury t 
finance additional generating units In the event, howe r, that negotiations 
for furnishing these load requirements for the Atomic Energy Commission f1 
other sources are not consuminated u coutempia ed I it lefense loads «ce 
velop, the question of starting additional generating units by the Tennesse¢ 


Valley Luthority will be reconsidered.’ 

“As we understand the situation, it was in accordance with this statement i 
ihe President’s budget message and because the power was to be supplied fo1 
AEC’s use that the AEC, at the direction of the Bureau of the Bu t 
the Dixcn-Yates proposal, conducted the discussions, and assumed the res ~ 
bility for the terms of the proposal. The power was not intended for purchase by 
TVA, either for the general load growth of the area or to supply new defense 
leads such as the Oak Ridge addition projected shortly thereafter. When the 
Dixcn-Yates proposal had been developed, you invited TVA to participate in its 
analysis. We made our staff available for that purpose. It was our understand 
ing that the acceptability of the proposal would be determined by the result of 
the analysis. This analysis was to show whether the private utility cffer did, 
in fact, provide an economical source of power supply for AEC as compared to 
the cost to the Government of TVA’s continuing to supply power to AEC while 
at the same time providing for growth in other TVA leads by building a new 
plant at the Fulton site. It soon became clear that the proposal would involve 
a very much larger cost to the Government than the Fulton alternative proposed 
by TVA, and there has been a difference of opinion among those who participated 
in the analysis only as to the dimensions of the extra cost. 

The instructions of June 16, at least as interpreted by AEC in the testimony 
before the Joint Committee on Atomic Energy, would not result in furnishing 
power for AEC as contemplated by the President’s budget message. As AE 
interpreted the instructions, and that interpretation should be corrected if it-is 
in error, the 600,000 kilowatts of power that would be delivered at the middle of 
the Mississippi River near Memphis from a plant which would be constructed by 
lbixon- Yates in Arkansas would be fer TVA’s use, and not AEC’s. According 
to AKC, it would pay the bills of the Dixon-Yates combine, but adjustments would 
be made between TVA and ABC whereby the entire cost of this block of power 
supply would fall upon TVA, including the extra costs required to absorb the 


power in the TVA system, except for the “local, state, and Federal taxes pa ble 
under the terms of the contract” between AEC and Dixon-Yates, such taxes to be 
reimbursed to Dixon-Yates from AEC funds. Rather than increasing its commit 


ment from private utilities and reducing its commitments from TVA as contem 
plated in the President’s budget message, AEC is to protect its present powe1 
supply sources by maintaining its full contract rights for power to be supplied by 
TVA. It would be contracting with the Dixon-Yates group, therefore, not 
its own behalf but primarily for TVA 

According to the estimates of AEC and the Bureau of the Budget, the Dixon 
Yates proposal would add $3,685,000 a year to the Government's cost. Of this 
amount $1,499,000 is the estimate of state and local taxes, reimbursable by AEC. 
with the remaining $2,180,000 imposed upon TVA, according to AEC. The 
estimates of the TVA staff indicate that the additional cost to be borne by TVA 
under such arrangements would be over $32 


; Million a year, and the total addi 
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tional cost to the Government would be $5,567,000. All these estimates are on the 
assumption that Dixon-Yates will be able to stay within their construction cost 
estimates. If these cost estimates should be exceeded by as little as 9 percent, 
the annual costs would be subject to an increase of at least $285,000. None of 
these estimates include amounts payable by AEC in reimbursement of Federal 
income taxes. 

A word should be said about the state and local taxes to be reimbursed by 
AEC. At the hearings of the Joint Committee, some of the witnesses seemed 
inclined to give little weight to this part of the additional cost to the Federal 
Government on the ground that whatever it lost the State of Arkansas would 
receive. Whatever the merits of this argument under other circumstances, it 
fails to take account of the fact that such payments would be pyramided on top 
of the payments which TVA is required to make to state and local taxing agencies 
under section 13 of the TVA Act. TVA pays to the states and counties in which 
it operates 5 percent of its gross receipts from sales other than to the Govern- 
ment. If the Dixon-Yates offer made available an additional 600,000 kilowatts 
of power on the TVA system for its general area loads, TVA would pay to the 
states about a million dollars from the proceeds of the sale of this power. The 
result would be two sets of tax payments upon the same block of power. On 
these facts there seems no sound basis to disregard or to minimize the importance 
of this element of the additional costs. 

In addition to the extra costs that have been estimated, there are other serious 
objections to the Dixon-Yates proposal. The location of the proposed plant 
on the Arkansas side of the Mississippi River near Memphis was selected for 
the convenience of Dixon-Yates rather than of the Government. The location 
is far inferior to the Fulton site on the east side of the river from the standpoint 
of a realistic estimate of initial costs, plant operating costs, and costs to assimilate 
the output within the TVA system. 

The most serious aspect of this whole arrangement is the lack of control which 
the TVA Board would have over the costs TVA would incur. The contract would 
be between Dixon-Yates and AEC with the administration of its terms exercised 
by AEC on behalf of the Government. Since AEC contemplates that TVA would 
pay all costs, exclusive of taxes, neither AEC nor Dixon-Yates would have the 
normal incentives to insist on economies in construction and operation. The 
TVA Board is charged under the TVA Act with the responsibility for successfully 
carrying out the provisions of the Act, including widespread distribution of 
power at the lowest possible rates adequate to make the power projects self- 
su»porting and self-liquidating. We fail to see how this Board can carry out 
its responsibilities and be held accountable for efficient and economical per- 
formance when the crucial managerial function of cost control is assumed by 
another agency—an agency with no stake of its own in the efficiency or economy 
of the arrangements, the construction of the facilities, or their operation. 

In view of the inconsistencies between the President’s budget message and the 
instructions in your letters of June 16 and the serious problems that would result 
from carrying out these instructions, we respectfully ask that the matter be 
reconsidered. We should be pleased to present more fully in person our reasons 
for this request. 

Very truly yours, 
TENNESSEE VALLEY AUTHORITY, 
Harry A. Currvis, 
Vice Chairman, Board of Directors. 





ATTACHMENT B-2 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington 25, D. C., August 18, 1954. 
Mr. K. D. NIcHOLs, 
General Manager, Atomic Energy Commission, 
Washington 25, D.C. 

Mr. Dear Mr. Nicnors: This is in reply to your letter of August 16, 1954, 
reouesting our review of and comment upon the sixth and final proof, dated 
Aurust 11, 1954, of the proposed contract between the Atomic Energy Com- 
mission and the Mississippi Valley Generating Company. 

As the result of our review of this contract and earlier proofs, we are satisfied 
that its essential provisions are within the terms of the proposal on the basis 
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of which the Commission has been negotiating in accordance with my letter of 
June 16, 1954. It is noted that in many respects the contract as negotiated is 
more favorable to the Government than was the original proposal. We there- 
fore concur in your view that the contract is in compliance with the instruction 
of the President. 

Attached for your information are copies of my letters of recent date on this 
subject to Mr. Sterling Cole, Chairman of the Joint Committee on Atomic Energy, 
and to Mr. Harry A. Curtis, Vice Chairman of the Tennessee Valley Authority. 
Sincerely yours, 

ROWLAND Houeues, Director. 





ATTACHMENT B-22 


EXECUTIVE OFFICE OF THE PRESIDENT, 
3UREAU OF THE BUDGET, 
Washington 25, D. C., August 18, 1954. 
Hon. W. STERLING COLE, 
Chairman, Joint Committee on Atomic Energy, 
House of Representatives, 
Washington 25, D. C. 

My Dear Mr. CHAIRMAN: I have been advised by Mr. Strauss, Chairman of the 
Atomic Energy Commission, that the Commission has submitted to the Joint 
Committee the proposed contract between the Commission and the Mississippi 
Valley Generating Co., the corporation created to carry out the proposal made 
by Middle South Utilities, Inc., and the Southern Company. 

The proposed contract has been negotiated by the Commission in accordance 
with my letter dated June 16, 1954. I understand that it is in substantially 
final form. We are satisfied that its essential provisions are within the terms 
of the proposal, and concur in the view expressed by Mr. K. D. Nichols, General 
Manager of the Commission, in his letter of August 16, 1954, to the Bureau of the 
Ludget, that the contract is in compliance with the instruction of the President. 

The proposed contract will carry out the President’s objective for meeting 
power needs in the Tennessee Valley area, which was expressed in his 1955 
buc get message as follows: 

“In order to provide, with approciate operating reserves, for reasonable growth 
in industrial, municipal, and cooperative power loads in the area through the 
calendar year 1957, arrangements are being made to reduce, by the fall of 1957, 
existing commitments of the Tennessee Valley Authority to the Atomic Energy 
Commission by 500,000 to 600,000 kilowatts.” 

The objective set forth in the budget message requires that power under the 
proposed contract be available by the fall of 1957. I understand that it will take 
about 3 years from the time construction is started to bring the plant into com- 
mercial operation. I am also advised that the construction of levees and founda- 
tions this fall, under favorable weather conditions, will avoid construction dif- 
ficulties and added costs from possible high river conditions next spring. It 
therefore seems important that construction be initiated as soon as possible. 

Any action which the Joint Committee finds possible to take to avoid long 
delay in the initiation of construction will, I believe, be to the interest of the 
Government. I hope the committee will see fit to waive the 30-day requirement 
under section 164 of the enrolled Atomic Energy Act of 1954, so that the contract 
will not be delayed until Congress returns next January. 

Sincerely yours, 
RowLanp Hueues, Director. 





ATTACHMENT B-23 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BuDGET, 
Washington, D. C., August 18, 1954. 
Hon. Harry A. Curtis, 
Vice Chairman of the Board of Directors, 
Tennessee Valley Authority, Knogrville, Tenn. 

My Dear Mr. Curtis: Your letter of July 2, 1954, responding to my letters .of 
June 16, 1954, has been given full and careful consideration. 

Your request for reconsideration of this matter is based upon your view that 
my letters of June 16 are inconsistent with the President's budget message. This 
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view can result only from misinterpretation of the proposal, which—the Presi 
dent is convinced—is a reasonable and practical solution to the problem 

The proposal contemplates that the Atomic Energy Commission will purchase 
power to replace power which it would otherwise obtain from the Tennessee 
Valley Authority It does not contemplate that the AEC will buy power to supply 
TVA’s requirements, and it does not change the status of TVA It will meet 
the area’s immediate needs, while allowing time for study as to how the lone 
range needs can best be provided for 








lhe arrangemer is essentially an interchange of power in kind between 
ARC and TVA The Atomic Energy Commission will pm se the Middle 
South-Southern power and will trade that power to TVA for an equivalent amount 
of power delivered to ABC at its points of use. The division of costs between 
the two agencies should be determined accordingly The Atomic Energy Com 
mission should pay the costs of procuring the power from the new plant and 
for transmitting it to contract delivery points. The Tennessee Valley Au 
thority will be expected to bear the costs necessary to receive the contract ‘power 
at contract delivery points and all other costs in connection with its distribu 
tion and use through the TVA transmission system, is usually has been the case 
for power received from outside sources. The delivery of t replacement powel 
to TVA in the Momphis area where TVA needs power is to the advantage of 
TVA However, if AEC has considered only its own requirements and pl 
curcd power near Paducah to serve that installation directly, power turned 
back for TVA use would have been in the Paducah area rather than in the 
Memphis area Cherefore, as a matter of equity, the additional cost of delivering 


coal to the Fulton-Memphis area (about the same whether for a plant put up by 
private industry or by TVA) as compared with delivery at Paducah should be 
taken into account Whatever adjustment is appropriate and may be fair t 


both agencies should be made after full consideration of all the f 


) 

ictors involved 
The terms, billing arrangements, and amounts will, of course, have to be worked 
out by TVA and AEC by mutual agre ent and should be fticiently flexible to 


permit changes from time to time as circumstances may require 


It is expected that the AEC will reduce its commitments from TVA in the 


amount of approximately 600,000 kilowatts of capacity as contemplated in the 





President's budget message This will involve a modification of the present 
eont! ‘ts between AEC and TVA t redu the AKC demand by 600,000 kilo 
watts, with a corresp ndin reduction in the amounts of energy required by 
AK( In exchange, TVA will agre> to receive in the Memphis area the same 


amounts of capacity and energy for the account of AEC 
amounts, in total, to ALC at its plants 

As explained in my letter of June 16, 1954, the reduction of 600,000 kilowatts 
in TVA’s present commitments to AEC will make this amount of capacity 
available to TVA for use in its system. Of this total additional capacity, 500,000 
kilowatts will be available to meet the estimated growth in industrial, municipal. 
and cooperative loads in the TVA area through calendar year 1! The re 
maining 100,000 kilowatts will be applicable against the increase of 135,000 t 


and to deliver equivalent 





) 
175,000 kilowatts in AEC load at Oak Ridge, which has developed since the 
President’s Budget Message was transmitted and which, in accordance with 
my letter of June 16, 1954, TVA should plan to take care of with the new 
generating capacity currently scheduled for installation through 1957. 

Under the arrangements deseribed above, there appears to be full provision 
for control by the TVA Board over the costs TVA would incur. The contem 
plated arrangements will keep the lines of responsiblity clear between AEC 
and TVA. Inasmuch as AEC will have the responsibility for contracting for 
the power produced by Middle South-Southern, it will bear the costs for pro 
ducing that power. The Tennessee Valley Authority (in exchange for equivalent 
power delivered to AEC) will receive and use the power through its transmission 











system and, therefore, should bear its own costs associated with such transmis 
sion and distribution. We understand the TVA responsibility for efficient and 
economical performance to apply to the use of the power and the operating 
arrangements from the point TVA receives it as exchange power from the Middle 
South-Southern producers. I am confident TVA will cooperate with AEC in 
working out arrangements which will result in maximum efficiency and economy 
for the Government 

It will be greatly appreciated if you will now promptly meet with AEC as they 
have requested to work out the necessary detailed arrangements. If we can be 
of further help in any of these matters please let us know. 

Sincerely yours, 

Director. 


ROWLAND HUGHES, 
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Apprenpix B 
Proof of October 1, 1954. 

Contract No. AT 
POWER CONTRACT 





THIS AGREEMENT dated the day of October, 1954, by and between MISSISSIPPI 
VALLEY GENERATING COMPANY, a corporation organized under the laws of thie 
State of Arkansas (herein called the Company), and the UNITED STATES OF AMER- 
IcA, acting by and through the ATOMIc ENERGY COMMISSION (herein called the 
AEC, which term shall be deemed to include the duly authorized representative 
or representatives of the Atomic Energy Commission ), 


WITNESSETH THAT: 


WHEREAS, the President of the United States in his Budget Message trans 
mitted to the Congress of the United States on January 21, 1954, said with refer 
ence to Tennessee Valley Authority, among other things 

“In order to provide, with appropriate operating reserves, for reasonabl 
growth in industrial, municipal, and cooperative power loads in the area 


through the calendar year 1957, arrangements are being made to reduce, by 
the fall of 1957, existing commitments of the Tennessee Valley Authority to 
the Atomic Energy Commission by 500,000 to 600,000 kilowatts. This would 
release the equivalent amount of Tennessee Valley Authority generating ca 
pacity to meet increased load requirements of other consumers in the powel 


system and at the same time eliminate the need for appropriating funds from 
the Treasury to finance additional generating units.” 
AND WHEREAS, in accordance with the foregoing, Middle South Utilities, In 






and The Southern Company (herein called the Sponsoring Companies) sul tted 
Proposal dated April 10, 1954, to the AEC to cause to be supplied 600,000 kilo 
watts of firm power on terms and conditions therein set 1 h; and 
WiikkkAs, the Proposal contemplates that the Company will construct and own 
a generating station having a net capability of approximately 650,000 kilowatts 
and will furnish, even though one unit in the generating station may be out of 
service, 600,000 kilowatts of power to the AEC, or to the Tennessee Vall 


Authority (herein called TVA) for account of the AEC in replacement of power 
furnished by TVA to the AEC; and 

WHEREAS, the Proposal contemplates that, of the approximately 650,000 kilo 
watts of net capability of the new plant, approximately 50,0C0 kilowatts will be 
available toward providing the required reserve to supply service hereunder, and 
inasmuch as such 50,000 kilowatts is not adequate for such purpose when one 
generating unit is out of service, the Company is making arrangements with tlie 
systems of the Sponsoring Companies so that, in return for the Company’s 
taking available to such systems such 50,000 kilowatts of capacity when no 
units are out of service, such systems will make available to the Company as 
additional reserve for the Company’s obligation to the AEC, at no additional 
cost to the AEC, up to approximately 200,000 kilowatts of additional back-up 
capacity when a unit or units of the Facilities are caused to be shut down; and 

WHEREAS, the Proposal was stated by the ABC to constitute a satisfactory 
basis for negotiation, and this contract has been negotiated pursuant thereto; 
and 

WHEREAS, the Proposal and this contract are based upon the utilization by the 
AEC, an agency related in the main to national defense, of power and energy 
delivered hereunder or its equivalent in pursuance of the statutory purposes of 
that agency, and the Company has stated that in this special situation the Com 
pany is willing and able to assume an undertaking which it could not otherwise 
assume; and 

WHEREAS, the AEC is making arrangements with TVA whereby TVA will 
accept deliveries of power and energy hereunder for or on account of the AEC 
and 

WHEREAS, in pursuance of the Proposal, the Sponsoring Companies baive caused 
the Company to be organized and have respectively agreed to subscribe to and 
purchase for cash capital stock of the Company as follows: Middle South Utili 
ties, Inc., $4,345,000 ; The Southern Company, $1,155,000; and 

WHEREAS, among the considerations which induced the Sponsoring Companies 
to make the Proposal and to cause the same to be carried out is the reservation.to 
the Company of the right to make use of the Facilities hereinafter described for 
purposes other than the supply of capacity and energy to or for the AEC at such 
54 54 
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times and to such extent as such service to or for the AEC does not prevent such 
other use; and 

WHEREAS, arrangements are being made on behalf of the Company with certain 
institutional investors and banks pursuant to which they will lend funds up to 
$120,000,000 for that part of the capital required by the Company not represented 
by the equity participations of the Sponsoring Companies referred to above; and 

WHereEas, this contract is authorized by and executed pursuant to the Atomic 
Energy Act of 1954, for the purpose of providing electric utility service to the 
AEC, or to TVA in replacement of electric utility service furnished to the AEC 
by TVA, in connection with the construction or operation of the project; 
Now, THEREFORE, THE PARTIES HERETO AGREE AS FOLLOWS: 


ARTICLE I 


Definitions 


Secrion 1.01. Facilities: The Facilities, to be constructed, installed and owned 

by the Company, will consist of a steam electric generating station of approxi- 
mately 650,000 kilowatts of net capability, together with all other lines, property 
and quipment, including general equipment, near West Memphis, Arkansas, all as 
described in greater detail in Appendix A hereto. The Company in the future 
shall have the right to build additional facilities, including additions to the 
Facilities at the same site, provided that any such additions shall not affect this 
contract except as provided in Section 4.13 or result in an increase in the obliga- 
tions of the AEC hereunder. 

Section 1.02. Primary Delivery Points: The Primary Delivery Points shall 
consist of points of delivery over which principal deliveries hereunder are in- 
tended to be made, established by agreement among the AEC, the Company and 
TVA at the Tennessee-Arkansas state line between Shelby County, Tennessee, 
and Crittenden County, Arkansas. 

SecTIoNn 1.03. Secondary Delivery Points: In view of the fact that the flow of 
energy cannot always be confined to Primary Delivery Points, Secondary Delivery 
Points (described or referred to in Appendix B) shall consist of other existing 
and future direct and indirect connections between the systems of the Company 
and of subsidiaries of the Sponsoring Companies, and TVA. 

Section 1.04. Contract Capacity: Contract Capacity, which shall be applicable 
after the commencement of commercial operation of the third unit included in 
the Facilities, shall be 600,000 kilowatts, which is the amount of capacity to be 
available to the AEC at the Primary Delivery Points and Secondary Delivery 
Points on the terms and conditions herein set forth, even though one generating 
unit of the Facilities may be out of service; provided however, that if the Facili- 
ties when completed and in commercial operation shall have a net capability 
greater or less than 650,000 kilowatts, then Contract Capacity shall be increased 
or decreased, as the case may be, by 60/65ths of the difference between such net 
eanability and 650,000; and provided further, that Contract Capacity shall be 
subiect to reduction upon termination or cancellation as provided in Sections 
7.02, Section 7.03 and paragraph 3 of Section 7.07. For the purpose of this pro- 
vision net capability shall be determined by mutual agreement as soon as practi- 
able but not later than 18 months after the commencement of commercial 
operation of the third generating unit, at 5 year intervals thereafter, and at 
such other times as may be mutually agreed upon; provided however, that if 
during any such interval actual operating experience shall indicate that the net 
capability as last determined is too high or too low, the parties agree that a 
new determination shall be made promptly. For the period between the com- 
mencement of commercial operation of the first generating unit and the initial 
determination of net capability, the net capability for the purpose of determining 
Contract Capacity shall be taken at 650,000 kilowatts. For any period subsequent 
to a determination of net capability and prior to the next succeeding determina- 
tion of net capability, net capability shall be as last so determined. 

SECTION 1.05. Capacity Charge: The Capacity Charge shall consist of the Base 
Capacity Charge as adjusted, all as hereinafter provided in Sections 4.01, 4.02, 
4.03 and 4.10. 

SecTION 1.06. Energy Charge: The Energy Charge shall consist of the Base 
Energy Charge as adjusted, all as hereinafter provided in Sections 4.04, 4.05 
and 4.06. 

Section 1.07. Preliminary Contract Capacity: See Section 4.07. 
Section 1.08. Preliminary Capacity Charge: See Section 4.07. 











UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING Co. 843 


SecTion 1.09. Project: Project shall mean the Oak Ridge installation, the 
Paducah installation, or the Portsmouth installation of the AEC or any other 
AEC installation for which it may become lawful for the AEC to receive electric 
utility service under this contract. 

SecTIoN 1.10. Net Capability: Net capability shall mean the maximum amount 
of power which can be continuously generated during a reasonable test period, 
less the amount required in the generating station for auxiliary uses and losses 
in the step-up transformers to the high voltage bus, under conditions in which all 
normally operated equipment is in service, equipment is in an average state 
of maintenance and cleanliness, with the fuel consumed being of the average 
quality purchased, with normal steam conditions and normal interstage extrac- 
tion from the turbines, with generators operating with usual coolant pressure 
and at the voltage required under normal operating conditions and at the power 
factor for the total net output not less than the power factor calculated as 
required to deliver the total net output, less losses, at the Primary Delivery 
Points at 98% power factor, and with circulating water temperature and clean- 
liness normal for midsummer. 


ARTICLE II 
Company To Provide Facilities 


SecTION 2.01. Construction and Operation of Facilities: The Company will 
expeditiously design and construct the Facilities, and will exert its best efforts 
to have the generating units included in the Facilities ready for commercial 
operation on dates determined as follows: 


Months after 
Effective Date of 

this Contract 
1st Unit 32 
2nd Unit tae 3 
3rd Unit ( : 7 ‘ oe 


The Company agrees to use its best efforts to have the transmission circuits 
and control equipment included in the Facilities ready for commercial operation 
as needed in connecton with the commercial operation of the foregoing generating 
units. The Company further agrees that the Facilities when and as completed 
will be operated and maintained, in accordance with the practices prevailing 
among prudent operators of similar properties, to provide for the delivery of 
electric energy to or for the AEC as provided herein. 

SEcTION 2.02. Interconnections with Sponsoring Companies: The Company will 
establish or cause to be established interconnections between the Facilities and 
the systems of the Sponsoring Companies, directly or indirectly, by means of 
which there will be afforded additional security of service under this contract 
from such systems, and an outlet for power and energy produced at the Facilities 
and from time to time not needed for deliveries to or for the AEC hereunder. 
The Company represents that it is entering into a contract or contracts with 
the Sponsoring Companies or subsidiaries thereof to provide power to the Com- 
pany over such interconnections for a period of 25 years after the beginning 
of initial commercial operation for the purposes of (a) enabling the Company 
to deliver hereunder the full Preliminary Contract Capacity or the full Con- 
tract Capaicty, as the case may be, even though one generating unit of the 
Facilities may be out of service, and (b) making available from the Facilities 
to subsidiaries of the Sponsoring Companies or other power which from time 
to time is not needed by the Company to furnish the power to which the AEC 
is entitled hereunder. Energy taken by systems of the Sponsoring Companies 
will be charged to such systems at not less than the incremental cost thereof. 

Section 2.03. Cooperation in Coordination of Systems: The Company will 
cooperate with the AEC and TVA in the coordination of design and operation of 
line terminal positions, circuit breakers, and system relay protection and com- 
munication and telemetering and control equipment, including equipment to 
meet the Company’s bias frequency obligations to and from the interconnected 
power systems, to the extent required to obtain reliable and satisfactory per 
formance of such equipment, to assure reliability of deliveries as scheduled and 
to minimize disturbances to any of the interconnected systems. The Company 
will also cooperate in the scheduling of maintenance and overhaul of the Facili- 
ties to the end that service under this contract shall be interfered with to the 




















































































































































minimum practicable extent. The AEC may designate TVA from time to time 
as its authorized representative to act for the AEC in various technical aspects 
of this contract, such as the coordination of design and construction, the sched- 
uling of power, billing verification (including the scheduling and witnessing of 
meter tests) and coordination of maintenance operations. It is contemplated 
that any such designations will be worked out after discussions between the AEC, 
the Company and TVA 

SECTION 2.004. Priority Assistance: The AEC will use its best efforts in ading 
the Company and the Sponsoring Companies or their subsidiaries to obtain any 
priorities Which may be necessary for the expeditious construction of the Facili 
ties and of such generating and transmission facilities of subsidiaries of the Spon 


ng Companies as the AEC deems necessary for the security of service to it 
hereunder. 


SECTION 2.05. Ownership of Facilities: All the Facilities shall be the respon 
sibility of the Colmpany and shall be and remain the property of the Company, 


Secrion 2.06. Review and Recommendations by the AEC: While it is recog 
nized that tl nustruction and operation of the Facilities are the responsibil 


ity of the Company, the costs thereof are related to the AEC’s cost of power 
under this contract Accordingly, the AEC may review and discuss with the 
Company its engineering design, purchasing, subcontracting, construction and 
operating plans, estimates, practices and procedures and make recommendations 
with respect thereto which in the judgment of the AEC may provide for econo 
mies in construction and operation, for assuring reliability of service hereunder 
and for assurance that the Facilities are designed to conform as nearly i 
practicable with this contract and Appendix A hereto; and the C 


ul 


as is 
inpany Wi 

ypt such recommendations of the AEC as may be mutually agreed upon. The 
AKC shall have access to the Facilities for this purpose. The 


Company will keep 
the AEC reasonably informed as to prospective dates of commercial operation 
a 


of the various units included in the Facilities, and shall furnish the AE 
monthly progress and cost reports in such reasonable detail as will adequats 
reflect current status. 


\ 


ARTICLE ITI 
Power Supply 


Seerron 3.01. Service to be Supplied by Company and Taken by AEC: After 
commencement of commercial operation of the first unit and prior to commence 
ment of commercial operation of the third unit of the Facilities, the Company 
shal: be obl gited to supply, and the AEC to pay for, the Preliminary Contract 
Capacity under and subject to the provisions of this contract, and after com 
mencement of commercial operation of the third unit the Company shall be 
obligated to sv oply, and the AEC to pay for, the Contract Capacity under and 
subject to the provisions of this contract: provided however, that if more than 
one generating unit included in the Facilities shall be shut down by reason of 
conditions beyond the Company’s control, or if one such unit shall be shut down 
for scheduled maintenance or overhaul or with the consent of the AEC and an- 
other one or more of such units shall at the same time be shut down by reason of 
conditions beyond the Company’s control, the Company’s obligation shall be to 
supply Preliminary Contract Capacity or Contract Capacity, as the case may be, 
less one-third of Contract Capacity for each unit in excess of one which is shui 
down. The AEC may schedule or take service at any rate which would not re 
quire the operation of any generating unit of the Facilities at a rate less than 
the equivalent of 70 Mw at the Primary Delivery Points except as may be mu- 
tually agreed to from time to time and which would not. except upon reasonable 
notice, result in starting up or shutting down any such unit. Reasonable notice, 
for the purpose of this Section, will be established by agreement among the Com- 
pany, the AEC and TVA. The AEC will not be entitled to service at a rate greater 
than is provided in the first sentence of this Section, but if at any time the AEC 
shall wish service at such greater rate, the Company will use its best efforts to 
furnish such service. To the extent that service at such greater rate shall be less 
than Preliminary Contract Capacity or Contract Capacity, whichever shall be 
then applicable, such service shall be furnished to the AEC at the cost to the 
Company of obtaining such service from the most economical outside source at 
the time available. To the extent that service at such greater rate shall exceed 
Preliminary Contract Capacity or Contract Capacity, whichever shall be then 
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applicable, such service shall be at such just and reasonable rate or rates as may 
be quoted at such time by the Company. 

Secrion 3.02. Delivery Arrangements with TVA and Utilization of Power and 
Energy: The AEC will arrange with TVA for the acceptance by TVA of power 
und energy scheduled by or for the AEC and delivered by the Company here 
under and for the delivery of such amount of power and energy by ‘TVA to the 
AEC; and it is understood that all such power and energy as provided in Se« 
tion 3.01 will be available to the AEC at all times up to 100 load factor and 
will not be for resale by the AEC except as specifically provided 

Section 3.05. Supply of Reactive Power: The Company will be obligated to 
supply such reactive power as is applicable to a 983% power factor of the amount 
of power at the time deliverable in accordance with the Company's obligation 
hereunder, except that at a time when the AEC has scheduled power deliveries 
hereunder at a rate less than the Company is then obligated to provide and us a 
result there is reactive capacity in any generating unit being operated which 
reactive capacity is in excess of that required to supp!y the scheduled power 
deliveries, and which reactive capacity it would be possible to utilize, consis 
with the standard of operation referred to in the last sentence of Section 2.01, 
to generate additional reactive power without adversely affecting scheduled 
power deliveries to the AEC, the Company will at the request of the AEC supply 
additional reactive power from the capacity so available for such purpost rhe 
AEC will make arrangements with TVA so that reactive power shall not be 
from the Company in excess of that which the Company has hereinbefo 
to supply. 

Section 3.04. Resales to Contractors, Tenants and Concessionnaires: The 
shall have the right at any time to resell or provide power and energy to which 
it is entitled hereunder to its contractors, tenants, and concessionnaires for their 
consumption at or in the vicinity of a Project. 

Secrion 3.05. Use of Power by Successors at a Project: The AEC shall have 
the right to resell or dispose of any part of the power and energy to which it is 
entitled hereunder at any time, to any public or private successor operator of a 
Project or any portion thereof or to any other agency of the United States Gov- 
ernment for consumption at the site of a Project. 

Section 3.06. Transfers of Power for Use at Other Government Installations: 

Except as provided below in this Section, the AEC shall have the right at any 
time, to the extent that power and energy shall no longer be required at a Project, 
to transfer all or any part of the power and energy to which the AEC is entitled 
hereunder, in blocks of not less than 7,500 Kw, to supply service for any new 
requirement not previously served or any new requirement in excess of that pre- 
viously served by the Company or the systems of the Sponsoring Companies at a 
United States Government installation for consumption in operations at such 
installation, provided such transfer hereunder shall be lawful and shall not 
impair the validity of this contract. If the AEC shall desire to exercise such 
right, it shall give notice thereof to the Company. If the AEC shall desire to 
make such transfer through facilities provided by the Company or the systems 
of the Sponsoring Companies and if the Company and such systems agree thereto, 
such power and energy shall be delivered by the Company for such period as may 
be mutually agreed upon, to the point agreed upon at the rates provided for 
herein, adjusted to reflect any change in cost to the Company resulting from the 
method of delivery employed. If, however, within 60 days after receipt of such 
notice the Company shall undertake to release the AEC from liability with 
respect to all further charges payable by the AEC with respect to such power and 
energy as of (i) the later of (a) one year after such notice, or (b) the day on 
which such power and energy could have been used at such United States Gov- 
ernment installation, or (ii) such earlier date, if any, when the Company shall 
be able to absorb such puwer and energy in its system or in the systems of the 
Sponsoring Companies, then, in either such case, the Company shall, as of the 
date when the ABC is released from such liability, have the right to dispose of 
such power and energy in any manner it may determine 

Section 3.07. Characteristics of Supply and Points of Delivery: 

1. All electric service delivered hereunder at the Primary Delivery Points 
shall be 3 phase, 60 cycle at a voltage of approximately 170 Ky, or such other 
voltage as may be mutually agreed upon from time to time The Company 
will cooperate with the AEC and TVA to maintain the agreed upon voltage at 
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the Primary Delivery Points so that it will not vary more than plus or minus 
5% or such other limits as may be mutually agreed upon. 

2. All electric service delivered hereunder at the Secondary Delivery Points 
shall be 3 phase, 60 cycle at practicable delivery voltages. 


ARTICLE IV 
Rates 


SecTrion 4.01. Base Capacity Charge and Capacity Charge: The Base Capacity 
Charge for the Contract Capacity hereunder shall be $9,052,050 per year, which 
takes into account but is not limited to interest and amortization on debt in- 
eurred in providing the Facilities and on $1,135,000 for certain transmission 
facilities not included in the Facilities, return on equity, fixed operation and 
maintenance, no-load fuel, costs with respect to federal income taxes, and all 
other elements of cost (except costs provided for in Sections 4.08 and 4.11), all 
as described or referred to in Appendix C, incurred for the purpose of putting 
the Company in a position to deliver the Contract Capacity hereunder. The 
Capacity Charge shall be the Base Capacity Charge as adjusted by the adjust- 
ments specified in Sections 4.02, 4.08 and 4.10 and shall be payable, in accord- 
ance with Article V, at the rate of one-twelfth each month. 

Section 4.02. Adjustment of Base Capacity Charge for Changes in Cost of 
Facilities: There shall be added to or subtracted from the Base Capacity 
Charge 50% of an amount computed at the rate of $56,050 per year for each 
$1,000,000 by which the sum of the cost of the Facilities plus $3,135,000 is greater 
or less than $107,250,000; provided however, additions to the Base Capacity 
Charge for or on account of the adjustment provided for in this paragraph shall 


nears « 


not exceed $273,244 per year. For the purpose of this adjustment, the cost of 
the Facilities shal! include all components of cost for organization and financing 
of the Company and for investigating and planning for and construction of the 
Facilities. The elements of cost included in the term “construction” in the last 
preceding sentence shall be determined in accordance with the Uniform System 
of Accounts Prescribed for Public Utilities and Licensees Subject to the Pro- 
visions of the Federal Power Act (herein called the Uniform System of 
Accounts). Cost for purposes of this Section shall be mutually determined not 
later than 18 months after the commencement of commercial oneration of the 
third generating unit included in the Facilities: provided however, that for the 
period between the commencement of commercial operation of the first gen 
erating unit and the determination of such cost, the cost of the Facilities shall 
be estimated as nearly as practicable, subject to retroactive adjustment upon 
final determination of such cost. 

SecTION 4.08. Periodic Adjustments: 

1. There shall be added to or subtracted from the portion of the Base Capacity 
Charge applicable to each other an amount computed at the rate of $3,500 
per month for each 1¢ by which the average cost of coal delivered (unloaded) 
at the Facilities during the immediately preceding six-months’ period ending 
with June 30 or December 31, as the case may be, is greater or less than 19¢ 
per million Btu; provided however, that such adjustment for the period ending 
with the next succeeding June 30 or December 31, as the case may be, after the 
commencement of commercial operation of the first unit of the Facilities, shall 
be made after such June 30 or December 31 and shall be based upon the average 
cost of coal delivered (unloaded) at the Facilities prior to such date, and such 
average cost of coal so delivered prior to such date shall also constitute the basis 
for the monthly adjustment provided for in this Section during the next succeeding 
six-months’ period. The “cost of coal delivered (unloaded) at the Facilities,” 
as used in this Section and in Section 4.05, means the cost to the Companv of 
the coal through the first handling thereof from the barges, cars or other 
conveyances of the carrier by which the coal is shipped to the Facilities, in- 
cluding operation and maintenance of unloading equipment and any taxes and 
other imposts assessed against or upon the coal, its extraction, sale, transporta- 
tion or use, which the Company is required to pay. 

2. On the first day of each calendar quarter, there shall be subtracted from or 
added to the portion of the Base Capacity Charge applicable to each month of 
the succeeding quarter 1/12 of the amount by which $536,250 is greater or less 
than the result of a calculation pursuant to the following formula: 
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ER 
100 — R 
In the foregoing formula: 

E = Return on equity capital which is fixed at $495,000 when the cost of the 
Facilities, determined in accordance with Section 4.02, is exactly 
$104,115,000, and is increased by an amount computed at the rate 
of $28,025 for each $1,000,000 by which such cost of the Facilities is 
less than $104,115,000, or is decreased by an amount computed at the 
rate of $28,025 for each $1,000,000 by which such cost of the Facilities 
is greater than $104,115,000 and not in excess of $113,865,000, and 
decreased by an amount computed at the rate of $56,050 for each 
$1,000,000 by which such cost of the Facilities is greater than $113,- 
865,000 until E equals zero. 

R = Estimated composite rate of applicable Federal taxes levied upon or 
measured by income, expressed as a percentage and determined for 
the succeeding quarter-yearly period by agreement. 

Until determination of the cost of the Facilities as provided in Section 4.02, such 
cost shall be estimated as nearly as practicable by the Company and concurred in 
by the AEC. In the event of changes in applicable laws making the provisions 
of this paragraph 2 inequitable, the parties will agree on an amendment of this 
provision to the end that such changes in law shall alter the effect of this pro- 
vision to the minimum extent practicable. 

Section 4.04. Base Energy Charge and Energy Charge: The Base Energy 
Charge for all energy delivered at Primary Delivery Points and Secondary De- 
livery Points hereunder shall be 1.863 mills per Kwh, which takes into account 
but is not limited to the cost of coal or other fuel for operation of the Facilities, 
the cost of operating labor and other operating and maintenance expenses and 
all other elements of costs and expenses (except costs provided for in Sections 
4.08 and 4.11), all as described or referred to in Appendix C, incurred or paid 
in providing services hereunder except those taken into account in the Capacity 
Charge. The Energy Charge for all energy so delivered shall be the Base Energy 
Charge adjusted by the adjustments specified in Sections 4.05 and 4.06. 

SecTION 4.05. Adjustment for Cost of Coal: The Base Energy Charge for 
each month shall be adjusted upward or downward by an amount computed at 
the rate of 1/11th mill per Kwh for each 1¢ of increase above or decrease below 
19¢ per million Btu in the cost of coal delivered (unloaded) at the Facilities dur- 
ing the immediately preceding six-months’ period ending with June 30 or De- 
cember 31, as the case may be; provided however, that such adjustment for the 
period ending with the next succeeding June 30 or December 31, as the Case 
may be, after the commencement of commercial operation of the first unit of the 
Facilities, shall be made after such June 30 or December 31 and shall be 
based upon the average cost of coal delivered (unloaded) at the Facilities prior 
to such date, and such average cost of coal so delivered prior to such date shall 
also constitute the basis for the monthly adjustment provided for in this Section 
during the next succeeding six-months’ period. 

SecTION 4.06. Adjustment for Cost of Labor and Other Operating and Main- 
tenance Expenses: For each month during each six-months’ period beginning 
with January or July, there shall be added to or subtracted from the Base 
Energy Charge an amount computed at the rate of 1/100th mill per Kwh for 
each 4¢ of increase above or decrease below $1.97 in the six-month average of 
Hourly Earnings of Production Workers in Gas and Electric Utility Industries, 
compiled by the Bureau of Labor Statistics, or compiled by any Governmental 
successor of said Bureau which may take over the compilation of such sta- 
tistics, for the preceding six-months’ period ending with September or March. 
Each such adjustment shall be made on the basis of the delivery of 400,000,000 
kilowatt hours in each month after commencement of commercial operation of 
the third unit of the Facilities, and on the basis of the delivery of such pro- 
portion of 400,000,000 kilowatt hours as Preliminary Contract Capacity bears 
to Contract Capacity in each month prior to commencement of operation of 
the third unit. If the basis or method of compiling said Hourly Earnings of 
Production Workers in Gas and Electric Utility Industries should be changed 
in any way, the parties agree that this Section will be amended as may be nec- 
essary in order to preserve without alteration the effect of the adjustment herein 
provided for. 

Section 4.07. Preliminary Contract Capacity and Preliminary Capacity 
Charge: Prior to commercial operation of the third unit included in the Facil- 
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ties, the full Contract Capacity provided for herein shall not apply but Pre 
liminary Contract Capacity shall apply. Preliminary Contract Capacity shall be 
as follows: upon commencement of commercial operation of the first unit, Pre- 
liminary Contract Capacity shall be 200,000 Kw; and upon commencement of 
commercial operation of the second unit and until the third unit shall commence 
commercial operation, Preliminary Contract Capacity shall be 400,000 Kw. Dur- 
ing the period while Preliminary Contract Capacity is applicable, the Preliminary 
Capacity Charge shall be the amount which bears the same ratio to the Capacity 
Charge as the then applicable Preliminary Contract Capacity bears to the full 
Contract Capacity. Until completion of the Facilities and determination of their 
cost as provided in Section 4.02, Preliminary Capacity Charges shall be deter- 
mined by utilizine the Base Capacity Charge, and such determinations shall be 
subject to adjustment upon the determination of the cost of the Facilities as pro- 
vided in said Section. 

SectTion 4.08. Certain Tax Costs Other Than Federal Income Tares: 

1. In addition to the Capacity Charge, determined as provided in Sections 
1.01, 4.02, 4.03, 4.07 and 4.10, and the Energy Charge, determined as provided 
in Sections 4.04, 4.05 and 4.06, the AEC will pay to the Company for capacity 
and energy hereunder an amount equivalent to all state, local and federal taxes 
of every kind or character (except federal income taxes), payable by the Com 
pany or accrued during the term of this contract, including such tayes, if any, on 

unts paid to the Company under this Section, so that the amounts received 
by ie Company for capacity and energy hereunder shall be net after all such 
taxes; provided however, that the AEC shall not be required to pay to the Com 
pany an amount equivalent to taxes at rates in effect April 10, 1954, for Social 
Security, such as State Unemployment, Federal Unemployment, Federal Old Age 
senefits and similar taxes then applicable to payrolls, or equivalent to sales 
and use taxes on operating supplies and taxes and other imposts on coal, its 
extraction, sale, transportation or use, as provided in Sections 4.03 and 4.05, or 
to the extent that an amount equivalent to any taxes or imposts may hereafter 
be taken into account in the Capacity Charge or the Energy Charge paid by the 
AEC to the Company; and provided further, that income tax costs (other than 
for federal income taxes), based upon net income, included in the payments 
to be made by the AEC under this Section with respect to any tax year shall 
not exceed taxes on taxable income represented by earnings after taxes for such 
year of $495,000, except that, to the extent that income taxes based upon $495,000 
of earnings shall not be paid with respect to any year due to the fact that the 
Company did not realize earnings in that amount, the difference between the 
tax cost payment actually made with respect to such year and the tax cost 
payment which would have been made with respect thereto had the Company 
earned $495,000 in such year, shall be available as a carry-forward in deter 
mining the maximum taxes payable in any future year or years; and provided 
further, that to the extent that the Facilities are used for purposes other than 
the supply of capacity and energy to or for the AEC and the Company derives 
income therefrom and incurs tax liabilities as a result of such use or income, 
and to the extent that the Company may incur tax liabilities based upon activ- 
ities other than those for or arising out of the performance of this contract or 
properties other than those acquired in that connection, such tax liabilities shall 
be discharged at the sole cost and expense of the Company. The Company will 
maintain records of the revenues derived from any such other use, activity or 
ownership, and of the incremental cost of generating the energy produced 
through such other use or income derived from such other activity, so that the 
tax liabilities arising therefrom may be determined and excluded from bills 
pavable by the AEC. 

2. (a) The Company acrees to notify the AEC of any state or local tax of 
any kind or character levied or purported to be levied on or collected from the 
Company and constituting a reimbursable item of costs under paragraph 1 above 
if due and payable, but which (1) in the opinion of the Company or of the AKC, 
as communicated to the Company, is inapplicable or invalid, or (2) is of a 
category as to which the AEC has notified the Company that the AEC reserves 
the right of approval of payment. The Company further agrees to refrain from 
paying any such tax, unless authorized by the AEC. <Any tax paid with the 
approval of the AEC or on the basis of advice from the AEC that such tax is 
applicable and valid, and which would otherwise be a reimbursable item of cost, 
shall not be disallowed as an item of cost by reason of any subsequent ruling or 
determination that such tax was in fact inapplicable or invalid except to the 
extent that a refund of such tax is obtained. 
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(b) The Company agrees to take such action as may be required or approvee 
by the AEC to cause any such tax referred to in (a) above to be paid under 
protest, and to take such actions as may be required or approved by the AEC to 
seek recovery of any payment made, including assignment to the Government of 
all rights to an abatement or refund thereof, and granting permission for the 
Government to join with the Company in any proceedings for the recovery 
thereof 

(c) The Company shall give the AEC immediate notice in writing of any 
auction filed against the Company arising out of its compliance with the pro 
visions of this paragraph 2 and shall furnish promptly te the AEC copies of all 
pertinent papers received by the Company with respect to such action. The 
Company, with the approval of the AEC, may settle any suc action and, if 
requested by the AEC, shall authorize representatives of the Government to 
settle or defend any such action and to represent the Company in, or to take 
charge of, any such action. If the settlement or defense of any such action is 
undertaken by the Government, the Company shail furnish all reasonable assis 
tance in effecting a settlement or asserting a defense. If the Government does 
not authorize a settlement or assume the defense of such action, the Company 
shall proceed with the defense in good faith and, in suyh event, the defense of 
the action shall be at the expense of the AEC. If the AEC directs the Company 
to institute litigatidh to enjoin the collection of, or to recover payment of, any 
such tax, the Company shall proceed with the litigation in good faith as directed 
from time to time by the AERC, and, in such event, the AEC shall reimburse the 
Company for its costs and expenses incurred on account of such litigation. 

(d) The Government shall save the Company harmless from penalties, interest 
and other expenses, costs and charges of any kind incurred by the Company 
through compliance with this paragraph 2. 

3. In the event that any of the taxes or imposts at rates in effect at April 10, 
1954, which are mentioned in the first proviso of paragraph 1 of this Section, 
should be reduced below such rates or should be repealed, an equitable adjust 
ment to give effect thereto will be made in the Capacity Charge or the Energy 
Charge, as the case may be. 

Section 4.09. Adjustment in Absence of Sinking Fund Depreciation Ruling: 
This contract was entered into with the intention that the amount of debt 
retirement would be approximately equivalent to the amount of depreciation 
on an annual basis and that depreciation would be allowable under a sinking 
fund method. If the Company should he unable to obtain from the Secretary 
of the Treasury or other duly authorized official a ruling, closing agreement o1 
other agreement satisfactory to the Company permitting it to deduct deprecia 
tion for purposes of federal income taxes on the depreciable property included 
in the Facilities on a 51-year sinking fund formula with interest at the rate 
of 34%4% per annum, or if such ruling, closing agreement or other agreement once 
obtained should be reversed, rescinded or rendered invalid or ineffective, wit 
the result that the Company will not he ab'e on the aforesaid basis to recover 
fully the undepreciated cost of the Facilities over the unexpired portion of the 
dl-year period, the parties will enter into appropriate amendments or supple 
ments to this contract to provide that the AEC shall thereafter at such intervals 
and during such periods of time as may be from time to time agreed upon make 
adjusted payments to the Company for power and energy hereunder in an amount 
estimated to be adequate to provide the Company with funds, tovether with the 
applicable portion of the debt money component of the Capacity Charge, 
sufficient to maintain the intended relationship between depreciation and debt 
retirement and also to permit the Company to comply with anv sinking fund or 
analogous requirements of any instrument pursuant to which indebtedness of 
the Company shall have been issued or incurred as contemplated by this contract 
The reduction of depreciation for Federal income tax purposes on the basis 
stated above constitutes a part of the basic cost structure of this contract and of 
the furnishing of facilities for the supply of services hereunder, and therefore 
the obligation of the AEC under this Section is a portion of such basie cost 
structure, Consequently, unless the Company shall obtain from the Secretary 
of the Treasury or other duly authorized official a closing agreement or other 
agreement satisfactory to the Company covering such sinking fund depreciation, 
the obligation of the AEC under this Section shall survive any cancellation or 
termination of this contract other than the evpiration of this contract at the 
end of the 25-year term provided for in Section 7.01, except that the parties 
may agree in writing that such obligation may be modified or terminated and 
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cancelled in connection with any cancellation or termination of this contract. 
If the Company shall be able and shall elect to deduct depreciation for purposes 
of Federal income taxes on the basis of a formula more favorable than the sink- 
ing fund depreciation formula contemplated by this Section, the parties will 
review the effect of such change in the formula as well as the considerations 
specified in Section 4.12 and will enter into appropriate amendments to this 
contract to make any equitable over-all downward adjustment to which they 
may mutually agree. 

Section 4.10. Termination or Cancellation Adjustments: Upon termination of 
this contract in whole or in part as provided in Section 7.02, the Capacity Charge, 
the amounts payable pursuant to Section 4.11, and the amount of tax costs pay- 
able under Section 4.08 which are not directly distributable as provided below, 
shall be redneed at the same time or times and in the same proportion as the 
Contract Capacity is reduced pursuant to Section 7.02, Section 7.03 or paragraph 
3 of Section 7.07. Tax costs provided for in Section 4.08 which are levied on 
any basis capable of direct distribution shall be allocated directly to the AEC 
ind the Company in amounts reflecting the proper share of each. 

Secrron 4.11. Renlacement Reserve: As a part of the cost structure of this 
contract and for the purpose of providing for the cost of replacements to the 
Facilities, the AEC will make payments to the Company as provided in this 
Section. With respect to each of the first sixty months afte® the commencement 
of commercial operation of the first unit included in the Facilities, the AEC will 
pay to the Company an amount equivalent to one-twelfth of $524,000; provided 
however, that with respect to any period as to which there is in effect a ruling 
of the Internal Revenue Service that payments under this Section are not subject 
to Federal income taxes, the amount so to be paid to the Company shall be equal 
to one-twelfth of $262,000. Starting with the 15th day of the 60th month after 
the commencement of commercial operation of the first unit included in the 
Facilities, and on the 15th day of the last month of each calendar quarter there- 
after, the Company will prepare an estimate of the cost to be incurred by the 
Company for replacements during the succeeding calendar quarter and will 
furnish a copy of such estimate to the AEC. Such cost of replacements shall 
consist of the sum of 

(i) the estimated amount of expenditures by the Company during such 
quarter in respect of replacements, less estimated net salvage credits, which 
expenditures will be chargeable to property and plant in accordance with 
the Uniform System of Accounts: provided however, that such estimated 
amount of expenditures and all prior credits to the replacement reserve as 
hereinafter provided for shall not exceed an amount, cumulative over the 
term of this contract (and, if extended pursuant to Section 7.08, over the 
period of any such extension or extensions) equal to one-fourth of 1% 
annually of the cost of the Facilities, such cumulative amount to be increased 
or decreased, however, by the percentage by which such estimated amount 
of expenditures and all prior charges to the replacement reserve exceeds or 
is less than the total original cost, at the time of installation, of all units of 
property previously replaced or to be replaced during such quarter; and 

(ii) with respect to any period as to which there is no ruling of the 
Internal Revenue Service that payments under this Section are not subject 
to Federal income taxes, an amount equivalent to the amount derived pur- 
suant to clause (i), less any additional estimated depreciation accruing such 
quarter and applicable to replacements theretofore made by the Company 
and paid for out of funds derived from charges to the replacement reserve. 

With respect to each month commencing with the 61st month after commence- 
ment of commercial operation of the first unit in the Facilities, the AEC shall 
pay to the Company 4rd of the amount of the cost of replacements determined 
pursuant to clauses (i) and (ii) with respect to the quarter in which such 
month oecurs. The Company will maintain on its books a replacement reserve 
and will credit to such reserve all amounts received by it from the ABC under 
this Section after deducting therefrom Federal income taxes, if any, which may 
be payable by the Company with resnect to the receipt by it of such payments 
after reflecting the effect of any additional depreciation referred to in clause 
(ii). All charges for replacements, except replacements paid for out of the 
proceeds of insurance or out of amounts paid to the Company by third parties, 
shall be charged to the replacement reserve. Any net earnings, after any 
applicable taxes thereon, resulting from investment of the Company’s funds 
allocable to the replacement reserve, will be credited to such reserve. The 
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Company will apply promptly for a ruling of the Internal Revenue Service that 
payments under this Section are not subject to Federal income taxes. The 
prior approval of the AEC shall be obtained for any replacement of a unit of 
property at a cost in excess of $100,000, provided that if any such replacement shall 
be necessary under any indenture or other agreement pursuant to which indebt- 
edness of the Company shall have been issued or incurred in order to prevent a 
default thereunder, no such approval shall be required. When the aggregate 
amount of charges (net of salvage) to the replacement reserve equals the ad- 
justed cumulative amount derived pursuant to the proviso in clause (i), or at 
the end of the fifth year after the beginning of full-scale operation, whichever 
is earlier, and at intervals of three years thereafter, and at such other time or 
times as the parties may agree upon, the parties hereto will jointly examine 
and review the matter of payments under this Section and will enter into appro- 
priate amendments of this contract in order that the Facilities shall be kept 
in a dependable and efficient operating condition and that the provisions of this 
Section shall be equitable to both parties with respect to costs incurred by the 
Company by reason of this Section and payments made by the AEC hereunder. 
Upon the expiration of this contract, either at the end of the term provided for 
in Section 7.01 or any extended term, or by termination or otherwise, any amount 
of the Company’s funds in the replacement reserve shall be retained by the Com- 
pany, paid to the AEC or divided between the Company and the AEC as shall 
be agreed by the parties to be fair and equitable in the light of prior operations 
hereunder and the results thereof and giving effect to accumulated replacement 
requirements necessary to place the Facilities in a dependable and efficient oper- 
ating condition in accordance with practices prevailing among prudent operators 
of similar properties. 

Section 4.12. Refinancing by Company at Lower Interest Rate: If in the 
future the Company shall refinance all or any part of its debt securities so that 
the aggregate interest thereafter payable by the Company on all its outstand- 
ing debt securities shall be at a rate of less than 344% per annum thereon, the 
parties will review operations hereunder and the results thereof from the incep- 
tion of such operation, any increase in the debt security financing costs of the 
Facilities over an over-all rate of 344% per annum, and all other factors having 
a bearing upon the effects of this contract as compared with its anticipated 
effects, and the parties hereto will enter into appropriate amendments to this 
contract to make any equitable over-all downward adjustment to which they 
mav mutually agree. 

Section 4.13. Effect of Adding Units to the Facilities: If in the future and at 
the site of the Facilities the Company should build additional facilities or addi- 
tions to the Facilities, the parties will review the effect of such chenge unon the 
Company’s cost of delivering power and energy hereunder, as well as the con- 
siderations specified in Section 4.12, and the parties hereto will enter into 
appropriate amendments to this contract to make any equitable over-all down- 
ward adiustment to which they may mutually agree. 

Section 4.14. Over-All Billing Adjustment: 

1. In addition to the adjustments set forth in Sections 4.02, 4.03, 4.05 and 4.06, 
there shall be a cumulative adjustment, the effect of which shall be to divide 
equally between the AEC and the Company all revenue derived from service 
rendered to the AEC under this contract in excess of revenue required to provide 
net income for the Company at the rate of $495,000 per annum, increased or 
decreased by the same amount by which the Baise Capacity Charge is decreased 
or increased, respectively, under Section 4.02. Such latter net income is referred 
to in this Section as Adjusted Net Income. To the extent that the aggregate 
revenue derived from operations under this contract for any twelve-month 
period starting with the commencenient of commercial operation of the third 
generating unit included in the Facilities, or starting with any anniversary 
thereof, and for all such prior twelve-month periods, shall exceed the aggregate 
revenue required to provide the Company net income equivalent to Adiusted Net 
Income for such twelve-month period and all such prior twelve-month periods, 
the Company shall credit such excess revenue to a Special Reserve Account, and 
shall impound and deposit such excess in a Special Fund which shall not be 
available to the Company or the AEC except upon the making of payments there- 
from pursuant to the following provisions. Any net earnings, after any appli- 
cable taxes thereon, resulting from the investment of such impounded funds shall 
be credited to the Special I'und. Net income earned by the Company from the 
Sale of reserve capacity or of energy produced through the use of reserve capac- 
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ity or Contract Capacity not taken by the AEC, or otherwise resulting from 
activities of the Company other than those for or arising out of the performance 
of this contract, shall be separately accounted for and shall have no effect upon 
the determ'nation of net income or Adjusted Net Income under this Section. To 
the extent that net income derived from operations under this contract for any 
twelve-month period is less than Adiusted Net Income, the Company shall 
charge the Special Reserve Account and shall be entitled to payment from the 
Special Fund of such amount as shall be necessary to make up net income for 
such twelve-month period for the Company equivalent to Adjusted Net Income. 
When and if the Special Reserve Account shall exceed $500,000 on any December 
31, the AFC shall be entitled to one-half of the excess thereof over $500,000 and 
one-half of such excess shall become available to the Company as a part of its 
general funds. Upon expiration of this contract, either by expiration of the 
term provided for in Section 7.01, by termination or otherwise, any balance 
remaining in the Special Fund shall be divided equally between the Company 
and the AEC. By agreement between the parties the operation of the provisions 
of this Section may be put on a calendar year basis. For purposes of this Sec 
tion net income shall be derived in accordance with the Uniform System of 
Accounts for Public Utilities and Licensees prescribed by the Federal Power 
Commission as effective January 1, 1937, and further shall be determined after 
setting aside in a Reserve for Deferred Maintenance any unexpended portion of 
the estimated maintenance expense set forth in Appendix C for the period in 
question. Any net earnings, after any applicable taxes thereon, resulting from 
the investment of funds reserved for deferred maintenance shall be credited to 
the Reserve for Deferred Maintenance. Upon expiration of this contract, e‘ther 
by expiration of the term provided for in Section 7.01, by termination or other- 
wise, the Company and the AEC shall agree upon the amount necessary, giving 
effect to accumulated maintenance requirements, to place, or to provide for plac- 
ing, the Facilities in the dependable and efficient operating condition required 
for providing the service herein provided for during the unexpired term, includ- 
ing permissible extensions thereof under Section 7.08 hereof, all in accordance 
with practices prevailing among prudent operators of similar properties. If, 
after providing for such maintenance, any amount shall remain in the Reserve 
for Deferred Maintenance, such amount shall be equally divided between the 
parties. 

2. In the event of partial termination as provided in Section 7.02, the amount 
of Adjusted Net Income and the $500,000 level for the Special Reserve Account 
shall be reduced in the same proportion as the Contract Capacity is reduced 
pursuant to Section 7.02, Section 7.03 or paragraph 3 of Section 7.07. If at the 
effective date of any such reduction, there should be any amount in the Special 
fund in excess of the reduced level therefor, such excess shall be divided equally 
between the Company and the AEC 

3. In the event that any income taxes should in the future be required to be 
paid on account of the receipt of any amount deposited in the Special Fund, such 
taxes shall be charged to the Special Reserve Account and paid out of the Special 
Fund, and any refunds of taxes so paid shall be credited to the Special Account 
and deposited in the Special Fund. Similarly, if, after payment of any such 
taxes out of the Special Fund, the payment or credit out of the Special Fund to 
the AEC of amounts with respect to which such taxes had been so paid results in 
a reduction of taxes otherwise payable by the Company, then an amount equal 
to such reduction shall be credited to the Special Account and deposited in the 
Special Fund and shall promptly thereafter be paid or credited to the AEC. 


ARTICLE V 
Billing and Payment 


Section 5.01. Billing: 

1. The Company shall submit to the AEC as early as practicable in each month 
a bill for (a) the portion of the Base Capacity Charge and the Base Energy 
Charge or, if available, for the portion of the Capacity Charge and the Energy 
Charge, for power and energy hereunder during the preceding month, and (b) 
the aggregate amount payable by the Company in the next succeeding month for 
on a quarterly basis or such other basis as may be mutually acceptable, and may 
to Section 4.08. The Company shall also submit to the AEC as early as prac- 
ticable in each month a bill or credit memorandum for any amounts due the 
Company or the AEC for the preceding month on account of any of the adjust- 
ments provided for in Sections 4.02, 4.03, 4.05, 4.06 and 4.08 and not included in 
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the bill provided for in the preceding sentence; provided however, that the Com 
pany may render such bills or credit memoranda for any or all such adjusiments 
oh a quarterly basis or such other basis as may be mutually acceptabie, and hiay 
include therein the adjustment for any item not included in a previous bill or 
credit memorandum. Each such bill or credit memorandum shall include such 
detail as the AEC may request. Aiter the termination of this cuntract, whether 
by expiration of the term hereof or otherwise, adjustments, by payment, credit 
or otherwise as may be agreed upon, shall be made for all liabilities hereunder 
accrued up to the date of termination. 

2. The Company may bill the ALC separately each month for reimbursement ot 
the cost of replacements as provided in Section 4.11 or may include such charges 
as separate items in bills submitted pursuant to paragraph 1 of this Section. 

SecTion 5.02. Payment: Bills submitted pursuant to Section 5.01 shall be paid 
by the AEC within fifteen days after receipt thereof. Each such bill and each 
credit memorandum submitted pursuant to Section 5.01, whether or not paid or 
otherwise taken into account, shall be subject to such subsequent corrections as 
may be appropriate, including corrections as a resuit of audits, corrections aris 
ing by reason of subsequent determination or redetermination of taxes by any 
taxing authority, and any other correction based tpon a subsequent ascertain 
ment or determination of data underlying the amount of such bill or credit mom 
orandum ; and any amount found to be due to either party as the result of any 
such correction shall be discharged by payment to such party by the other, by 
being taken into account in a subsequent bill or credit memorandum, or otherwise. 


ARTICLE VI 
Measuring Instruments 


Section 6.01. Measuring Instruments: The Company shall own and maintain 
on its property the metering equipment which will be necessary to provice com 
plete information regarding the flow of power and energy from the Company’s 
generating station to the Primary Delivery Points as well as to others. The 
measurements taken on such metering equipment will be ap: ropriately ad 
justed for losses in transmission between the points of measurement end the 
Primary Delivery Points. The AEC may, at its option and expense, install check 
meters. The Company will make such periodic tests and in ‘pections of its meters 
as may be necessary to maintain the same at the highest practical commercial 
standard of accuracy and will advise the AkC promptiy of the results of any 
such test which shows any inaccuracy more than 1% slow or fast. The AEC 
shall be given notice of and may have representatives present at such tests and 
inspections. The Company will make additional tests of its meters at the re 
quest of the AEC and in the presence of AEC’s representatives. If such periodic 
or additional tests show that a meter used for billing is accurate within 1° 
slow or fast, no correction shall be made in the billing to the AEC; but if such 
tests show that such meter is inaccurate by more than 1% slew or fast, corree- 
tion shall be made in the billing to the AFC for the previous month, or from the 
date of the latest test if within the previous month and for the elapsed pericd 
in the month during which the test was made; provided however, that no cor- 
rection shall be made for a longer period than that during which it may be de 
termined by mutual agreement that the inaccuracy existed. Measuring instru- 
ments of existing Secondary Delivery Points are covered by existing agreements 
or arrangements between TVA and others which are not affected by this contract 
[he Company will use its best efforts to see that arrangements for Secondary 
Delivery Points between subsidiaries of the Sponsoring Companies and TVA shall 
provide the AEC with substantially the same terms and corditiens 0° test and 
billing adjustment as are provided for Primary Delivery Points by this Section. 

SECTION 8.02. Use of Fuels or Sources of Energy Other than Coal: The Com 
Sary to measure or compute the maximum demand of the AEC load, such maxi- 
mum demand shall be taken as the highest average simultaneous load measured 
in kilowatts, or otherwise as agreed, at the Primary Delivery Points and Sec- 
ondary Delivery Points during any clock hour in the period under consideration. 


ARTICLE VII 


Terms of Agreement 


SecTION 7.01. Duration: The term of this contract as a contract for electri« 
i 


utility service shall be for a period of 25 years starting with the date of th« 
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commencement of commercial operation of the first unit of the Facilities. Sueh 
date shall be the first day on which the first unit is in a position to deliver com- 
mercially hereunder Preliminary Contract Capacity substantially as defined in 
Section 4.07. The Company shall notify the AEC on this date and said 25-year 
term shall commence with said date the same as if it were written into this 
Section. The Company will similarly notify the AEC of the date of the com- 
mencement of commercial operation of each of the other units of the Facilities. 

Secrion 7.02. Termination: After the commencement of commercial operation 
of the third unit of the Facilities, or 42 months after the effective date hereof, 
whichever is earlier, the AEC shall have the right to deliver to the Company a 
written notice of termination of this contract in whole or in part, and such 
termination shall become effective on the date three years after the date of 
receipt by the Company of such notice or, at the option of the AEC to be exer 
cisel by a further writing delivered to the Company within twelve months of 
the date of delivery of such notice of termination, such termination shall become 
effective on the date four years after the date of receipt by the Company of such 
notice of termination. The AEC shall be entitled to transfer, by assignment 
or otherwise, the right to take power and energy hereunder to the extent ter- 
minated, during such notice period or any balance thereof, to any other agency 
of the United States Government, whether for use by such agency or for resale; 
and if such transfer is made by assignment, such agency shall agree to pay all 
amounts, whether by way of Capacity Charge, Energy Charge, adjustments, tax 
costs, or otherwise, which would have been paid by the AEC with respect to 
such power and energy in the absence of such assignment; provided however, that 
no assignment shall be made unless such other Governmental agency shall have 
the lawful authority to accept such assignment, enter into such agreement and 
make such payments. If at any time during such notice period the AEC shall 
desire to have the Company take over on a firm basis all or any portion of the 
capacity hereunder affected by a notice of termination delivered as above pro- 
vided, and if the Compaay shall agree to such taking over, the Company and the 
AEC will fix upon a mutually agreeable date for such taking over by the Com- 
pany. When and as any such assignment shall become effective but only until 
the expiration of such assignment, or as capacity is so taken over by the Com- 
pany, Contract Capacity shall be reduced by an amount corresponding to the 
amount of capacity so assigned or taken over. In such connection, the Company 
shall have the right to elect, at the time when such capacity is so taken over by 
it, to treat the capacity so taken over, to the extent that it will suffice, as an 
anticipated fulfillment of the minimum obligations of the Company to absorb 
Contract Capacity on an annual basis under Section 7.03. 

Section 7.03. Contract Capacity After Termination: In the event of a termi- 
nation of this contract either as to the, entire Contract Capacity or as to any 
portion thereof, the Company. after the effective date of the termination and 
subject to the provisions of Section 7.05, shall be entitled to absorb and shall 
absorb the Contract Capacity as to which termination shall have become e¢ffec- 
tive as rapidlv as the growth of its load will permit; but the Company will, in 
any event and regardless of the amount of Contract Capacity absorbed in any 
prior period, absorb at least 100,000 Kw of Contract Capacity as of the effective 
date of termination and 100,000 Kw of Contract Capacity as of each anniversary 
thereafter of the effective date of termination until the entire Contract Capacity 
as to which termination shall have become effective shall have been absorbed, 
and in the event of termination of the entire Contract Capacity, the Company 
shall absorb the entire amount thereof not later than the fifth anniversary of 
the effective date of termination. The Company will not make commercial use 
of unabsorbed capacity except pursuant to agreement with the AEC. The ABC 
may assign all or any part of any balance of such terminated Contract Capacity 
not absorbed by the Company to another Governmental agency, subject to the 
Company’s right and obligation to absorb further capacity as set forth above, 
provided that the payments for power and energy associated with the assign- 
ment to such Governmental agency shall be at a rate giving recognition to any 
change in costs then encountered or foreseen by the Company and shall be sub- 
ject to approval by the Federal Power Commission or such other regulatory 
commission as may have jurisdiction, that such agency shall have lawful author- 
ity to accept such assignment and to agree to make such payments, an‘ that such 
agency shall accept such assignment and shall so agree. As capacity is so 
absorbed by the Company or as and when any such assignment shall become 
effective, Contract Capacity shall be correspondingly reduced. 
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Section 7.04. Credit to AEC After Termination Upon Relinquishment by AEC 
of Capacity: If the AEC shall deliver to the Company a statement in writing 
that it relinquishes its right to the Contract Capacity or any portion thereof 
as to which a notice of termination shall have been delivered to the Company 
pursuant to Section 7.02, the AEC shall receive a credit of $500,000 for each 
one-third of Contract Capacity (determined as provided in Section 1.04 but with- 
out any reduction therein as provideu in Sections 7.02 and 7.05 and paragraph 3 
of Section 7.07) so relinquished, in computing the annual Capacity Charge pay- 
able by the AEC; provided however, that if the Company shall absorb pursuant 
to any of the provisions hereof any portion of the capacity so relinquished, such 
credit shall be decreased in proportion to such absorption at the same time that 
the annual Capacity Charge is reduced pursuant to Sections 4.10 and 7.02 in 
connection with such absorption. 

SECTION 7.05. Notice by Company Regarding Absorption of Power: Not less 
than 24 months prior to the effective date of any notice of termination delivered 
to the Company pursuant to Section 7.02, the Company wiii de:ver to tue AWO 
a written statement of the amount of Contract Capacity, not less than the mini- 
mum provided for in Section 7.03, which the Company will absorb as of the begin- 
ning of the first twelve-month periou following the effective uate of teruunation. 
Thereafter, not less than 24 months prior to the commencement of each suc- 
ceeding twelve-month period following the effective date of such termination, 
the Company will deliver to the AEC a similar statement in writing with respect 
to such period, until all terminated capacity shall be accounted for. Failure 
by the Company to deliver any such 24-montbs’ notice eacept the last shali be 
tantamount to a notice by the Company that it wilt absorb LUU,UU0 Kilowatcs of 
capacity as of the beginning of the tweive-month period to which such notice 
would have applied, and fai:ure by the Company to deliver the last such notice 
shall be tantamount to a notice that it will absorb the balance of terminated 
capacity at the beginning of the twelve-month period to which such notice would 
have applied. By mutual agreement of the parties the 24 months required for 
notices under this Section may be shorteneu, and by similar agreement notices 
under this Section may be made to apply to periods other than the twelve-month 
periods specified above. 

SECTION 7.06. Reimbursement of Company for Costs and Hxrpenses upon 
Termination: On and after any termination pursuant to Section 7.02, the Com- 
pany shall have the right, in addition to any other rights hereinbefore specitied, 
to collect from the AEC, and the AEC shall be obligated to pay to the Company, 
cancellation costs equivalent to any fair and reasonable cancellation charges 
which the Company may have to pay to third persons as a result of such termi- 
nation and all other costs and expenses suffered or reasonably incurred by the 
Company by reason of such termination. The Company will exercise every 
reasonable effort to reduce such cancellation charges and other costs and expenses 
to a minimum by, among other things, continuing contracts which the Company 
may have to such extent as may be consistent with the requirements of the 
Facilities following such termination, and making arrangements with companies 
in the systems of the Sponsoring Companies or with the ABC to take over such 
contracts where such action is practicable and may be carried out with no 
economic or other disadvantage. 

SEcTION 707. Cancellation Prior to Completion: 

1. If, prior to the commencement of commercial operation of the third unit 
of the Facilities, the power requirements of the AKC at the Projects are so 
reduced that it will no longer require service hereunder, the AEC may assign 
to TVA the right to power and energy hereunder in accordance with the terms 
hereof. Acceptance of such assignment by TVA and notice thereof to the Com- 
pany by the AKC shall have the effect of the delivery of a notice of termination by 
the ALC at the earliest date possible under Section 7.02. If the AEC advises TVA 
that such assignment to it is available and ascertains that TVA has conc:uded 
that it does not need the power hereunder during the period which such assign- 
ment would cover, the AEC shall be entitled to cancel this contract by delivering 
a written notice of cancellation to the Company, and such notice shall have 
the effect set forth in paragraph 2 or paragraph 3 of this Section, whichever is 
applicable. 

2. If a notice referred to in paragraph 1 of this Section shall be delivered to 
the Company prior to the time when the Company shall have incurred expendi- 
tures on account of the cost of the Facilities as referred to in Section 4.02 which, 
together with the costs (estimated where necessary) of cancellation of com- 
mitments made in that connection, shall equal $40,000,000, this contract shall 
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terminate on such date after the delivery of such notice as shall be specified 
therein In such event, the AEC shall pay to the Company as cancellation 
costs such amount or amounts that there shall be available for distribution 
to the Sponsoring Companies net assets, including at cost to the Company land 
acquired for the site of the Facilities, equivalent to the investment of the 
Sponsoring Companies in the equity of the Company up to the effective date 
of such cancellation, after payment and satisfaction of all reasonable liabilities, 
costs, indebtedness, cancellation or revocation costs and damages, and all other 
reasonable costs, expenses, charges and losses resulting from such cancellation, 
including carrying charges on indebtedness of the Company to the earliest 
practicable date for the retirement thereof after the receipt of payment by 
the AEC under this paragraph, together with any premium payable upon the 
redemption of such indebtedness; and the AEC shall be entitled to, and shall 
remove from the site of the Facilities at its own cost and expense and within a 
reasonable time, all items of personal property theretofore acquired by the 
Company and not returned or returnable to a vendor in connection with the can- 
cellation or revocation of a contract or commitment, and may remove from the 
site of the Facilities at its own cost and expense and within a reasonable time all 
items of property acquired by the Company which have been so attached to the 
land or any structure thereon as to become realty, provided any injury to the land 
caused by such removal shall be made good. The AKC shall have the right, in 
lieu of reimbursing the Company for cancellation charges or payments on any 
purchase contract or order, to take over such purchase contract or order upon 
the agreement by the AEC to assume all liabilities thereunder and hold the 
Company harmless therefrom. The AEC shall make payment of amounts pay- 
able hereunder from time to time and as soon as practicable to the end that the 
argregate amounts payable by it hereunder shall be reduced so far as possible 
and the Company will undertake to cooperate with the AEC for that purpose. 

3. If a notice referred to in paragraph 1 of this Section shall be delivered to 
the Company after the time referred to in the first sentence of paragraph 2 of 
this Section, such notice shall be deemed to constitute a notice of termination 
under Section 7.02 and terminaticn shall become effective pursuant thereto three 
years after the earliest date when a notice is deliverable pursuant to the provi- 
sions of Section 7.02, but immediately upon delivery of such notice referred to in 
paragraph 1 of this Section, the Company shall be obligated to start absorbing 
capacity as rapidly as the growth of its load will permit. To the extent it can so 
absorb capacity, it will agree with the AEC on the amounts and dates of such 
absorption, and Preliminary Contract Capacity or Contract Capacity, as the case 
may be, shall be reduced on such dates and in amounts corresponding to the 
respective amounts so absorbed. In this connection the Company shall have the 
right to elect, at the time of any such absorption, to treat the capacity then 
absorbed, to the extent that it will suffice, as an anticipated fulfillment of the 
minimum obligations of the Company to absorb Centract Capacity on an annual 
basis under Section 7.03. 

Section 7.08. Service After Contract Term: If the AEC shall require electric 
utility service for its operations at one or more Projects after the term of this 
contract, and if it shall then have lawful authority to contract for such service, 
it shall have a first call on the capacity of the Facilities for an additional term 
of five years in any amount up to but not exceeding the Contract Capacity in 
effect at the end of such term, upon giving the Company at least three years’ 
written notice prior to the end of such term of the amount of the AEC’s require 
ments. The power and energy taken during such five-year period will be paid 
for by the AEC on the terms and at the prices provided for in this contract, 
adjusted to give credit and recognition to the condition of the Facilities, any 
change in the rate of depreciation, any changed requirements for rep!acements 
and reserve capacity, availability of such reserve capacity, interest and amortiza- 
tion on debt necessary to provide such service, plus a fair return on any equity 
capital reasonably required in erder to provide such service during such extended 
period, If the AEC ex>rcises the above option to purchase power for such addi- 
tional term of five years, the AEC, upon like notice and under like conditions, 
shall have a first call for a second period of five years on the capacity of the 
Facilities in any amount not exceeding the amount to which the AEC shall be 
entitled at the expiration of the first five-year period. The terms of any agree- 
ment relating to such second five-year period shall give effect to mutually satis- 
factory arrangements determined after a separate review of the factors herein- 
before described, the experience of the parties hereto during the first five-year 
period, and the reduction or elimination of interest and amortization require. 
ments on the long-term debt of the Company. 
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ARTICLB VIII 
General Provisions 


Section 8.01. Purchase of Fuel: The Company shall afford the AEC the 
opportunity to review and discuss the price, terms and conditions of any major 
long-term contract proposed to be made by the Company with any supplier of 
coal or other fuel to be furnished to the Company for consumption at the Facil- 
ities and any major long-term contract to be made by the Company for the han- 
dling and shipment of coal or other fuel, and to make recommendations with re- 
spect to any such contract looking toward economies and dependability in the fuel 
supply; provided however, that the acquiring of an adequate, dependable and 
economical fuel supply shall be the responsibility of the Company. In addition, 
with respect to any such contract proposed to tbe made by the Company for a 
term exceeding one year, the AEC shall have the right, prior to the making of 
such contract, to approve the cancellation provisions thereof. If the AEC shall be 
in a position to purchase and deliver, or cause to be delivered, to the Facilities 
fuel at a cost lower than the cost to the Company for fuel of like grade and 
quality so delivered, the AEC shall have the right to supply such fuel to the 
Company, either by sale or otherwise, on such terms as shall be mutually 
agreeable to the parties. 

SecTion 8.02. Use of Fuels or Sources of Energy Other Than Coal: The Com- 
pany may make use of fuels or sources of energy other than coal, if available, 
to the extent that it is economically advantageous to do so. If the Company 
decides to make use of another fuel or source of energy, the parties will review 
the economies to be effected thereby, as well as the considerations mentioned 
in Section 4.12, and the parties hereto will enter into appropriate amendments 
to this contract to make any equitable over-all downward adjustment to which 
they may mutually agree. 

SECTION 8.03. Accounts: 

1. The Company shall keep books of account in accordance with the Uniform 
System of Accounts and such other systems of accounts prescribed by other 
Governmental regulatory authorities having jurisdiction as may be applicable, 
shall keep such records and memorandum accounts as may be required for the 
computation of amounts payable by the AEC hereunder and shall furnish such 
information and reports therefrom as the AEC may reasonably require. The 
Uniform System of Accounts shall be used for the determination of any ques- 
tion relative to costs and expenses arising under this contract except that where 
specific methods of computations of amounts are set forth in this contract such 
methods shall be employed in lieu of any other method which might be required 
by the Uniform System of Accounts. 

2. The AEC shall have the right. at such reasonable times as it deems appro- 
priate until five years after termination or expiration of this contract, to inspect 
all books, records, accounts and related documents involving transactions relating 
to this contract, including those relating to the Facilities, and to make such 
audits thereof as the AEC may deem necessary to protect its interests. Such 
books, records, accounts and all related documents will be retained by the Com- 
pany in accordance with Federal Power Commission Regulations to Govern 
the Preservation of Records of Public Utilities and Licensees as in effect at the 
date hereof. 

3. The Company agrees that the Comptroller General of the United States 
or any of his duly authorized representatives, until the expiration of three years 
after final payment under this contract, shall have access to and the right to 
examine any directly pertinent books, documents, papers and records of the 
Company involving transactions related to this contract. 

4, The Company further agrees to include in each subcontract hereunder a pro- 
vision to the effect that the subcontractor agrees that the Comptroller General 
of the United States, the AEC or any of their duly authorized representatives 
shall, until the expiration of three years after final payment under the sub- 
contract, have access to and the right to examine any directly pertinent books, 
cocuments, papers and records of such subcontractor involving transactions 
related to the subcontract. The term “subcontract” means any purchase order 
or agreement to perform all or any part of the work or to make or furnish 
any materials required for the performance of this contract, but does not in- 
clude (i) purchase orders not exceeding $1,000, (ii) subeontracts or purchase 
orders for public utility services at rates established for uniform applicability 
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to the general public, or (iii) subeontracts or purchase orders for general in- 
ventory items not specifically identifiable with the work under this contract. 

5. Nothing in this contract shall be deemed to preclude an audit by the General 
Accounting Office of any transaction under this contract. 

Secrion 8.04. Successors and Assigns: This contract shall inure to the benefit 
of and be binding upon the parties hereto and their respective successors and 
assigns. This contract, however, may not be assigned by either party without 
the written consent of the other, except that (a) the AEC may assign this 
contract without consent of the Company to any agency of the United States 
of America which is a successor to the AEC for purposes of operation of one 
or more Projects, if such successor agency is authorized to assume and does 
assume all the duties and obligations of the AEC hereunder, (b) the Company 
may assign this contract without consent of the AEC to a successor to all or 
substantially all the property and assets of the Company, (c) the Company 
may pledge this contract without consent of the AEC to secure indebtedness 
of the Company incurred or to be incurred for the purpose of constructing the 
Facilities, and (d) in connection with the enforcement of any such pledge, this 
contract may be assigned or transferred without consent of the AEC to one or 
more persons who shall assume the obligations of the Company hereunder. Pur- 
suant to the provisions of the Assignment of Claims Act of 1940, as amended. 
the Company, without the consent of the AEC, may assign to any bank, trust 
company or other financing institution, including any federal lending agency, 
any moneys due or to become due under this contract, and any such assignment 
may cover all or any part of the amounts payable by the AEC to the Company 
hereunder and may be made to more than one such bank, trust company or 
financing institution either for their own respective accounts or as agent or 
trustee for two or more parties who are holders of evidences of indebtedness of 
the Company. *ayments to be made to the assignee of any moneys due or to 
become due under this contract shall not be subject to reduction or set-off other 
than for amounts due the AEC or the Government under this contract. 

Section 8.05. Force Majeure: The Company shall not be held responsible or 
liable for any loss or damage to the AEC on account of non-delivery of power 
or energy hereunder at any time due to any cause beyond the control of the 
Company, including but not limited to an act of God, fire, flood, explosion, strike, 
sabotage, an act of the public enemy, civil or military authority, insurrection 
or riot, an act of the elements, fai’ure of equipment, or inability to obtain or 
ship materials or equipment because of the effect of similar causes on suppliers 
or carriers; provided however, that non-delivery on account of any such causes 
shall not relieve the AEC from its obligation to pay the Company any charges 
payable hereunder except to the extent that such charges may include payments 
for which the Company is compensated by insurance or otherwise or of which 
the Company is relieved as the resu't of the operation of such causes and which 
are not offset by losses, costs, expenses or liabilities arising from or in connection 
with such causes and not covered by or included in payments under this contract. 
The Company will exert every effort to assure the continuity of supply of the 
Contract Capacity, and when that amount of power is not available because of 
the foregoing causes, the Company will endeavor, upon request of the AEC, 
to secure the necessary power from others at rates as snecified in Section 3.01. 

Section 8.06. Effect of Changes in Certain Laws or of Hostilities: In the event 
that new laws or amendments to existing laws shall be enacted or new orders or 
amendments to existing orders shal! be issued or new regu’ations or amendments 
to existing regulations shall be promulgated by governmental authorities having 
jurisdiction affecting wage rates, hours of work, or other conditions, or in the 
event of active hostilities, whether or not accompanied by a formal declaration 
of war, any of which shall resu't in increased or decreased costs hereunder, 
the parties hereto will enter into appropriate amendments of this contract 
designed to protect each party against impairment of its rights hereunder by 
reason of such increased or decreased costs. 

_ SECTION 8.07. Property insurance: The Company will cause its property which 
is of a character usually insured by companies similarly situated and operating 
like properties to be insured tuo a reasonable amount against loss or damage from 
such hazards or risks as are usually insured by such companies or as may be 
required by any mortgage or other instrument pursuant to which indebtedness 
of the Company shall have been issued or incurred. The proceeds of any such 
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insurance received by the Company due to the destruction of or damage to the 
Facilities shall be applied to the replacement, restoration or repair thereof to 
the condition required to fulfill the Company’s obligations under this contract. 
From time to time upon written request of the AEC, the Company will furnish 
it with a statement of such insurance outstanding and in force, including the 
names of insurance companies which have insured, the amounts of insurance, and 
the property, hazards and risks covered thereby. 

SECTION. 8.08. Patents and Inventions: The Company agrees to indemnify the 
Government, its officers, agents and employees against liability of any kind, 
including costs and expenses incurred, for the use of any invention or discovery 
or for the infringement of any Letters Patent (not including liability arising 
pursuant to 35 U. S. Code, Section 183, as amended, prior to the issuance of 
Letters Patent) occurring by reason of the installation or use by the Company, 
or the installation by the AEC for the account of the Company, of items manu- 
factured, furnished, installed or supplied under this contract. Any liability 
or loss of the kind described in this Section suffered by the Company shall not 
be included directly or indirectly in the determination of any charges to the 
AEC. 

Section 8.09. Interests of Others: No member of or delegate to Congress or 
Resident Commissioner shall be admitted to any share or part of this contract 
or to any benefit which may arise therefrom, but this provision shall not be 
construed to extend to this contract if made with a corporation for its general 
benefit. 

Section 8.10. Restriction on Employment: In the performance of its obliga- 
tions hereunder, the Company shall not employ any person undergoing sentence 
of imprisonment at hard labor. 

Section 8.11. Anti-Discrimination: In connection with the performance of 
work under this contract, the contractor agrees not to discriminate against any 
employee or applicant for employment because of race, religion, color, or national 
origin. The aforesaid provision shall include, but not be limited to, the follow- 
ing: employment, upgrading, demotion, or transfer; recruitment or recruitment 
advertising ; layoff or termination; rates of pay, or other forms of compensation; 
and selection for training, including apprenticeship. The contractor agrees to 
post hereafter in conspicuous places, available for employees or applicants for 
employment, notices to be provided by the contracting officer setting forth the 
provisions of the nondiscrimination clause. The contractor further agrees to 
insert the foregoing provision in all subcontracts hereunder, except subcontracts 
for standard commercial supplies or raw materials. 

Section 8.12. Disclosure of Information: 

1. It is understood that disclosure of information relating to the work con- 
tracted for hereunder to any person not entitled to receive it, or failure to safe- 
guard all secret, confidential and restricted matter that may come to the Company 
or any person under its control in connection with the work under this contract, 
may subject the Company, its agent, employees, and subcontractors to criminal 
liability under the laws of the United States. See the Atomic Energy Act of 
1954. 

2. In the performance of work under this contract the Company agrees to 
conform to all security regulations and requirements of the AEC. Except as 
the AEC may authorize in accordance with the Atomic Energy Act of 1954, the 
Company shall not permit any individual to have access to restricted data until 
the designated investigating agency shall have made an investigation and report 
to the AEC on the character, associations, and loyalty of such individual and the 
AEC shall have determined that permitting such person to have access to re- 
stricted data will not endanger the common defense or security. As used in this 
paragraph the term “designated investigating agency” means the United States 
Civil Service Commission or the Federal Bureau of Investigation, or both, as 
determined pursuant to the provisions of the Atomic Energy Act of 1954. 

3. Except as approved in writing by the AEC, the Company shall insert the 
provisions of paragraphs 1 and 2 of this Section in all subcontracts, agreements 
with its employees, agreements for borrowed personnel, and the contract or con- 
tracts with the Sponsoring Companies referred to in Section 2.02. 

SecrTion 8.13. Hight-Hour Law: This contract, to the extent that it is of a 
character specified in the Eight-Hour Law of 1912 as amended (Title 40 U. S§, 
Code, Section 324-326), is subject to the following provisions and exceptions 
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of said Eight-Hour Law of 1912 as amended, and to all other provisions and 
exceptions of said law. 

No laborer or mechanic doing any part of the work contemplated by this 
contract in the employ of the Company or any subcontractor contracting for any 
part of said work, shall be required or permitted to work more than 8 hours in 
any one calendar day upon such work at the site thereof, except upon the con- 
dition that compensation is paid to such laborer or mechanic in accordance 
with the provisions of this Section. The wages of every laborer and mechanic 
employed by the Company or any subcontractor engaged in the performance of 
this contract shall be computed on a basic day rate of 8 hours per day and 
work in excess of 8 hours per day is permitted only upon the condition that every 
such laborer and mechanic shall be compensated for all hours worked in excess of 
S hours per day at not less than one and one-half times the basic rate of pay. 
For each violation of the requirements of this Section, a penalty of $5 shall be 
imposed upon the Company for each laborer or mechanic for every calendar day 
in which such employee is required or permitted to labor more than 8 hours upon 
said work without receiving compensation computed in accordance with this 
Section, and all penalties thus imposed shall be withheld for the use and benefit 
of the Government. 

Secrion 8.14. Selection of Employees: The Company shall make every rea- 
sonable effort in the selection of its employees to secure persons who are com- 
petent, careful, honest and loyal to the United States of America. 

Srecrron 8.15. Regulatory Approvals and Indebtedness: The obligations of the 
parties hereunder shall be subject to the following : 

(1) the receipt of all regulatory approvals, in form and substance satis- 
factory to the Company, necessary to permit the Company to perform all the 
duties and obligations to be performed by it hereunder or necessary to permit 
it to issue shares of its capital stock to the Sponsoring Companies and to 
issue the indebtedness referred to herein ; 

(2) the execution and performance by institutional investors and banks 
of contracts or commitments, in form and substance satisfactory to the 
Company, providing for the issuance by the Company and the purchase by 
such investors and banks of the indebtedness referred to in the recitals of 
this contract ; 

(3) the receipt by the Company of an opinion of the General Counsel to 
the AEC to the effect that the AEC has power and authority to execute this 
contract and the undertakings herein described and to obligate the United 
States of America for all payments which may be required to be made by the 
AEC to the Company pursuant to any of the provisions hereof, and that 
the persons executing and delivering this contract on behalf of the AEC 
have full power and authority to do so; and 

(4) the receipt by the Company of an opinion of the Comptroller General 
of the United States to the effect that the AEC has power and authority to 
enter into this contract and to obligate the United States of America for 
all payments which may be required to he made by the AEC to the Company 
pursuant to any of the provisions hereof, and that the AEC has authority to 
pay cancellation costs under this contract out of any funds now or hereafter 
appropriated to it by Congress. 

Secrion 8.16. Representation and Warranty and Agreements of the Company: 

1. The Company represents and warrants that, subject to the approval of 
regulatory authorities having jurisdiction, it has entered into a valid and binding 
contract with the Sponsoring Companies wherein the Sponsoring Companies have 
agreed to subscribe to and purchase for cash capital stock of the Company as 
follows: Middle South Utilities, Inc., $4,345,000; The Southern Company, 
$1,155,000. 

2. The Company agrees that it will not modify or change the contract or 
contracts referred to in Section 2.02 so as to alter the effect thereof as described 
in that Section, and will not modify, change or rescind the stock subscription 
agreement referred to in paragraph 1 of this Section. 

3. The Company will not request accelerated amortization of the Facilities 
for income tax purposes, of the character provided by the Defense Production 
Act of 1950, as amended, unless it has obtained the written consent of the AEC 
and the parties have entered into an appropriate amendment to this contract to 
make an equitable adjustment of the provisions hereof. 
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SecTIon 8.17. Effect of Invalidity of any Provisions Hereof: If any of the 
provisions of this contract, or any part of any provision hereof, shall be held 
to be illegal for any reason, the other provisions hereof, and the other parts of the 
provision containing such illegal part, shall not be affected thereby, and shall 
continue in all respects valid and enforcible. In such event the parties will make 
such amendments hereto, as may be mutually agreed upon, to the end that the 
objectives of this contract shall be accomplished as nearly as practicable in a 
lawful manner. If the provision or part thereof so held to be illegal shall be 
one providing for any payment, or any component of any payment, by the AEC 
to the Company or be one by which any such payment, or any component thereof, 
is determined and the parties shall fail within three months after such holding 
(or such longer or shorter period on which the parties shall agree) to agree 
to amendments to this contract which shall have the effect of restoring the 
Company, in a lawful and practicable manner, to substantially the earnings 
position the Company would have had except for such illegality, then the Com- 
pany shall have the right, to be exercised by written notice delivered to the AEC 
within one year following the end of tke period for amendment determined as 
above provided, to elect, effective as of a date to be specified in the notice, which 
date shall be not less than one month following the date of such notice, to cancel 
and make ineffective thereafter all the provisions of Article IV of this contract 
but to continue to furnish capacity and energy to the AEC as herein provided at 
such just and reasonable rates, which shall contain both a capacity charge and 
an energy charge, as may be from time to time fixed or approved by the Federal 
Power Commission acting in a regulatory capacity under the standards provided 
by the Federal Power Act, or by such other regulatory commission as shall have 
jurisdiction ; and thereupon the AEC, from and after the date when payments 
cease to be made in accordance with the provisions of this contract, shall be 
obligated to take and pay for capacity and energy furnished hereunder at not 
less than the rates so fixed or approved. Prior to such effective date, the Com- 
pany will file with such commission a schedule of the capacity charge and the 
energy charge the Company proposes for the capacity and energy supplied 
hereunder. Pending the initial date of approval or determination by such com- 
mission of the rates so to be payable hereunder, the AEC, effective as of the time 
when payments ceased under this contract and monthly thereafter, shall pay to 
the Company in accordance with the capacity charge and energy charge proposed 
by the Company, subject to appropriate adjustment by refund or additional 
payment, as the case may be, after the determination or approval by such com- 
mission of the just and reasonable rates to be payable to the Company. Until 
such determination or approval, the Company shall retain, and impound in a 
separate fund, the payments so received by the Company except to the extent 
necessary for its operations and for the current payment of its liabilities and 
obligations, including amortization of debt. Any action by such commission for 
the purposes of this provision shall be subject to the same rules and rights 
as to review in the courts as are applicable by law to other proceedings before 
such commission. If the AEC shall, after such a cancellation of the provisions 
of Article IV hereof as hereinaboye provided, terminate this contract in whole 
or part pursuant to the provisions of Section 7.02 or 7.07, then the capacity charge 
in the rates fixed or approved as herein provided shall be taken as the Capacity 
Charge to be paid or reduced under the provisions of Sections 7.02 and 7.03. 

SEcTION 8.18. Covenant Against Contingent Fees: The Company warrants that 
no person or selling agency has been employed or retained to solicit or secure this 
contract upon an agreement or understanding for a commission, percentage, 
brokerage, or contingent fee, excepting bona fide employees or bona fide estab- 
lished commercial or selling agencies maintained by the Company for the purpose 
of securing business. For breach or violation of this warranty, the Government 
shall have the right to annul this contract without liability or in its discretion 
to deduct from the contract price or consideration the full amount of such 
commission, percentage, brokerage, or contingent fee. 

SecTION 8.19. Notices: All notices under this contract shall be in writing, and 
if to the Company, shall be sufficient in all respects if delivered in person to its 
President or Vice President, or sent by registered mail addressed to it at P. O. Box 
1376, West Memphis, Arkansas, or at any subsequent address of which the 
Company may notify the AEC in writing; and if to the AEC, shall be sufficient 
in all respects if delivered in person to Manager, Oak Ridge Operations, Atomic 
Energy Commission, or sent by registered mail addressed to the AEC at P. O. 
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30x E, Oak Ridge, Tennessee, or any subsequent address of which the AEC may 
notify the Company in writing. 

Section 8.20. Titles of Articles and Sections: The titles of the Articles and 
Sections in this contract have been inserted as a matter of convenience of 
reference and are not a part of this contract. 

Secerron 8.21. This Writing Constitutes the Agreement: This contract consti- 
tutes the entire agreement between the parties and supersedes all prior com- 
munications or statements of the parties, whether written or oral, with respect 
to agreement as to the subject matter hereof. 

SEcTION 8.22. Effective Date: The effective date of this contract shall be the 
latest of the following: (a) the date when this contract is executed and delivered 
by the parties hereto; (b) the date when item (3) of Section 8.15 shall be 
delivered to the Company; (c) the date when item (4) of Section 8.15 shall be 
delivered to the Company; or (d) the date on which the time shall have elapsed 
during which the contract must remain on file with the Joint Committee on 
Atomic Energy pursuant to Section 164 of the Atomic Energy Act of 1954 or 
the date when said Joint Committee shall have waived such requirement as 
provided in said Section. 

SEcTION 8.23. Arbitration: In the event the parties hereto are unable to reach 
an agreement as to any matter which it is contemplated shall be settled by agree- 
ment, negotiation or amendment between the parties under Sections 1.04, 3.01, 
1.02, 4.083, 4.06, 4.09, 4.11, 4.12, 4.13, 4.14, 7.08, 8.02 or 8.06 hereof, then the de- 
termination of such matter shall be made by arbitrators appointed as hereinafter 
provided. If with respect to any such matter the parties shall have failed to 
reach an agreement within a period of six months after the date when such 
matter first arose for determination, or within such longer or shorter period 
as the parties hereto may agree, then either party may by written notice to the 
other appoint an arbitrator to act hereunder with respect to the determination 
of such matter. Within thirty days from receipt of such notice of appointment 
of an arbitrator the other party shall appoint an arbitrator and give written 
notice of such appointment to the first party. The arbitrators so appointed shall 
within a period of sixty days after the date of appointment of the second 
arbitrator agree upon the appointment of a third arbitrator who shall be a 
person engaged in engineering work or business relating to the production or 
transmission of electric power and energy. Should two arbitrators appointed 
by the parties be unable to agree upon the selection of a third arbitrator, as 
herein provided, then each of the parties hereto shall designate another person 
to act as an arbitrator in lieu of the person previously so appointed by such 
party, which two new arbitrators shall agree upon the third arbitrator within 
sixty days after their appointment. The compensation and expenses of the 
arbitrators in connection with the performance of their duties hereunder shall 
be paid in equal proportions by each of the parties hereto unless the arbitrators 
otherwise specify in their decision. Promptly after the selection of the third 
arbitrator, as above provided, the arbitrators shall proceed, in accordance 
with such procedure as they may fix, to hear and determine the matter for the 
determination of which they have been appointed. The arbitrators shall there- 
upon and as promptly as feasible, determine such matter by a written decision, 
a copy of which is to be delivered to each of the parties hereto, to be made in 
accordance with any applicable standards relating to such matter contained 
herein and to include findings that such decision is consistent with the pro- 
visions hereof, is desirable in the business of the Company and the AKC, is not 
prejudicial to the interests of the holders of the outstanding indebtedness of 
the Company and will not impair any security therefor. The decision of the 
arbitrators shall be final and binding upon the parties hereto. If under the 
provisions hereof the matter so determined by a decision of the arbitrators 
requires an amendment or amendments hereto, the parties agree to incorporate 
such decision in an appropriate amendment or amendments hereto, in such form 
and manner as the arbitrators shall designate if the same cannot be agreed upon 
by the parties hereto, and to execute an appropriate instrument setting forth 
such amendment or amendments. If at any time or with respect to any matter 
the provisions of this Section shall be unenforceable for any reason as to either 
of the parties hereto and the parties shall not at such time comply with the 
provisions of this Section, then they shall take such other action as may be 
at the time mutually agreed upon to secure a determination of the unsettled 
matter. 
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In WITNESS WHEREOF, the parties hereto have caused this instrument to be 
executed as of the day and year first above written. 
MISSISSIPPI VALLEY GENERATING COMPANY, 


ap Si eee Wa coatbiekanas olsen SL tela 
President 
Attest : 
Secretary 
THE UNITED STATES OF AMERICA, 
By and Through the Atomic Energy 
Commission, 
BN ae Sarg SERRE cen on intriesstncesesensnea tastian Onl 
R. W. Coor, 
Assistant General Manager for Manufacturing. 
Attest: 
APPROVED 


K. D. NICHOLS, 
General Manager, Atomic Energy Commission. 
October —, 1954. 
APPENDIX A 


DESCRIPTION OF PROPERTIES 
A. GENERAL 


Mississippi Valley Generating Company is acquiring a site in Crittenden 
County, Arkansas, and will construct thereon a steam-electric generating station 
and a transmission substation (these two facilities being hereinafter sometimes 
referred to as the “Mississippi River Steam Electric Station’). 

Mississippi Valley Generating Company proposes to acquire rights-of-way 
in Arkansas and to construct thereon transmission lines from the Mississippi 
River Steam Electric Station to terminal points at the middle of the Mississippi 
River in the Memphis area,.for the purpose of delivering electric energy to 
the Tennessee Valley Authority for the Atomic Energy Commission as provided 
in the accompanying contract. 

The location of the Mississippi River Steam Electric Station is shown on the 
map which is part of this Appendix A. A supplemental map will be issued when 
transmission details are settled. 


B. STEAM-ELECTRIC GENERATING STATION 


1. General features 


The steam-electric station constituting the production element of this project 
will be of the outdoor type, located on the site referred to above on the west 
bank of the Mississippi River approximately two miles south of West Memphis, 
Arkansas. 

General facilities to be provided will be those necessary for the development 
of the new site, comprising: site improvements, including protective levee; road- 
ways; railroad trackage for delivery of equipment and material; dock facilities 
for unloading coal from river barges; coal and ash handling facilities; fire 
protection system; service-water installation; sanitary facilities; administra- 
tion building, warehouses, equipment repair shop and other miscellaneous 
buildings. 


2. Arrangement and structures 


Three turbine-generators will be placed on an open deck at approximately 
elevation 245 (referred to mean sea level), served by one 60-ton overhead gantry 
crane. Boiler equipment will be located upstream or north of the turbines, main 
operating floor being at approximately elevation 245. Grade is at approxi- 
mately elevation 212. Top of stacks will be at an approximate elevation of 462. 

There will be provided, on the operating-floor level between boiler Units No. 
1 and No. 2, an enclosed control room, air-conditioned and acoustically treated. 
In this room will be located all operating controls for the three turbine-generating 
units, the three steam generating units and their accessories, and complete con- 
trols for all transmission facilities. 
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The intake for circulating water for the three condensers will be at the river 
bank, with the water pumped therefrom to the station through concrete pressure 
pipe. Discharge seal well is located south of the intake structure with water 
earried to it from the condenser discharge through concrete pressure pipe. 


3. Equipment 

Each of the three turbine-generators will be capable of a maximum continuous 
gross output of approximately 234,000 kw with throttle steam conditions of 2,000 
pounds per square inch gage pressure and 1,050 degrees Fahrenheit primary 
superheat temperature and reheat to 1,000 degrees Fahrenheit, at a back pres- 
sure of approximately 3 inches of mercury absolute with seven-stages of extrac- 
tion for feed-water heating and nominal makeup. Generators wound for 18 or 
22 kv will have a maximum continuous nameplate rating of 310,000 kva, 0.77 
power factor, short circuit ratio of approximately 0.58 at maximum coolant 
pressure. Each unit will be served by a separate motor-driven exciter. 

River-water temperature varies between a minimum near 45 F and a maximum 
of approximately 90 F which will give a usual range of condenser back pressures 
of from less than 1 inch to approximately 3 inches. Expected gross maximum 
generation of each plant unit at generator voltage is expected to be 234,000 kw 
with approximately three inches back pressure. Allowing for station uses and 
transformer losses, the net capability which can be continuously generated is 
expected to be approximately 650,000 kw, under conditions in which all normally 
operated equipment is in service, equipment is in an average state of mainte- 
nance and cleanliness, with the fuel consumed being of the average quality 
purchased, with normal steam conditions and normal interstage extraction from 
the turbines, with generators operating with usual coolant pressure and at 
normal voltage and power factor and with circulating water temperature and 
cleanliness normal for midsummer. 

The surface condenser serving each turbine will have about 110,000 square 
feet of surface, being of the two-pass divided-water-box type. Circulating water 
for each condenser will be supplied by two pumps at intake. 

Steam generating plant will consist of three units, each of which is designed to 
deliver continuously about 1,550,000 pounds per hour of steam when fired with 
10,000-Btu-ner-Ilb. coal, carrying 15 percent moisture and 15 percent ash as 
received. Each steam generating unit will be equipped with necessary coal prepa- 
ration and burning equipment. Each steam generating unit will be provided with 
dust collecting apparatus. 

The mechanical and electrical auxiliaries and accessories will be those normal 
for the plant and with tolerances adequate to assure the net capability of the 
plant. 

C. SUBSTATION 


Hach generating unit will be connected to a 161 kv (nominal) switchyard 
through a bank of step-up transformers. One three-phase unit auxiliary trans- 
former will be tapped off each generator main lead circuit to furnish power for 
the unit boiler, turbine and plant auxiliaries. A starting transformer shall be 
provided. 

Also connected to the switchyard will be the transmission lines to the Primary 
Delivery Points and to the system of Arkansas Power & Light Company. 


D. TRANSMISSION LINES 


The exact number and location of 161 kv (nominal) lines to the middle of the 
Mississippi River and necessary lineterminal positions, circuit breakers, system 
relay protection, communications and telemetering and control equipment, will be 
determined by mutual agreement among the AEC, the Company and TVA. 

[Map To Be Inserted] 


APPENDIX B 
DELIVERY POINTS AND METHOD OF ENERGY ACCOUNTING 


TIT. PRIMARY DELIVERY POINTS 


The Facilities of Company will be electrically connected to the TVA system 
at the middle of the Mississippi River near Memphis, Tennessee. These con- 
nections will consist of circuits of sufficient capacity to deliver the Contract 
Capacity over and above present capacity of present river crossings, with the 
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exact number and location of the Primary Delivery Points to be mutually agreed 
upon by the AEC, the Company, and TVA. Even though substantially all the 
Contract Capacity and scheduled energy flows between the Company and AEC 
will flow over such Primary Delivery Points, it will be necessary to take into 
account such minor amounts of power flow that may occur over other indirect 
routes. 

There will be sufficient transmission capacity between the systems of the Spon- 
soring Companies and the Company to permit the delivery by the Company of 
the Contract Capacity at the Primary Delivery Points with one unit out of 
service ; however, in actual operation some of the power flow may be over other 
indirect routes. 

II. SECONDARY DELIVERY POINTS 


Secondary Delivery Points will be those points of connection to the TVA 
system, now established or established at ary future time during which de- 
liveries under this contract are made, which complete an electrical path between 
the Facilities of Company and the TVA system other than through the Primary 
Delivery Points. 

The Facilities of the Company are to be connected to the transmission system 
of Arkansas Power & Light Company, a subsidiary of Middle South Utilities, 
Inc. The transmission system of Arkansas Power & Light Company is con- 
nected to the transmission systems of Louisiana Power & Light Company and 
Mississippi Power & Light Company, both of which are also subsidiaries of 
Middle South Utilities, Inc. 

The transmission systems of Louisiana Power & Light Company and Mis- 
sissippi Power & Light Company are or may be connected to the transmission 
system of Mississippi Power Company, a subsidiary of The Southern Company. 

The transmission system of Mississippi Power Company is connected, directly 
or indirectly, to the transmission systems of Alabama Power Company, Georgia 
Power Company and Gulf Power Company, all of which are subsidiaries of The 
Southern Company. 

The transmission systems of Mississippi Power & Light Company, Alabama 
Power Company and Georgia Power Company are connected to the transmission 
system of TVA by major transmission lines at seven points. Each of these 
points is a Secondary Delivery Point under this contract. 

Furthermore, the transmission systems of subsidiaries of The Southern Com- 
pany are or may be connected directly or indirectly with the transmission sys- 
tems of other utilities in the southeastern part of the United States which in 
turn are or may be interconnected directly or through other systems with the 
TVA system. Also the transmission system of Arkansas Power & Light Com- 
pany is or may be connected with other transmission systems which in turn are 
or may be connected directly or through other systems with the TVA system. 

All such points of connection to the transmission system of TVA from adjacent 
interconnected transmission systems, which can complete a parallel connec- 
tion with the Facilities of Company, are Secondary Delivery Points under this 
agreement. 


III, METHOD OF ACCOUNTING FOR ENERGY DELIVERIES AND BILLING THEREFOR 


Methods of operation and accounting for interchange transactions along the 
lines outlined below are used in a number of areas in the United States where 
there are power pools or interconnected groups of electric utility systems with 
multiple interconnections. The principles are being used for transactions be- 
tween TVA, Middle South and Southern Company systems. Such a method of 
operation and accounting is necessary because it is impractical to attempt to 
control the flow of power over individual interconnections in such networks. 
The method which shall be used for accounting for energy deliveries under 
this contract is expected to be approximately as outlined below but shall be 
agreed upon in detail among the Company, the AEC and TVA. 

1. AEC will schedule its requirements from Company within the con- 
tract limits, on an hour by hour basis. Such schedules will be submitted, 
as may be mutually agreed upon, from a week to a month in advance. In 
the event that unusual conditions cause AEC to wish to change the schedule 
quickly, AEC may instruct the Company by telephone to change the schedule, 
within the limits of the contract and within the operating limitations of the 
generating equipment. 
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2. Middle South and South Company system operators will, upon receipt 
of the AEC schedule, schedule the amounts of power hour by hour that the 
Middle South and Southern Company systems will deliver or receive to or 
from the Company. From the three schedules, a schedule of net generation 
for the Company is to be made and that schedule, with whatever emergency 
amendments may be required, is the obligation of the Company. Energy 
billed between the Company and all parties contracting with it is to be based 
on the final schedules. 

3. Each individual system of the interconnected group has telemetering 
equipment which gives its dispatchers information on the net flow into or 
out of such system. As each such system has an hour by hour schedule of its 
transactions with the outside systems, it is able to prepare a net schedule 
of flow into or out of its system for comparison with the telemetered readings 
of actual flow. It is then the obligation of each such system to adjust its 
own generation to hold the net actual flow equal to the net scheduled 
amount each hour as closely as practicable. Any deviation between a sys- 
tem’s net scheduled interchange and net actual interchange is compensated 
for by an adjustment to its generation in the next succeeding hour, in order 
to minimize the cumulative deviation. 

4. The meters at each point of interconnection are read periodically and 
a balance sheet drawn up for each system for the period. The balance sheet 
shows definitely whether or not each system received or delivered the 
amount of energy scheduled and which systems are responsible for any devia- 
tions from the total obligations for such period. Any such deviations appear- 
ing on the balance sheet for the period are corrected during the following 
period by compensating adjustments to generation. All energy information is 
recorded on log sheets hour by hour and is available for analysis and recti- 
fication of deliveries or billings, if proper, at any subsequent date. 

5. Where two or more operating utilities are interconnected and operated 
as one integrated system, the reference to “party,” “system,” or “systems” 
herein applies to such integrated system and not to the individual companies, 


APPENDIX C 


I. Components of Cost Included in Base Capacity Charge—Section 4.01: 


A. Cost of Money: 
1. Debt (30-year Level-Payment Sink- 
ing Fund Bonds—3%% Interest) 
($101,750,000 x 5.437%) _________ $5, 532, 000 
2. Equity ($5,500,000 x 9%)__________ 495, 000 


Os FORE Corer ey ore Os a $6, 027, 000 
B. Replacement Payments: 
1. For facilities to be constructed by associated 
company ($1,135,000 x 0.25%)__._.____--___ 2, 800 
C. Operating Expenses (excludes variable com- 
ponent of Maintenance included in energy 
charge—Section 4.04) : 
Li Grae ee A $700, 600 
2. Maintenance and Miscellaneous (ex- 
cludes variable component of Mainte- 


TE aie nccthienitinaenicinseineiaakmtieaiibied _. 600,000 
i IM I 800, 000 
4. Transmission Operation and Mainte- 
RRR cet BR i SAO al 40, 000 
5. Power Department Beene... 20, 000 
6. Insurance ($104,790,000 x 0.168%)_.. 176,000 
7. Administrative and General__________ 150, 000 
8. ae a i a oa 2, 486, 000 
D. Federal Income Taw Cost—52% Rate: $495,000 + .48 
ee i ce nercrmsinasnereiuaretiniaedneeeseoa, 536, 250 


nade Shien aeinhitninnaen inn eee gee taeda 9, 052, 050 
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Components of Cost Included in Base Dnergy Charge 


A. Cost of Fuel (unloaded) Component: 


9,017 B. t. u. per kwh at 19 cents per M B. t. u. fuel 
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Section 4.04: 


Variable maintenance and operating supplies (includes labor 


and material) component per kwh_--- 


Total...isx 


. 150 


._ 1. 863 


III. Reserve for Deferred) Maintenance will be determined on the following basis: 
The Reserve shall be credited each month with $50,000 plus 0.15 mills 


VI. 


facilities for back-up supply : 


$1,135,000 x 
$1,135,000 x 
$1,135,000 x 


Total 


5.437 % 


SR iabeecesnecss 


< O07, 
Se aiacaantin: 


V. Adjustment of Base Capacity Charge—Section 4.02: 
The amount of the adjustment to the Base Capacity for changes in 
the cost of Facilities shown in Section 4.02 was determined as follows: 


Amount for each $1,000,000 : 


$1,000,000 x 5.4377%- 


$1,000,000 x .168% 


Total 


50% applicable to AEC - 
Maximum adjustment: $9,750,000 x 2.8025 %_ 


VI. Amounts of Capital referred to in Section 4.03-2 : 
In the formula in Section 4.03.2, certain capital figures are referred 


to in “E’’. 


115,000 : 
Total Capital 


Remainder 


Less: Amount to be spent by 
Company 
Working Capital 


They were determined as follows: 
A. $104, 


associate 


B. $113,865,000 ($104,115,000 + $9,750,000* 


per kwh for all energy generated by the Facilities and shall be charged with 
maintenance and miscellaneous expenses of the nature included in Accounts 
704, 705, 706, 707, 708 and 709 of the Uniform System of Accounts referred 
to in this Section. 


Payment to Arkansas Power & Light Company for $1,135,000 investment in 


. $61, 710 
, 906 
anaes 2, 838 


66, 454 


The foregoing represents cost of money (included in debt money component 
in Il. A. 1. above), insurance (included in I. C. 
payment (included in I. B. 1. above) components, respectively. 


6. above), and replacement 


$54, 370 
eacadings 1, 680 
. 56,050 
28, 025 


mmawe Bley Oe 


.. $107, 250, 000 


1, 135, 000 
2, 000, 000 


104, 115, 000 


113, 865, 000 


*Representing the difference between the ceiling capital of $117,000,000 and the base 


eapital of $107,250,000, 


SuMMARY OF PROPOSED Exectric Power Contract BETWEEN THE MISSISSIPPI 


VALLEY GENERATING Co. AND THE ATOMIC ENERGY COMMISSION 


The contract provides for construction and operation of a 650,000-kilowatt 


steam-electric generating station and associated transmission facilities for de- 


livery of 600,000 kilowatts of firm power to the AEC or to the TVA for the account 
of the AEC in replacement of power furnished by TVA to AEC. 


The principal features of the contract, and some of the advantages which will 


flow to the Government under it, are noted below. 


1, AEC will be assured of a firm supply of power. The plant will be constructed 


and operated by experienced utility companies and backed up by an existing 
utility system. 
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2. The TVA system will be strengthened under the contract by receiving the 
power near a major load center in the western part of its system which will 
enable TVA to meet anticipated load growth. 

3. Cost to the AEC for power would be at rates lower, on a comparable basis, 
than rates under existing contracts with TVA or other private utilities. 

4. The contract provides for firm rates for power and energy with adjustments 
on the basis of formulas definitely established in the contract. 

5. The contract provides utility services for a 25-year term, with an option 
to the Government of two 5-year extensions, 

6. The Government may terminate the contract at any time upon payment 
of agreed cancellation charges. Contractor is required to assume, within a fixed 
period, the charges associated with the released capacity. 

7. The risk involved in cancellation of AEC loads will be shared by the con- 
tractor instead of being borne wholly by the Government. 

8. The contract will be financed entirely by the sponsors with private funds 
obtained from the sale of debt securities to banks and institutional investors and 
the purchase in cash of capital stock by the sponsors. 

9. Financing with private capital avoids an immediate increase of $100 million 
in the national debt which would be required if the Government built the plant 
itself. 

10. The contract provides for an adjustment in favor of AEC if the contractor 
should refinance its debt at a lower interest rate. 

11. The contractor must bear increases in cost of construction above a fixed 
estimate. 

12. The AEC will receive the benefits of any decreases in estimated operating 
costs but the contractor bears the risk of increases. 

13. There is no guaranty of return on the equity invested by the sponsors. 
For example, under the terms of the contract, if the cost of construction and the 
cost of operations exceed the estimates on which the rate structure is based, the 
effect is that the estimated 9-percent return on equity would be reduced. This 
means that the contractors’ profit could be Zero or that they could suffer a loss. 

14. As is customary in Government contracts, there is included in the basic 
rate structure to be paid by the Government an estimated amount for the pay- 
ment of Federal income taxes. Terms of the proposed contract which relate 
to this feature are specifically authorized by law. The contractor will not be 
directly reimbursed for such taxes. 

15. The allowance for Federal income taxes in the base capacity charge is 
specifically limited to and based upon an estimated return of 9 percent or $495,000 
on the equity capital of $5,500,000. If the construction costs exceed the target 
estimate, the return on equity capital is less and the allowance for taxes is 
reduced. 

16. The AEC will receive without additional capacity charge at least 92 percent 
of any capability developed by the plant in excess of the planned capability of 
650,000 kilowatts. This is an especially favorable provision for this type of 
contract. The AEC may review the contractor’s engineering, purchasing, sub- 
contracting, design, and construction plans which should provide every possible 
assurance that a plant of not less than 650,000 kilowatts will be realized. 

17. The AKC has the right to supply its own fuel which assures the Govern- 
ment control over the largest single element of cost in the contract. 

18. The contract provides for settlement by arbitration of the important areas 
of possible disputes which may arise. 
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ATOMIC ENERGY COMMISSION—PROPOSED CONTRACT WITH 
MISSISSIPPI VALLEY GENERATING COMPANY 


October 7, 1954 
SEPTEMBER 22, 1954. 


Part I 


Sratus OF NEGOTIATIONS, SUMMARY OF PROVISIONS, COMPARISON OF POWER 
CONTRACT DATA 


Report by the General Manager 


THE PROBLEM 


1. In accordance with the instructions of the President (Appendix 1) to 
conclude an equitable contract with the sponsors of the Dixon-Yates proposal 
dated April 10, 1954, for 600,000 kilowatts of power in replacement of power 
under contract with TVA including 100,000 kilowatts for supply of additional 
Oak Ridge power requirements. 


BACKGROUND 


2. The history leading up to the request of the President is covered by the 
information made available to the public and the press on August 21, 1954, copies 
of which were furnished to the Commission. 

3. At Meeting 1012 on June 30, 1954, the Commission noted that the staff would 
proceed with negotiations with The Southern Company and the Middle South 
Utilities, Inc., with the object of concluding a contract with them for the supply 
of power to AEC. 

4. Accordingly, on June 30, the sponsors, Dixon and Yates, were advised by 
letter (Appendix 2) that the Proposal of April 10, 1954, constituted a satisfactory 
basis for negotiation of a definitive contract. On that date, the first proof of a 
contract was submitted by the sponsors. 

5. Negotiations were opened on July 7, and subsequent meetings were held 
with the sponsors as follows: 


Date of negotiation meeting: To discuss proof dated 
July 7, 16, and 17__ . ._ June 30. 
July 2s, Oe. 2e........... in nat July 19. 
July 29 and 30__ , nities iimnae emnnecnie, GEN eee 
August 4, 5, 6, and 7__-_ ain iad . July 31. 
SE BE ee fn einen ce . August 8. 
September 13. -----~--- =e _ sie aac August 11. 
September 16 and 17___-_----~--_- __. September 13 


Ser aaa taenth neces 3. 
Meetings have been conducted by Mr. R. W. Cook, and representatives of the 
Oak Ridge Office, the Office of the General Counsel, the Division of Finance, 
Division of Construction and Supply, and the Division of Production have partici- 
pated in the proceedings. Each of the proofs (except June 30) have been sub- 
mitted to the Federal Power Commission and to the Bureau of the Budget. 

6. Throughout the negotiating period the suggestions and recommendations of 
the Bureau of the Budget have been made available informally to Mr. Cook. 
Request by the AEC for formal review by the Bureau of the Budget and their 
formal response in the affirmative is covered in Appendixes 3 and 3a. 

7. Arrangements made with the Federal Power Commission for informal and 
formal review are covered in Appendix 4. The benefit of the informal review and 
comments of the Federal Power Commission staff were obtained in joint meetings 
held on August 2, 11, and 18. Following this meeting on August 18, the Federal 
Power Commission was requested by letter dated August 20 (appendix 5) 
formally to review the contract and to indicate to us whether or not in considera- 
tion of the contract, as a whole, the rates, terms, conditions and cancellations 
provisions are fair and reasonable to the Government. The FPC response in the 
affirmative is covered in appendix 5a. 

8. The proofs of August 11, September 13, and September 17 have been made 
available to TVA (appendix 5b, c, and d). During the September 9 and 10 meet- 
ings held with TVA its suggestions concerning revisions to the proposed contract 
were informally received. These suggestions, which were principally clarifica- 
tions, have been incorporated in the September 17 proof almost verbatim, except 
that in section 3.01 an alternate method of meeting these suggestions has been 
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incorporated which will allow operating arrangements suggested by TVA to be 
developed by discussions between TVA, AEC, and MVGC and incorporated in a 
subsequent agreement between all three parties. 

9. The August 11, September 13 and September 17 proofs were made available 
to the Joint Committee on Atomic Energy (see appendix 6 and 6a). In accord- 
ance with the approval noted in Commission Meeting 1019 on August 12, 1954, 
the Committee was requested under letter dated August 18 (appendix 6) to con- 
sider at the appropriate time waiving the 30-day waiting period requirements of 
Section 164 of the Atomic Energy Act of 1954. The Bureau of the Budget has also 
advised the Joint Committee (appendix 7) that from their standpoint the proof 
of August 11 is in order for consideration by the Committee. 


SUMMARY OF NEGOTIATIONS 


10. In a letter to Mr. Dixon and Mr. Yates dated June 30, 1954, the AEC stated 
that the “proposal dated April 10, 1954, offering to furnish 600,000 kilowatts of 
firm power in the Memphis area constitutes a satisfactory basis for negotiation 
of a definitive contract.” Negotiations leading to the present proof of the con- 
tract have been conducted on this basis. 

11. In proceeding with the negotiations the company was informed that insofar 
as possible it was the intent of AEC to carry forward through the negotiations 
the principle of coming out with a fixed-price contract under which the company 
took certain risks. Under the capital cost provision principle, which the parties 
accepted as a basic risk provision, the company and AEC would split increases or 
decreases in the cost of facilities from a target estimate; however, the partici- 
pation of AEC was limited to 9 percent in the case of increases. 

12. Under the Company’s Proposal of April 10, 1954, if the actual costs exceeded 
the target estimate, the return on equity would be reduced and if the actual costs 
are less than the target estimate, the return on equity would be increased and 
the Federal income-tax costs to the ABC would be increased or decreased pro- 
portionately. However, under the present proof in section 4.03, Periodic Adjust- 
ments, the allowance for tax costs in the formula increases or decreases, depend- 
ing upon the actual cost in relation to the target estimate. 

13. During negotiation meetings the company has stated that an overall in- 
terest rate somewhat higher than 3% percent will have to be paid. The financing 
cannot be finalized prior to the signing of a contract but present indications are 
that the debt financing will be a combination of mortgage bonds and bank loans 
(approximately 77.4 percent mortgage bonds 30-year 35 percent and 22.6 percent 
bank loans 10-year 3% percent). The resulting cost will be about 3.6 percent. 
The capacity charge is based on the 314-percent basis of the proposal. During 
the contract term of 25 years AEC will pay through the capacity charge approxi- 
mately 75 percent of the indebtedness. 

14. After studying the financing problem the company concluded that the debt 
capital conld not be obtained on as favorable basis by competitive bidding as by 
a privately negotiated transaction because, in their judgment: 

a. Substantial savings could be made in interest during construction by “taking 
down” the money as required. 

b. A modest standby fee would insure the availability of funds at a known 
interest rate. 

e. Procedures to accomplish the above benefits are mechanically complex and 
limit the number of investor participants. 

d. The alternative of selling smaller blocks of securities periodically to get 
money as needed involves higher selling costs (for registration of securities, 
legal fees, printing costs, etc.) and future interest rates are not predictable. 

e. The complicated nature of the security limits the field of potential investors. 

f. Such a security requires a major sales effort and normally potential bidders 
are unwilling or unable to devote the required amount of time of their key per- 
sonnel to such a transaction as there is no assurance that they will be the 
successful bidder. 

15. For the foregoing reasons the Company has explained that the debt seecuri- 
ties of the Company will carry a higher rate of interest than normal first 
mortgage bonds of seasoned and well capitalized utility companies {not more 
than 60 percent debt and balance in equity—preferred and common). However, 
the overall cost of money to the company in this special situation will be sub- 
stantially lower than such utilities normally experience. Informal discussions 
with the staff of the FPC confirmed the above. 

16. Many improvements, advantageous to AEC over the terms and conditions 
of the Proposal, have been incorporated in the present proof. Attached as 
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appendix 8 is a comparison of the provisions of the proposed contract with the 
Proposal. Improvements in the proposed contract over the Proposal are noted 
with asterisks in the column headed “comment.” Also attached is a table 
(appendix 9) showing the estimated payments for 600,000 kilowatts and 5.2 
billion kilowatt-hours with a summary of the payment provisions which may 
cause an adjustment to the charges for power. Provisions in the contract and 
not in the Proposal which remove the possibility of “windfalls” to the company 
and which should result in lower rates to AEC are as follows: 

a. Capability Adjustment, Section 1.04. AEC requested that any excess in 
actual capability in the station from the 650,000-kilowatt target estimate should 
be shared by AEC without additional charge. After considerable negotiation 
the company suggested a provision for adjustment of AEC’s contract capacity 
by 60/65 of any excess above or decrease below in actual capability of the plant 
from 650,000 kilowatts with no change in the capacity charge. 

AEC accepted this suggestion. Section 2.06 permits AEC to review the 
Company’s engineering, purchasing, subcontracting, design and construction 
plans. The AEC considers that any reasonable suggestions made by it to the 
company respecting the design and construction of the facilities will be accepted, 
as the company has substantial incentives to construct facilities with not less 
than 650,000 kilowatts capacity. These factors provide AEC with assurance 
that such a size plant will be built. 

b. Limitations on Federal Income Tax Components to 9-Percent Return on 
$5,500,000 Equity as Adjusted for Income from Increases or Decreases in Cost of 
Facilities, Section 4.03. The Proposal as made by the Sponsors provided for 
reimbursement by AEC of all taxes except those commonly called Social Security 
taxes and those arising on account of sales to others. AEC stated that under the 
proposal, if the company’s actual operating, maintenance, and general and admin- 
istrative expenses were lower than those estimated in determining the capacity 
charge, the AEC would be obliged to pay tax costs on such additional profit as 
may accrue to the company. 

Under their Proposal, with all the breaks in their favor, it was conceivable 
that a return on the equity captal in excess of the 9 percent could accrue to the 
company. However, the company stated that in making the proposal it expected 
only to receive a return on equity capital of 9 percent as may be adjusted up 
or down by the capital cost provision. The company implemented this state- 
ment by suggesting that the Federal income tax factor to be included should 
be limited to the tax on an assumed 9-percent return on equity ($495,000) as 
adjusted by the capital cost provision. 

Section 4.03 of the current proof recognizes that the Base Capacity Charge 
includes a factor for Federal income tax costs, and sets forth a formula to be 
used in making periodic adjustments to the Base Capacity charge to allow for 
changes in the Federal income taxe rate. The method of allowing for Federal 
income tax costs followed in this section was developed to comply with the 
requirements of the Gore Amendment (section 165 (b) of the Atomic Energy Act 
of 1954). It is contemplated that quarterly the tax rate for the ensuing quarter 
will be estimated and a revised capacity charge calculated in accordance with 
the formula. Thus, the payment will not be on an actual basis but rather on a 
forward-looking tax adjustment basis. 

c. Escalation for Labor and Other Operating and Maintenance Expense Limited 
to $4,000 per Month for Each 4 Cents Increase Above or Decrease Below $1.97 in 
BSL Index, Section 4.06. The proposal provided for a minimum charge in the 
event of low use of energy from the facilities in any month but no maximum was 
given. Agreement was reached on a fixed adjustment related to the appropriate 
P ireau of Labor Statistics index. 

d. Overall Billing Adjustment, Section 4.14. As stated under paragraph 3 
above, during the course of the negotiations AEC indicated to the company that 
it was concerned over the possibility of a “windfall” to the company if actual 
operating expenses proved to be lower than the estimated amounts on which the 
rates were based. The company stated that in arriving at a fixed price rate, the 
expenses to be incurred over a 25-year period must be taken into account, not just 
the costs of operation during early years when equipment is new. In arriving 
at these estimated costs AEC pointed out that since no operating experience and 
cost data were available for the generating units of the size being proposed, the 
company in arriving at the estimated cost had introduced a large judgment 
factor; in particular, the estimates of maintenance and operating costs, and the 
heat rate used in determining the energy charges were cited. 

After considerable negotiation the company proposed in lieu of the AEC sug- 
gestion of individual adjustments, that an overall adjustment be provided under 
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which revenues obtained from AEC in excess of revenues required to provide 
a net income for the company over the term of the contract at the rate of 
$495,000 per annum, as adjusted by the capital-cost provision, would be divided 
equaily between the company and AEC. If actual expenses exceed the estimated 
cost, AEC is not required to pay any additional amounts. 

AEC accepted this provision as accomplishing the intent of the adjustments 
suggested. This provision, assuming current tax rates, will in effect bring about 
a rebate to AEC of 50 percent of excess revenues, approximately one-half of 
the remaining 50 percent being paid in Federal income taxes and the balance 
accruing to the company. This is in contrast to the proposal under which the 
company would have received any prefits in excess of 9 percent return on equity 
with the AEC being obligated to pay the income tax. 

It should be noted there is no guarantee in the proposed contract of return 
on equity nor do we hold them harmless under this provision in the event the 
actual operating costs exceed the estimated operating costs on which the rate 
is based, 

e. Method to Resolve Failure of Parties to Agree on Matters Subject to Mutual 
Agreement. Arbitration. During the course of negotiation it was noted that 
various provisions contemplated future mutual agreement by the parties, but 
that no provision was made for settling matters where mutual agreement could 
not be reached. AEC therefore requested that a disputes article be incorporated 
in the contract and suggested its standard form or that the Federal Power 
Commission determine those matters where mutual agreement could not be 
reached. The company stated that it could not agree to the selection of an 
arbitration group entirely composed of government officials at contemplated by 
AEC’s suggestion and made the alternate suggestion that the group include 
utility executives. The AEC indicated its willingness to explore other means of 
meeting this prob'em. 

It was pointed out that the matters subject to mutual agreement were pri- 
marily related to the company giving additional benefits to the AEC, not pro- 
vid d for or contemplated in the proposal, which in most cases would be without 
possibility of loss or concession on the part of AEC. The company stated that 
their responsibilities to their institutional investors further prevented them 
from agrceing to the procedures suggested by AEC. 

The AEC consistently took the position in negotiations with the company 
that a method to resolve any failure of the parties to agree on those matters 
which contemplated mutual agreement by the parties should be incorporated 
in the proposed contract. The AEC also pointed out that the same view had been 
informally expressed to the AEC by representatives of the FPC and GAO. 

The present proof now incorporates in section 8.23 a method for resolving any 
failure of the parties to agree as to substantially all matters in the contract 
which contemplate mutual agreement by the parties. 

The arbitration provision as incorporated in the present proof and agreed to 
by the company and AEC, set forth in section 8.23, provides for the establish- 
ment of a group of three members, one appointed by each party, who in turn 
select the third. The decision of the group shall be final and binding on the 
parties. 

17. A review of appendixes 8 and 9 will show that AEC, through negotiations, 
has obtained major concessions from the company. Other changes or additions 
to the proposal which were requested by AEC, were either partially accepted by 
the company or were rejected in their entirety. These are described below: 

A. S'nking Fund Formula, section 4.09. The Company has stated that its pro- 
posal of April 10, 1954, was based on the use of a sinking-fund formula for depre- 
ciation for income-tax purposes, and was conditioned on obtaining a binding 
agreement from the U. 8. Treasury that it would in fact be permitted to make de- 
duction: for depreciation consistent with this sinking-fund formula. 

The proposed contract contemplates a favorable ruling by the Internal Reve- 
nue Service that the depreciation for tax purposes would be on a sinking-fund 
method to.correspond approximately with the retirement of debt. Under a level- 
debt service (sinking-fund method) the amortization increases as interest de- 
creases through the retirement of debt. 

In the event of an adverse ruling, the company would probably be required to 
use a straight-line method of depreciation, which would mean that there would 
be an equal emount of depreciation allowed each year which would be higher 
than depreciation allowed under a sinking-fund method during the earlier years 
of the period and lower than the sinking-fund method during the later years of 
the period. The total effect of a change to a straight-line method of depreciation 
would mean, however, that more total debt would be retired in 25 years than 
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would be the case under a sinking-fund method. This comes about because under 
a sinking-fund method the highest principal payments on debt take place during 
the last 5 years of the 30-year debt period, namely, after the conclusion of the 
contract. 

The proposed contract provides that in the event of such a ruling, there is 
to be an adjustment in our payments so that the company could use the additional 
depreciation in the early years of the period to retire bonds at an accelerated 
rate. This would mean that in the latter years of the period our payments would 
be smaller than contemplated under the sinking-fund method. 

Should this change in method of depreciation take place in the early years of 
the contract, the additional cost to the AEC would not be substantial since under 
a straight-line method of depreciation the increase in depreciation expense is 
largely offset by savings in interest because of the earlier retirement of bonds. 
This offset in interest expense, however, will not be realized should the change 
in method take place in the later years of the contract, since the later retirement 
of bonds in the later years of the contract would not generate significant interest 
savings. 

Since the proposal contemplated that payments under the contract would be 
sufficient to retire the debt scheduled to be retired during the contract period 
and, since the retirement of debt was coordinated with depreciation allowances, 
it is believed equitable to grant this adjustment should the Internal Revenue 
Service not provide, or, once provided, should change a ruling allowing a sinking 
fund method of depreciation. 

There is a possibility that the Internal Revenue Service would adopt a period 
for depreciation purposes greater than the 3] years contemplated. If this should 
happen, the depreciation allowances under either method would not be sufficient 
to retire debt. In this event, since the contract is predicated on the basis 
that contract payments would retire debt over a 30-year period, we would be 
required to make a payment more than the depreciation allowance. This pay- 
ment would be subject to Federal income tax, so that our payment would con- 
sist of the difference between the amounts required to amortize debt over the 
period and the depreciation allowance, plus the amount of Federal income tax 
applicable to this additional payment. 

The Commission’s liability under this provision continues through the 25th 
year even though termination of the coutract is effected prior to the 25th year. 

B. Replacement, section 4.11. Included as a component of the demand charge 
under the proposal was an amount of $262,000 per year for replacement costs. 
Under the tax provision of the proposal, AEC was required to pay any Federal 
income taxes on this amount. The AEC suggested that any payments to the 
company on aceount of replacements should be treated separately rather than 
be included in the capacity charge, as previded in the proposal. 

The present proof in section 4.11 reflects the agreement of the company and 
the AEC to treat replacements separately from the capacity charge. The 
method of payment set forth by section 4.11 has the effect of allowing for replace 
ment costs on an actual basis. 

It should be noted that the approval of the AEC is required for each replace- 
ment in excess of $100,000, with certain exceptions. The obligation of AEC 
is limited to payments totaling one-fourth of 1 percent of the capital costs, 
subject to revision to this ceiling by mutual agreement after experience of 
actual operations. 

The disposition of any money paid to the company under this section which 
has not been expended at the expiration or termination of the contract is to be 
disposed of as agreed by the parties. 

C. Cancellation Prior to Completion of Facilities, section 7.07. Under the pro- 
posal, AEC had no right to cancellation prior to commercial operation of all 
units in the station. During the negotiation proceedings, the AEC brought 
out that in the meeting with the company on April 10, prior to the receipt of 
the proposal, AEC stated that it could not agree to any contract that did not 
provide for cancellation at any time, subject to specified notice periods. 

AEC suggested the inclusion of a provision applicable to the period of con- 
struction under which AEC would be permitted to cancel and would pay all 
costs incurred by the company less salvage value. 

The company partially agreed to the AEC suggestion. As now, included in 
the proof, AEC has the right to terminate prior to completion of the facilities 
as follows: 

(1) It must advise TVA that assignment of the contract power is available 
and ascertain that TVA has concluded that it does not need the power during the 
period which the assignment would cover. 


54602—54——_56 
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(2) If expenditures together with cost of cancellation of commitments are 
less than $40,000,000, cancellation is effective on the date of notice and ABC 
is liable for all costs less salvage value. 

(3) If the $40,000,000 under (2) has been exceeded, notice of cancellation 
can be given at any time. However, the company is required to complete the 
plant, and the effective date of termination is to be the same as under the full- 
scale operation, except that the company becomes obligated to start as of date 
of notice to absorb capacity as rapidly as load growth will permit. 

D. Adjustment to Demand Charge After Notice of Termination. During the 
notice period and during the period of absorption, the capacity charge is reduced 
by $1,500,000 per year if neither the company nor AEC is using the capacity. 

AEC questioned the estimated cost of keeping the plant in a nonoperating 
status. 

No data are available on the cost of maintaining a plant during recent years 
in a nonoperating status since during the past decade the country has been short 
on capacity and even high-cost plants beyond their economical life have been 
pressed into service. 

The company stated that it would have to maintain a skeleton operating 
organization and that protective maintenance would exceed the amount of the 
estimate. They felt that more than ample credit had been allowed. 

The Company supplied data in support of $1,500,000, which, after review and 
consideration of other provisions of the contract, was accepted. 


COMPARISON WITH TVA, KEI, AND OVEC POWER CONTRACTS 


18. The following table shows the amount and estimated annual cost of electric 
power under the TVA, EEI, OVEC contract and MVG contract proof for the 
supply of gaseous diffusion areas after the present authorized construction pro- 
gram and generating stations have been completed and steady state operations 
have been achieved. 


Comparison with TVA, FEI, and OVEC power contracts 


{In thousands] 


Oak | Paducah Ports- 
Supplier | Ridge, Sa mouth, 
TVA | EEL | OVEC 


Memphis, 
MVG 


Capital requirements__ (@) $197, 600 | $388, 284 $107, 250 
Canability of plant i kilowatts 2) (2) } 2, 200 650 
Contract demand ‘ do $1, 7: $1, 205 7: 1, 800 600 
Energy megawatt-hours 852 10, 345 5, 31 15, 453 
Annual costs, not including estimated taxes: 
At 19 5 cents fuel cost . wile $56, 632 $40, 174 $24, 66 $59, 243 
Mills per kilowatt-hour d : _ 
At 19.0 cents fuel cost 
Mills per kilowatt- hour ‘ 83 | 
At 18.5 cents fuel cost ; . $55, 447 $39, 136 $24, 069 
Mills per kilowatt-hour___. 3.77 q 3.81 
At 17.5 cents fuel cost $53, § | $38, 10 $23, 439 | 
Mills per kilowatt-hour 3.63 | 3. 68 | 
At 16.8 cents fuel cost 
Mills per kilowatt-hour___. 
At 15.5 cents fuel cost $5 0, 992 $36, 036 
Mills per kilowatt-hour ____- 3. 43 3. 48 3.5 
Estimated Federal and State taxes . > a a ee . $1, 346 $2, 809 
Annual costs, including estimated taxes: | | 
At 19.5 cents fuel cost _. - $56, , 632 $40, 174 $26,047 | $62,052} $21,004 
Mills per kilowatt-hour___. i 4 ; a 3.88 4.13 4.02 | 4.04 
At 19.0 cents fuel cost . $56,189 | $39, 657 $25, 735 $61, 330 $20, 746 
Mills per kilowatt-hour___. 3. 78 | 3. 83 | 4 08 3.97 | 3.99 
At 18.5 cents fuel cost $55, 447 $39, 139 $60, 608 $20, 489 
Mills per kilowatt-hour__- ‘ ‘ | 3 | 9 3.94 
At 17.5 cents fuel cost._.. ‘ 553,961 | $38,105 | $24, 78 $59, 165 $19, 974 
Mills per kilowatt-hour___. 3. 6 3. 68 | 3. 9 3. 8: 3. 84 
At 16.8 cents fuel cost $53, 04: $37,381 | $24, 34 $58, 15 $19, 614 
Mills per kilowatt-hour 3.! 3.61 | 3. 86 3. 76 
At 15.5 cents fuel cost J , 3 eee 50, 99% $36, 036 
Mills per kilowatt-hour.._. : c 3. 4 3. 48 





! Information not available; see table in appendix II giving cost of TVA plant. 
2 See table in appendix giving capability of TVA plants. 


’ Nore: (a) Fuel costs are given in cents per million PTU. (b) The annual costs shown for MVGC, 
in the lower of the above tables includes the estimated cost Federal and State income taxes on replace- 
ments. If a favorable ruling is obtained to the effect that costs of replacements are not subject to Federal 
and State income taxes, it is estimated the cost would be reduced by 0.055 mill per kilowatt-hour. (c) All 
costs above are computed on basis of 98 percent L. 
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19. There are numerous factors which affect these costs. A major one, as can 
be seen from the table, is the cost of fuel consumed in the generating station. 
Fuel costs are subject to change and vary widely between plant locations. In- 
creases in fuel cost to the suppliers from base prices stated in the contracts are 
reflected in the bills to AEC either on an actual cost basis or on a formula basis. 
Anticipated fuel costs in cents per million B. t. u. for 1957, when gaseous diffusion 
plants and generating stations will be in full production, are 18% cents for Oak 
Ridge, 16 cents for EEI, 15% cents for TVA at Paducah, 18% cents to 19% cents 
for OVEC at Portsmouth, and 19 cents for MVG. 

20. Other factors which are reflected in the charges to AEC are the amounts 
by which the actual cost of construction differs from the estimated cost on which 
the contract rates are predicated. Adjustment for capital costs changes in the 
case of the TVA contracts are based on a formula using the Engineering News 
Record Index. In the EEI and OVEC contracts the adjustment is based on 
actual cost prorated between AEC and the company on the basis of the rela- 
tion of capacity required to serve the contract capacity and the net capability 
of the plant. Under the MVG contract, increases or decreases in costs are shared 
between AEC and the company on a 50-50 basis with a ceiling of approximately 
9 percent on AEC’s participation in the case of increases. There is no bottom 
limit on AEC’s participation in any decreases in costs below the target figure. 

21. Changes in cost of materials and supplies and labor rates of employees 
engaged in operation and maintenance activities of the completed plants affect 
the contract rates. The TVA and MVG contracts provide for adjustments to 
cover these changes in costs by increasing or decreasing the energy charge in 
accordance with changes in a recognized Bureau of Labor Statistics index. Under 
the OVEC and EEI contracts, changes in cost of labor and materials and supplies 
are paid by AEC at cost, whereas the TVA and MVG contracts involve risks that 
full labor costs may not be recovered. 

22. Many factors cause the differential in rates shown in the above table, such 
as the kind of facilities provided, the amortization period, the interest rate on 
the indebtedness, the return on equity and amount of equity in relation to debt, 
the amount of reserves provided in the plant, and the backup guaranteed from 
outside sources. Differences in rate among various power contracts are the 
results of many factors, including those described above. 

23. Attached as appendix 10 is a tabulation entitled “Summary of Contract 
Terms and Conditions.” This tabulation presents a brief description of each of 
the major provisions of the TVA, EEI, OVEC contracts, and of the current proof 
of the MVG contract. 

24. Appendix 11 shows, in the form of a comparative analysis, that generally 
the MVG contract compares favorably with other AEC power contracts. 

25. Attached as appendix 12 is a table which shows the total power require- 
ments by gaseous diffusion areas with and without extended loads and the 
amounts under contract and to be contracted for either on a firm basis or on 
a month-to-month basis. Appendix 13 shows the present demands of the various 
AEC facilities by suppliers. 

26. Included in appendix 14 is a listing of the dates the various contracts 
were entered into, the names of the individuals executing the contracts, and the 
names of the Commissioners in office at that time. 


CONCLUSIONS 


27. The assignment of te President as described in the budget message of 
January 21, 1954, and the directive as stated in the Bureau of the Budget’s 
letter of June 16, 1954, have been discharged. The Federal Power Commission 
has reviewed the contract and has indicated that after consideration of all the 
factors involved in reviewing the contract as a whole, it is of the opinion that 
the proposed contract with the Mississippi Valley Generating Company is fair 
and reasonable to the Government. 

28. The contract is believed to be in final form for execution by the AEC. 

29. The Comptroller General has been requested to furnish AEC with his 
opinion respecting the contract, as required by section 8.15 of the proposed 
contract. 
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APPENDIX 1 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BuREAU OF THE BupGeEt, 
Washington 25, D. C., June 16, 1954. 
Hon. Lewis L. STRaAvuss, 
Chairman, Atomic Energy Commission, Washington 25, D. C. 


My Dear Mr. Srravuss: I have your letter of April 15, 1954, transmitting the 
revised proposal of Mr. E. H. Dixon, President, Middle South Utilities, Inc., and 
Mr. E. A. Yates, Chairman of the Board, The Southern Company, to supply power 
to the Atomic Energy Commission, and advising us of the Commission’s views 
with respect to the proposal. Since receiving your letter a thorough analysis of 
the proposal has been made by Bureau of the Budget staff in consultation with 
staff of the Atomic Energy Commission and the Tennessee Valley Authority. 
The factual results of this analysis have been discussed with Mr. K. D. Nichols, 
General Manager of the Atomic Energy Commission, and Mr. Gordon Clapp, at 
that time Chairman of the Board of the Tennessee Valley Authority. Careful 
consideration has been given to the aspects of the proposal pointed out in your 
letter, as well as those raised in later discussion with Mr. Nichols and Mr. Clapp. 

I have also your letter of June 11, 1954, in which you present an analysis of a 
later proposal made on May 26, 1954, by a group headed by Mr. Walter von 
Tresckow, a financial and economic consultant of New York. This proposal and 
analysis have been reviewed by the Bureau of the Budget, with the assistance of 
Mr. Francis L. Adams and Mr. H. E. Roberts of the Federal Power Commission, 
who have been acting as technical consultants to the Bureau and who participated 
with AKC staff in the analysis of both proposals and in discussions of them with 
TVA staff. 

It has been concluded with you that the von Tresckow proposal does not war- 
rant further consideration by AEC at this juncture for the following reasons: 

1. There are many elements of uncertainty and indefiniteness in the 
proposal. 

2. The organization to accomplish the work does not exist. 

3. The Government would be required to take the entire financial risk 
with no real ceiling on the Government’s liability. 

4. The proposal would not provide any clear savings to the Government 
over the Middle South-Southern proposal. 

Our analysis of the Middle South-Southern proposal and the alternative of 
providing additional capacity by the Tennessee Valley Authority leads to the 
following conclusions : 

1. The use of privately generated power will avoid an outlay of about 
$100 million of Federal tax revenues for capital investment over the next 
three years. 

2. The Middle South-Southern proposal is a firm offer with a stated maxi- 
mum capital cost reflected in the demand charges, whereas there can ob- 
viously be no guarantee as to the ultimate capital cost of a TVA plant, 
despite the favorable construction record of that agency in recent years. 

3. The annual costs of the private proposal are reasonable in comparison 
with those estimated by TVA, when all factors are considered. The signifi- 
cant differences are that the private company must pay State and local taxes 
and has a higher cost of money, than the Federal Government on its bor- 
rowings. 

4. The Middle South-Southern proposal provides cancellation privileges 
in the event that AEC operations are reduced or terminated during the 
life of the contract, whereas additional TVA capacity would necessarily 
remain in the Government under the same circumstances; moreover, this 
proposal will reduce the magnitude of necessary udjustments in the TVA 
system which would result in the event of a reduction or termination of 
AEC operations in the future. 

The President has asked me to instruct the Atomic Energy Commission to 
proceed with negotiations with the sponsors of the proposal made by Messn. 
Dixon and Yates, with a view to signing a definitive contract on a basis generally 
within the terms of the proposal. He has also requested me to instruct the 
Commission and the Tennessee Valley Authority to work out necessary con- 
tractual, operational, and administrative arrangements between the two agencies 
so that operations under the contract between AEC and the sponsors will be 
carried on in the most economical and efficient manner from the standpoint of 
the Government as a whole. 

In working out the arrangements between AEC and TVA, it is contemplated 
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(1) that the AEC will bear all local, State, and Federal taxes payable by the 
Government under the terms of the contract, and (2) that the TVA will bear 
all costs necessary to receive the contract power at contract delivery points, 
and all costs to move this power through the TVA transmission system. 

The contractual and billing arrangements between the two agencies should be 
as simple as possible and so place responsibility on emeh agency as to assume satis- 
factory results. I should like to be advised of the arrangements that are 
worked out. 

It is desirable that the Commission proceed as rapidly as possible with the 
necessary negotiations with the sponsors and with the Tennessee Valley 
Authority. 

I am sending a copy of this letter to Vice Chairman Curtis, of the Tennessee 
Valley Authority, and am also writing him directly. Attached for your infor- 
mation are copies of my letters to the Tennessee Valley Authority. 

Sincerely yours, 
Row.tanp Hueues, Director. 


APPENDIX 2 


UNITED STATES, 
ATOMIC ENERGY COMMISSION, 
Washington, D. C., June 80, 1954. 

Mr. E. H. Drxon, 

President, Middle South Utilities, Inc., 

2 Rector Street, New York, N. Y. 

Mr. J. M. Barry, 

Chairman of the Erecutive Committee, 

The Southern Co., Birmingham, Ala. 

GENTLEMEN: As Mr. Cook informally advised Mr. Dixon this date, your pro- 
posal, dated April 10, 1954, offering to furnish 600,000 kilowatts of firm power 
in the Memphis area constitutes a satisfactory basis for negotiation of a defini- 
tive contract. 

We are ready to begin negotiations. I have designated Mr. R. W. Cook and 
Mr. S. R. Sapirie to represent the Atomic Energy Commission in the negotiations. 
Please advise who has been designated by you so that arrangements can be made 
for the initial meeting. 

Sincerely yours, 
K. D. NicHOoLs, General Manager. 


APPENDIX 3 


UnitTep States ATOMIC ENERGY COMMISSION, 
Washington, D. C., August 16, 1954. 
Hon. ROWLAND R. HuGHEs, 
Director, Bureau of the Budget, 
Washington 25, D. C. 

Drak Mr. Huaues: In accordance with the President's budget message and 
your letter dated June 16, 1954, stating, “The President has asked me to instruct 
the Atomic Energy Commission to proceed with negotiations with the sponsors 
of the proposal made by Messrs. Dixon and Yates with a view to signing a 
definitive contract on a basis generally within the terms of the proposal,” a 
proposed contract has been negotiated. 

The proof of the contract, dated August 11, 1954, attached, is the sixth proof 
and represents in substantially final form the contract that I am prepared to 
recommend to and execute in behalf of the Commission after formal review by 
the Federal Power Commission and the Bureau of the Budget. Many improve- 
ments in favor of the Government over the proposal dated April 10, 1954, have 
been incorporated, as well as provisions to cover the requirements of the pending 
Atomic Energy Act of 1954. 

Prior to executing the contract, discussions will be held with TVA regarding 
certain sections of the contract affecting TVA, such as primary and secondary 
delivery points, characteristics of supply at delivery points, measuring instru- 
ments, voltage tolerance, reactive load factors, delivery arrangements, ete. In- 
formal discussions will be held with staff of the Federal Power Commission 
on the proposed contract next week; subsequently the Commission itself will 
be requested for an expression of its views.on‘certain aspects of the contract. 
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During the course of negotiations various proofs prior to the present one have 
been made available to the Bureau of the Budget, and we have had the benefit 
of informal views and comments from your staff. We should now appreciate 
your review of the proposed contract, attached, and your concurrence in our 
view that the contract is in compliance with the instruction of the President 

Enclosed for your information is a copy of a draft letter to Mr. Cole, Chair- 
man of the Joint Committee on Atomic Energy, transmitting the proposed con- 
tract to them for their consideration in accordance with Section 164 of the 
pending Atomic Energy Act of 1954. This letter will be dispatched as soon as 
the Atomic Energy Bill passes the Congress and prior to adjournment. 

Sincerely yours, 
K. D. NicHoLs, General Manager. 


APPENDIX 3A 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D. C., August 18, 1954. 
Mr. K. D. NIcHo.s, 
General Manager, Atomic Energy Commission, Washington, D. C. 

My Dear Mr. NicHots: This is in reply to your letter of August 16, 1954, 
requesting our review of and comment upon the sixth and final proof, dated 
August 11, 1954, of the proposed contract between the Atomic Energy Commis- 
sion and the Mississippi Valley Generating Company. 

As the result of our review of this contract and earlier proofs, we are satisfied 
that its essential provisions are within the terms of the proposal on the basis 
of which the Commission has been negotiating in accordance with my letter 
of June 16, 1954. It is noted that in many respects the contract as negotiated 
is more favorable to the Government than was the original proposal. We there- 
fore concur. in your view that the contract is in compliance with the instruction 
of the President. 

Attached for your information are copies of my letters of recent date on this 
subject to Mr. Sterling Cole, Chairman of the Joint Committee on Atomic Energy, 
and to Mr. Harry A. Curtis, Vice Chairman of the Tennessee Valley Authority. 

Sincerely yours, 
RowLaNnpD Hugues, Director. 


APPENDIX 4 


UNITED STATES ATOMIC ENERGY COMMISSION, 
Washington, D. C., July 22, 1954. 
Mr.. JeEroms K. KUYKENDALL, 
Chairman, Federal Power Commission, 
Washington, D. C. 

Deak Mr. KUYKENDALL: On a number of occasions in past years we have 
informally requested and received the cooperation of the Federal Power Com- 
mission staff in the review of proposed contracts for the purchase of electric 
power by the AEC. We have benefited from the suggestions, advice, and assist- 
ance that has been given on these occasions. 

As you know, the Bureau of the Budget, with the approval of the President, 
has instructed the Atomic Energy Commission to proceed with negotiations with 
the sponsors of the proposal made by Messrs. Dixon and Yates with a view to 
signing a definitive contract on a basis generally within the terms of the proposal 
dated April 10, 1954. 

As the various contract drafts become available we would appreciate having 
the opportunity of meeting and discussing these drafts with Mr. Charles W. 
Smith and Mr. Francis L. Adams and such members of their staffs as they may 
designate, and of receiving their advice and suggestions. 

Before entering into any contract we shall ask the Federal Power Commission 
to review the contract and to indicate whether the estimated costs are realistic, 
whether the cost allocations between capacity and energy are in accordance with 
FPC practices of approving rates for resale in interstate commerce, and whether 
the rate terms and conditions are fair and reasonable to the Government. 

This is in accordance with a statement in our letter dated April 15, 1954, to 
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the Bureau of the Budget which presented our analysis of the proposal. A copy 
of this letter is attached. 
Your cooperation in permitting your staff to again assist us will be appreciated. 
Sincerely yours, 
—, Chairman. 


APPENDIX 4A 


FEDERAL POWER COMMISSION, 
Washington, D. C., July 27, 1954. 
Hon. Lewis L. Strauss, 
Chairman, Atomic Energy Commission, 
Washington, D. C. 

Dear Mr. Strauss: This is in reply to your letter of July 22 requesting the 
assistance of the Commission’s staff in connection with a contract you are now 
negotiating for the purchase of electric power under a proposal made by Messrs. 
Dixon and Yates on April 10, 1954. 

The Commission will be glad to make arrangements for its staff to assist you, 
within the limitations of available time and other pressing assignments. I am 
requesting Mr. C. W. Smith, Chief, Bureau of Accounts, Finance, and Rates, and 
Mr. Francis L. Adams, Chief, Bureau of Power, to arrange for such meetings and 
staff discussions as may be necessary. Since Mr, Adams for several months has 
been personally assisting the Bureau of the Budget and the Atomic Energy Com- 
mission in studying the Dixon-Yates proposal I am designating him to serve as 
liaison with your staff on the matter. 

Sincerely yours, 
JEROME K. KUYKENDALL, Chairman. 
APPENDIX 5 
Untrep States ATOMIC ENERGY COMMISSION, 
Washington, D. C., August 20, 1954. 
Hon. JERoME K. KuYKENDALL, 


Chairman, Federal Power Commission, 
Washington, D. C. 


Dear Mr. KuyKENDALL: Under the arrangements established in our previous 
correspondence, we have made available to Mr. Frank Adams of your office copies 
of the final proof dated August 11, 1954, of the proposed contract between the 
Mississippi Valley Generating Company and the Atomic Energy Commission. 

During the course of the negotiations, various proofs prior to this one have 
been made available to the staff of the Federal Power Commission and we have 
had the benefit of their informal review and comments. The proof dated August 
11, 1954, represents in substantially final form the contract I am prepared to 
recommend to the Commission and execute in behalf of the Commission after 
review by the Federal Power Commission. 

Prior to executing the contract, discussions are planned with TVA next week 
to review with them certain provisions of the contract pertaining to TVA such 
as primary and secondary delivery points, characteristics of supply at delivery 
points, measuring instruments, voltage tolerance, reactive, load factor, delivery 
arrangements, etc. 

Attached for your information are copies of the analysis of the proposed con- 
tract with the April 10 proposal of the sponsors. Also attached is correspondence 
with the Bureau of the Budget concerning the proposed contract. 

We would appreciate your review of the proposed contract, attached, indicat- 
ing whether or not in consideration of the contract as a whole the rates, terms, 
conditions, and cancellation provisions are fair and reasonable to the Government. 

Sincerely yours, 
R. W. Cook, Acting General Manager. 


APPENDIX 5A 


FEDERAL POWER COMMISSION, 
Washington 25, August 26, 1954. 
Mr. KENNETH D. NICHOLS, 
General Manager, Atomic Energy Commission, 
Washington 25, D.C. 
Dear Mr. NicHoits: Acting General Manager R. W. Cook transmitted to the 
Commission with his letter of August 20, 1954, a copy of the August 11 proof 
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of a proposed contract between the Mississippi Valley Generating Company and 
the Atomic Energy Commission, together with certain attachments relating to 
this contract. Request was made that the Federal Power Commission review 
the proposed contract, indicating whether or not in consideration of the con- 
tract as a whole the rates, terms, conditions, and cancellation provisions are 
fair and reasonable to the Government. 

During the course of your negotiation of the contract, members of the staffs 
of our Bureau of Power and Bureau of Accounts, Finance, and Rates have, at 
your request, consulted with the staff of the AEC and have given their informal 
comments on various drafts of the contract as they became available. As you 
are aware, these consultations have not included our legal staff and therefore 
our comments in this letter are not directed to the legal aspects of the contract. 
It is our understanding that most of our staff's major suggestions have been 
incorporated in the August 11 proof which we are now asked to review. 

In our consideration) of the matter we have been fully cognizant of the 
specialized nature of this contract involving construction of a very large power 
facility to serve a single large customer. Under these conditions we would not 
expect that the contract would be strictly comparable to the usual utility whole- 
sale contract for sale of power where the size and load conditions are substan- 
tially different. 

The Commission’s technical staff has had the opportunity to review the plant 
construction costs and operating costs on which the contract rates are based, 
and has found them to be in line with current costs for large coal-burning steam- 
electric generating stations in the region. The staff has also reviewed the terms 
and conditions of the proposed contract and notes that, because of the special 
conditions involved, they are somewhat different from the normal utility con- 
traets we are called upon to review. 

After consideration of all of the factors involved and viewing the contract 
as a whole the Commission is of the opinion that the proposed contract with 
the Mississippi Valley Generating Company is fair and reasonable to the 
Government. 

Sincerely yours, 
S. L. Diesy, Acting Chairman. 


APPENDIX 5B 


UNITED STATES ATOMIC ENERGY COMMISSION, 
Washington, D. C., August 31, 1954. 
Mr. JoHN OLIVER, 
General Manager, Tennessee Valley Authority, 
Knoxville, Tenn. 

Dear JoHn: I am enclosing herewith a copy of the proof dated August 11, 
1954, of the proposed power contract between the Mississippi Valley Generating 
Company and the Atomic Energy Commission. 

This proof was submitted to the Joint Committee on Atomic Energy under 
letter dated August 18 as being essentially in final form and in response to re- 
quirements of section 164 of the Atomic Energy Act of 1954. We also indicated 
to the JCAE that prior to execution, checks were being made with other agencies 
and we planned to have discussions with the Tennessee Valley Authority regard- 
ing certain sections of the contract pertaining to TVA such as primary and 
secondary delivery points, characteristics of supply at delivery points, measuring 
instruments, voltage tolerance, reactive, load factor, delivery arrangements, etc. 
We also advised that if any changes in the proposed contract resulted from 
discussions with the TVA, or review by the Federal Power Commission and the 
Bureau of the Budget, the Joint Committee would be immediately advised. 

We have not considered it good practice to distribute or release copies of 
proposed contracts as a formal document when it is still subject to change even 
though these changes may be relatively minor. In view of the above considera- 
tions, we consider it inadvisable to make a public release of the document at this 
time. 

As I outlined to you in my telephone discussions in trying to arrange for a 
meeting with TVA last weekend prior to our meeting with the JCAE then tenta- 
tively scheduled for September 2, 1954, and prior to last Thursday evening when 
I called you from Knoxville and learned of the action of the Board of-Direetors 
of TVA, it was these points that we wanted principally to discuss initially with 
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TVA as well as other related items that may be involved. Also the points con- 
cerning policy set forth in the letter from the Director of the Bureau of the 
Budget to TVA dated August 18 could be informally discussed and if there 
appeared to be any problems involved, we could jointly bring them to the atten 
tion of the Bureau of the Budget. 

I sincerely regret that the TVA Board did not see their way clear to have these 
discussions prior to writing their letter of August 26 to the Director of the 
Bureau of the Budget, a copy of which was made available to the AEC, since I 
feel that certain implications in the letter are without foundation. These will 
be responded to separately. 

For your information, a copy of the proof dated August 11, 1954, of the pro- 
posed contract was made available to Senator Gore in response to his request 

Very truly yours, 


R. W. Coox, 
Assistant General Manager for Manufacturing 


APPENDIX 5C 


UNITED STATES ATOMIC ENERGY COMMISSION, 
Washington 25, D. C., September 15, 1954. 
Mr. G. O. WESSENAUER, 
Manager of Power, Tennessee Valley Authority, 
Chattanooga, Tenn. 

DeAR Mr. WESSENAUER: Enclosed for your information is a revised proof dated 
September 13, 1954, reflecting the suggestions made by TVA resulting from 
their review of the proposed contract of this proof dated August 11, 1954, as 
discussed in the joint meetings between AEC and TVA in Knoxville on Sep- 
tember 9 and 10. 

Section 3.01 has not been changed to reflect the suggestions of TVA. We have 
discussed this point with the Company and asked them to prepare certain data 
which, when received along with data requested from TVA on operating expe- 
rience and policy on similar size units as well as data we are obtaining from 
our consulting engineers, will determine what changes, if any, are made to this 
section. I am sure we will have no difficulty in revising this section to whatever 
appears to be fair and reasonable. 

Other changes in the proof have been made principally for clarification, and 
we expect further discussions with the Company concerning sections 4.09 and 
4.11 as they pertain to section 165 b of the Atomic Energy Act of 1954. 

Sincerely yours, 
R. W. Cook, 
Assistant General Manager for Manufacturing. 


APPENDIx 5D 


UNITED STATES ATOMIC ENERGY COMMISSION, 
Washington 25, D. O., September 20, 1954. 
Mr. G. O. WESSENAUER, 
Manager of Power, Tennessee Valley Authority, 
Chattanooga, Tenn. 

DEAR Mr. WESSENAUER: Under letter dated September 15, 1954, we made avail- 
able to you a proof dated September 13, 1954, of the proposed contract between 
the Atomic Energy Commission and the Mississippi Valley Generating Company. 

The attached proof dated September 17, 1954, is now believed to be in final 
form and contains all the suggestions of TVA with the exception of section 3.01. 
After review of the modification to this section suggested by TVA and the infor- 
mation on how you expect to be able to operate your large new units and in con- 
sideration also of further data obtained from our consulting engineers, The 
American Gas and Electric Company, Federal Power Commission, and further 
discussions with the consulting engineers to the Mississippi Valley Generating 
Company and the Company, there has been inserted in section 3.01, line 20, after 
the words “net capability”, the following: “except as may be mutually agreed to 
from time to time.” 

There also has been submitted by the MVGC memoranda which will form a 
part of the record of negotiations summarizing reasonable operating time require- 
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ments for starting, loading, and shutting down overnight, based on preliminary 
boiler data and industry-recognized boiler-turbine operating considerations. It 
is believed that with the revised language and these memoranda we will have 
no difficulty under this section in working out in the proposed agreement between 
AEC, TVA, and MVGC provisions for situations similar to those in the revisions 
suggested to section 3.01 by TVA. We believe that this approach, which will 
place us in a position to take advantage of actual in-service experience, is better 
than now trying to establish fixed limits in the contract which would leave us in 
a less flexible position. We believe also that section 3.01, as revised, along with 
other provisions of the contract adequately cover the suggestions of TVA in this 
regard. If there are any further questions, we can discuss them in the meeting 
now scheduled for Septeniber 27. However, I still desire, prior to the meeting, 
the information requested in my teletype of September 17. 
Other changes in this proof have been made principally for clarification. 
Sincerely yours, 
R. W. Coox, 
Assistant General Manager for Manufacturing. 


APPENDIX 6 


Unitrep States Atomic Enercy CoMMISSION, 
Washington 25, D. C., August 18, 1954. 
Hon. W. STeriine Corer, 
Chairman, Joint Committee on Atomic Bnergy, 
Congress of the United States. 


Dear Mr. Core: In accordance with the President’s budget message and the 
letter from Mr. Hughes, Director of the Bureau of the Budget, dated June 16, 
1954, stating “The President has asked me to instruct the Atomic Energy Com- 
mission to proceed with negotiations with the sponsors of the proposal (April 10, 
1954) made by Messrs. Dixon and Yates, with a view to signing a definitive 
contract on a basia generally within the terms of the proposal,”.a proposed con- 
tract has been negotiated. This contract is within the terms of said proposal, 
and many improvements in favor of the Government over said proposal have 
been incorporated as well as provisions to cover the requirements of the Atomic 
Energy Act of 1954. 

During the course of the negotiations, the various proofs prior to this one have 
been made available to the Federal Power Commission and the Bureau of the 
Budget and we have had the benefit of their informal reviews and comments. 
The proof dated August 11, 1954, attached, is the sixth proof and represents in 
substantially final form the contract that I am prepared to recommend to and 
execute in behalf of the Commission after concurrence by the FPC and the BOB. 
Prior to executing the contract, agreement must be reached with TVA regarding 
certain sections of the contract pertaining to TVA such as primary and secondary 
delivery points, characteristic of supply at delivery points, measuring instru- 
ments, voltage tolerance, reactive, load factor, delivery arrangements, etc. 

It will be necessary to begin construction at an early date to provide for the 
availability of the power covered by the proposed contract by the fall of 1957 
as contemplated by the President’s budget message. Of the total of 600,000 
kilowatts of capacity that will be available to the AEC under the terms of the 
proposed contract, 500,000 kilowatts are applicable for trade with the TVA for 
supply of a portion of our power load at Paducah in order to release 500,000 
kilowatts for TVA use, in accordance with the President’s Budget Message, 
and 100,000 kilowatts will be applicable against the increase in AEC load at 
Oak Ridge which has developed since the President’s budget message was 
transmitted. 

If any changes in the proposed contract result from an agreement with TVA 
or from review by the FPC or the BOB, you will be advised. Also, an analysis 
of the proposed contract with the proposal will be submitted at an early date. 

It is recommended that the JCAE consider the proposed contract as being 
essentially in final form. We therefore request that at the appropriate time 
._ the JVAE consider waiving the thirty-day requirement under section 164 of the 
Atomic Energy Act of 1954. 

Sincerely yours, 
K. D. NicHots, General Manager: 
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APPENDIx 6A 


Unites STATES 
ATOMIG ENERGY COMMISSION, 
Washington 25, D. C., September 20, 1954. 
Hon. W. STERLING COLE, 
Chairman, Joint Committee on Atomic Energy, 
Congress of the United States. 


Dear Mr. Cote: Enclosed for your information and the use of your staff 
in evaluating the proposed contract between the Atomic Energy Commission and 
the Mississippi Valley Generating Company are six copies of the proof dated 
September 17, 1954. Copies of the proof dated September 13, 1954, were made 
available to Mr, Norris by Harold Price last week. 

This proof is now believed to be in final form. Review of the proposed contract 
by the Commission is scheduled for Thursday, September 23. Subsequent to 
this review, I hope that we will be in a position to contact you for the purpose 
of establishing a date for the hearing planned by the Joint Committee. 

Sincerely yours, 
K. D. Nicnois, General Manager. 


APPENDIX 7 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington 25, D. O., August 18, 1954. 
Hon. W. STertine Core, 
Chairman, Joint Committee on Atomic Energy, House of Representatives, 
Washington 25, D. C. 

My Dear Mr. CHAIRMAN: I have been advised by Mr. Strauss, Chairman of the 
Atomic Energy Commission, that the Commission has submitted to the Joint Com- 
mittee the proposed contract between the Commission and the Mississippi Valley 
Generating Company, the corporation created to carry out the proposal made by 
Middle South Utilities, Inc., and The Southern Company. 

The proposed contract has been negotiated by the Commission in accordance 
with my letter dated June 16, 1954. I understand that it is in substantially final 
form. We are satisfied that its essential provisions are within the terms of the 
proposal, and concur in the view expressed by Mr. K. D. Nichols, General Man- 
ager of the Commission, in his letter of August 16, 1954, to the Bureau of the 
Budget, that the contract is in compliance with the instruction of the President. 

The proposed contract will carry out the President’s objective for meeting 
power needs in the Tennessee Valley area, which was expressed in his 1955 
budget message as follows: 

“In order to provide, with appropriate operating reserves, for reasonable 
growth in industrial, municipal, and cooperative power loads in the area through 
the calendar year 1957, arrangements are being made to reduce, by the fall of 
1957, existing commitments of the Tennessee Valley Authority to the Atomic 
Energy Commission by 500,000 to 600,000 kilowatts.” 

The objective set forth in the budget message requires that power under the 
proposed contract be available by the fall of 1957. I understand that it will take 
about three years from the time construction is started to bring the plant into 
commercial operation. 

I am also advised that the construction of levees and foundations this fall, 
under favorable weather conditions, will avoid construction difficulties and added 
costs from possible high-river conditions next spring. It therefore seems impor- 
tant that construction be initiated as soon as possible. 

Any action which the Joint Committee finds possible to take to avoid long delay 
in the initiation of construction will, I believe, be to the interest of the Govern- 
ment. I hope the Committee will see fit to waive the 30-day requirement under 
section 164 of the enrolled Atomic Energy Act of 1954, so that the contract will 
not be delayed until Congress returns next January. 

Sincerely yours, 
RowLaNpD HuGues, Director. 
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APPENDIX 9 


Mississippi Valley Generating Co. annual costs of power supply to / 
rent contract proof compared with proposal dated Apr. 10, 19: 


[600,000 = kilowatts5.2 billion kilowatt-hours] 


Estimated annual payme 


Proposal, 











Apr. 10, 1954 
Capacity charge 
Interest and amortization re ; - $5, 532, 000 
Return on equity 495, 000 
Operating labor 700, 000 
Fixed maintenance and miscellaneous 600, OM 
No load fuel 800, 000 
Insurance 176, 000 
Power department expense 20, 000 
Transmission, operation, and maintenance 40, 000 
Replacement for facilities 262, 000 
Replacement for facilities of associated companies 
Administrative and general 150. 000 
Estimated Federal income-tax cost 0 
Total capacity charge 8, 775, 000 
Mills per kilowatt-hour sol 1. 688 
Energy charge 
Variable maintenance expense $780, 000 
Fuel 8, 908, 000 
Total energy charge 9, 688, 000 
Mills per kilowatt-hour . gus 1. 863 
Tax costs: 
Federal income (52-percent rate 
Return on equity $536, 000 
Replacements 284, 000 
Subtotal.._.....- Gisieiietenee ini aateniawinaiaes 820, 000 
Mills per kilowatt-hour eheceni oaatindianiin 158 
Other 
State and local ad valorem, etc $1, 416, 000 
Income cea 83, 000 
Subtotal se a eee ws 1, 499, 000 
Mills per kilowatt-hour_.....--.- nnedbdpeecodal dea . 288 
Replacements: 
Replacements - - - ‘ : Rhuntobnaetcmpanded 0 
Estimated Federal income-tax costs 4 0 
Estimated State income taxes inigeonsaseceksednwtansts 0 
DUNNO i edn cn carcchdsdganebethentnasll inde de ondnrdocatehin 0 
Mills per kilowatt-hour-_...........--.---- pdeactnergpocdbonstiine 0 


Total, estimated charges to AEC---- gen adores $20, 782, 000 


Di ilis por REOWOS ROU? ...n0cic- nnccscisactsoccecesce inenasrediyehecs oniebe 3. 997 


Total, estimated charges (less estimated Federal income-tax costs) $19, 962, 000 


Mills per kilowatt-hour anion on oe 3. 839 


1 These are on an estimated basis. 
will be made based on experience (see sec. 4.11). 
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$780. 


8, 908 


Q. 688 


$1, 400 


1 $262, 


262 


551 


$20, 
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After the first 5 years these costs will be reexamined and new estimat 
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UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING co. 89] 


Mississippi Valley Generating Co. annual charges of power supply to AEC— 


3 Proposal dated Apr. 10, 1954, compared with current contract proof 
. [600,000 kilowatts = 5.2 billion kilowatt-hours] 
Estimated annual payments 
Proposal Contract 
Apr. 10, 1954 proof 
Capacity charge_-_....-. Keiianamindine . e amee . “ $8, 775, 000 $9, 052, 050 
Energy charge (coal, at 19 cents per million B. t. u.)_---- 9, 688, 000 9, 688, 000 
Tax costs: 
Estimated Federal income (52 percent rate) ......__- 820, 000 0 
State income (5 percent rate) - - - . . az 82, 000 54, 250 
es, Wee WI assess lic cece kekdssccsiccccs 1, 416, 000 1, 400, 900 
a ee a a i te 2, 319, 000 1, 455, 150 
Replacements: | 
Replacement costs_....-- nade initnhertinhe ‘ ‘ od | 0 | 262, 000 
Estimated Federal income-tax costs. ..._......... | 0} 262, 000 
Estimated State income taxes <dieinsabaadteield | 0 27, 600 
= bie 
3  sasisb cedeadiabad wennsaceoe intimal im 0 | 551, 600 
Total estimated cost to AEC ‘ - Re ; } $20, 782, 000 $20, 746, 800 
Mills per kilowatt-hour.............-. -aidaeccumnahied a silldiinde in 3. 997 3. 989 
Less: Federal taxes on income vbninbe : seeen soos oo $820, 000 | $798, 250 
Total cost to Government. ..............-......-- — $19,962,000 | $19, 948, 550 
Mills per kilowatt-hour_............-.- Se dapbapencenns Naipidéeing : 3. 839 | 3. 836 
l | 
Contract provisions relating to payments which could change estimated cost per 
kilowatt-hour shown above 
(Asterisk indicates contract provision is improvement over proposal with 
resultant benefits to AEC:) 
Sec. No. and Title Comment 
Sec. 1.04. Contract capicity___.___ *If net capability of station as constructed 
; is greater or less than 650,000 kilowatts, 


AEC contract capacity is increased or de- 
creased by % 5 without any change in 
capacity charge. AEC, under sec. 2.06, 
has right to review engineering design 
and construction and make recommenda- 
tions. AEC considers there is adequate 
assurance that company will construct 
facilities with not less than 650,000 kilo- 
watts. 

Sec. 4.02, Adjustment of base ca- If cost of facilities as constructed, plus 
pacity charge for $3,135,000, is less or greater than $107,- 
changes in cost of 250,000, AEC capacity charge is reduced 
facilities. or increased by $’8,025 per milliond dollars 

of difference with a maximum adjustment 

of $273,244 in the case of increase. 
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Contract provisions relating to payments which could change estimated cost per 
kilowatt-hour shown above—Continued 















Sec. No. and Title Comment 
Sec. 4.03. (1) Periodic adjust- For each 1-cent increase or decrease in cost 
ments (base capacity of coal per million B. t. u. the base capacity 
charge). charge is adjusted at the rate of $3,500 






per month to cover increases in cost com- 
ponent of “no load fuel.” 

The Federal income-tax component of the 
capicity charge is adjusted prospectively 
by quarters on the basis of estimated tax 
costs. 

*Income-tax component of capacity charge is 
limited to 9 percent on $5,500,000 of equity 
adjusted for changes in income as pro- 
vided in sec. 4.02 resulting from increases 
or decreases in cost of facilities being 
higher or lower than target estimate. 

Sec. 4.04. Adjustment for coal Base energy charge is increased or decreased 
cost. by 41 mill per kilowatt-hour for each 
1 cent of increase or decrease in cost of 
coal per million B. t. u. 
Sec.4.06. Adjustment for cost of *Base energy charge is increased or de- 









































labor and other operat- creased $4,000 per month for each 4 cents 
ing and maintenance of increase above or decrease below, $1.97 
expense, in the 6-month average of hourly earnings 


of production workers in gas and electrie 
utility industries compiled by Bureau of 
Labor Statistics. 
Sec. 4.08. Certain tax costs other Tax costs other than for Federal income tax 
than Federal income will be reimbursed in full. 


taxes. 

Sec. 4.09. Adjustment in absence If company is unable to obtain a ruling per- 
of sinking-fund depre- mitting it to deduct depreciation for Fed- 
ciation ruling. eral income-tax purposes on a 31-year 


sinking-fund formula with interest at the 
rate of 3% percent per annum, AEC must 
make equitable adjustments to compen- 
sate for this situation. 

Sec. 4.11. Replacement costs_..._- Costs shown assume that replacement pay- 
ments are subject to Federal income tax. 





; 


If a ruling of the Internal Revenue Serv- x 
ice is obtained that these payments are not é 
subject to Feedral income taxes, payments 3 
will be correspondingly reduced. 3 
Sec. 4.12. Refinancing at lower *Appropriate amendments to contract to be i 


interest rate. made by mutual agreeemnt to make equi- 
table overall downward adjustment. 
Sec. 4.13. Effect of adding units to *AEC will participate in economies result- 


facilities. ing from additions to plant. ; 
Sec. 4.14. Overall billing adjust- *A cumulative adjustment under which all : 
ment. revenue derived from AEC in excess of 5 


revenue required to provide net income 
for the company at a rate of $495,000 per 
annum, increased or decreased as pro- 
vided under sec. 4.02, shall be equally 
divided between AEC and company. 











TVA—Oak Ridge 











Item ws —— — ————————— - — 
Base Expansion Interim 
ABC contract demand._....._._- 700,000 kw... ee _...--| 1,030,000 kw Cer amounts of firm | 
3 : when generatio 
| or ally obligated to AF 
installed; cupptenentel r 
aS ded and when ava 


th-to-month bas 
Total annual kw.-hrs. at 98 per- | 6,009,360,000. _. iniatantstcncatone| GEneaneek 
cent load factor 
iN i i be iebsid esi pital sai drthpsice mavens 
Approximate ratio financed ._. 
Ratio of AEC demand pl:s losses 
plus 15 percent reserve, to 
station capability. 
Contract estimate of plant cost__. 
Estimated plant cost... -- 
































































Working capital_........... Ocala angst Radiant isieanecnthadewe 
I ia ala diihie aienhiclen ndalcciois er ine 
a a ie 
Permanent power: 
Demand charge..-.- | $1 per kw. per month $1.10 per kw. per month ($1.18) 2 
Demand charge, at 98 per- 1.398 mills per kw.-hr-. 1 v.-hi f s : 
cent, load factor. i s of ( 
| | I st 3% mill surcharge 
| | I kw.-br 
Energy charge at base price, per | 2.07 mills per kw.-hr. to July 1954; | 2.15 mills per kw.-br. (2.21 1 rf 
million B. t. u. fuel cost, 2.15 mills per kw.-hr. after July 2 ton units, 
1954. w.-hr. in calen 
Es csknsiccdnennswes | 3.468 mills per kw.-hr. to July 1954, ] (3.859 MW } th fr 
3.548 mills per kw.-hr. after July .5 cent Kingst I 
| 1954 (at 18.5 cents fuel).? r. in cale ar r 
Base charge plus replacement... | tne ‘ ‘ 
Estimated annual power, at 98 | $21,321,000 $32,434,000 ($34,122,000 
98 percent, load factor. | 
Escalation and adjustments, | None--- ; ihaieatl 1 cent per kw. per month for each 
plant cost. | hange of 1 percentage point 
j ENR cost index average Ja 
} ary 1953 through Ju l 
from January 1952 (405.8). 
| 
Operating cost................... I ini catitai binlidiahe ----------~----} 0.01 mill for each 4 cents that BI 
idex ings in gas ar 
| electric utility industries is more 
| or less than $1.72. 
Taxes and insurance. ..-.... ah a: os cl eca tamil , AEC reimbur TA f 
taxes TVA may De required 
future law to pay because of 
supply of power under the 
} contract 
PP Ridin cnascguesicusnnas ..| 0.05 mill for each cent that cost of | 0.01 mill for each 0.1 cent that fue 
coal exceeds 20.5 cents or is less cost per million B. t. u, i o! 
than 18.5 cents per million or less than 18.5 cents. 
| B. t. u, and beginning in July 
| 1954 an additional 0.05 mill for 
| @ach cent cost of coal exceeds or | 
is lower than 18.5 cents per MM 
B, t. ua. } 
Interim power:? 
Demand charge............-. 60 MW at $1 per kw. per month, | None provided i m time to tin A 
and Ay «agree yn 
Energy charge............... 2.8 mills per kw. hour, cost plus ounts of supplementa 
10 percent from 3d parties until t rates mutually accet 
4th Kingston unit is in com- Yotice of change in 
mercial operation. le wpor asonable no 
be mutual] wgreeab) 
Termination and cancellation....| 4 years’ notice. Demand may be | On Sept. 30 to Nov. 30 of any year the request of either 
reduced by not more than 300 upon not less than 51 
MW on 2 years’ notice. Maxi- notice when total us f po 1 ‘ 
mum cancellation payment, will be below 1,000 MW De e mutu 
consisting entirely of notice mand reduced to 400 MW last ee upo! 
period demand payment, esti- nonths and 650 MW pre smount of pows 
mated at $26,000,000. ng 12 month Maximun ld be decreased r 
-ellation payment consist reed period, with appr 
ing entirely of notice period de ang in the large: 
mand payment estimated at h agreement of the 
$44,000,000." "' Either part sll be reduced to writi 
has “reopener’’ privilege t 
rect inequities in contract pr 
visions. 
| 
Credit for temporary use of AEC | Parties agree to negotiate credit | AEC may make temporary r 
demand or reserves by com- when mutually advantageous tions in demand to not less thar 
pany, or for temporary reduc- for AEC to discontinue use 800 MW at rate of 20 MV 
tion in demand. temporarily. month, and is then relieved « 
4 demand charge 
AEC right to other use...........| Nome............-......... ‘ None 
Re caitiinnindnicd aetiee ..| To June 30, 1956, with automatic | To Jan. 1, 1966, with auto t contract will contiz 
extensions each year unless ter- extension e: l for add lowing g rat 
minated by notice. tional year throt Jan. 1, 1977 in commercial of 
if neither party notifies oth ingston Nos. 7 and § 
5 years prior to expiration date « vier Nos. ! and 2, and ¢ 
intent to terminate to expiration Ss. Ll and 2. 
date. Gradual reductions in de- 
mand 2 years prior to expiration 
ie Nn hese snwees oe 
| 
| 
| 
| 
} 
Power factor, reactive require- Unity power factor until Ist per- | Area power factor 98 percent hall ke avail 
ments. manent power is supplied under (which is combination of 100 MVAR from each K 
expansion contract. percent power factor on 1951 enerator, Nos. 2 throug 
i contract, 95 percent power factor Ip to 35 MVAR addit 
j | On expansion contract). ending upon the avai 
f additional reactive fr 
<ingston generation pla 
<w. (100 percent load 
vasis) for each KVAR i 
f above. 
1 Also $1,135,000 of transmission facilities of sponsors are paid for in rates. \ ponent of the annual ¢ 
2 Figures in parenthesis are the escalated costs, as of August 1954. cost t pany of Federal incom 
3 15 cents per kilowatt per month added to demand charge through June 1953. on eq f $5,500,001 his is su 
‘F in parenthesis reflect both escalated costs and change in AEC share of operating costs and rate of Federal income tax 
exclusive of fuel costs due to change in estimated annual plant capability to 89.8 percent ? In 1 power includes any px 
§ Base coal price 17.5 cents per million B. t. u. ® Starts at 6 mills, reduced by i 
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rhen generation not 





500,000 kw. 
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SUMMARY OF POWER” CONTRACT TERMS 


TVA—Paducah 








E. E. Inc.—Paducah 





Base 


500, 000 kw 





| Con 


735, 000 kw 


bligated to AEC is 
upplemental power 
and when available | 
n-to-month basis. | 
SRL SO Eee EE eee 6,300, 828,000... 
| 6~—161 MW 
84.9 percent 
88.81 percent 









































$155, 300 
193, 208 
Retell ciesovbenk heidi Socata 4, 





stoeeatbhbwoous 191, 
netsh uiiooinntes 6, 


savan 3, 500, 
| ————_ 181, 00, 000 | 
| 
| $1.10 per kw. per month ($1.14) *__/ $1.201 per kw. per month ($1.444) *.| $1.365 per kw 
1.679 nillls per 
mills). 


x month from accel- 
struction of the 5th 
ngston units and the | 0.538 mills per kw.-br. (1.55 mills) 2_| 
of the Colbert steam | | 
mill surcharge (4.79 | 

w.-br.). | 
r month from the Ist | 
| units, at 6.50 mills 
} 


| $1.10 per kw. per month ($1.11) 2? 


1.538 mills per kw.-br 
mills). 


(1.500 | kw.-hr. (2.018 | 1.909 mills j 


mills). 





2.0 mills per kw.-hr.t (2.02 mills) *_} 2.0 mills per kw.-hr.$ (2.03 mills) *_} 1.76 mills per kw-hr. (1.91 mills) *..| 1.76 milis per k 


| 
. | 
in calendar year 1954 
i 


r month from the Ist | 3.538 mills per kw.-hr. (3.57 mills, | 3.538 mills per kw.-hr. (3.62 mills, | 3.439 mills per kw.-hr. (3.928 | 3.669 milis pe 
| units at 5 mills per | at 16.77 cents fuel).? | gt 16.77 cents fuel) * mills).? } millls).? 
calendar year 1955. | 

dsc ietaaies takdiaicegs fh noe catch waniesbiiinnsnaiipnanpeaiiegs alee ntiinimed -.-| 3.478 mills per kw.-hr. (3.986 3.717 mills { 


mills, at 19.5 
| $23,453,631 ($2) 


mills, at 19.5 cents fuei).? 
$14,929,825 ($17,127,000) * 


| $3:1,620,000 ($37,448,000) ? _.. 
| 1 cent per kw. per month for each | 1 

2 percentage points change in 
| ENR cost index average Jann- 
| ary 1951 through June 1953 from 


| $15,184,800 ($15,324,000) #_ _. 


1 10.5 cents per 
1 percent ¢ 


cent per kw. per mon for each | § cents per kw. per year per | per 
1% percentage point ghange in cent from $90,000,000 
ENR cost index average Janu- This is 77.78 percent increase. 000. This is 
ary 1951 through June 1955 from | inerease. 
average July throuch December 
1950 (388.7) below 96 percent or 1950 (388.7) below 96 percent or 
above 104 percent. above 104 percent. | 
| 0.01 mill for each 4 cents that BLS | 0.91 mill for each 4 cents that BLS | AEC shares cost based on ratio of 
| index of earnings in gas and | indexearningsin gasand electric AEC demand to average station 
|  @lectric utility industriesismore | utility industries is more or less capability. 
| or less than $1.60. | than $1.60. 


average July through December 


AEC shares ce 
AEC demand 
capability 


| AEC reimburses TVA for any | AEC reimburses TVA for any | AEC shares cost in ratio of de- | AEC shares 
taxes TVA may be required by taxes TVA may be required by mand to average station capa- mand to ave 
| law to pay because of supply of future law to pay because of bility. bility. 


power under the contract. supply of power under contract. 


} 
AEC shares costs in proportion to 
use. 


| 0.01 mill for each 0.1 cent that fuel 
cost per million B, t. v. is more 
| or less than 17.5 cents. 


0.01 mill for each 0.1 cent that fuel 
cost per million B. t. a. is more 
or less than 17.5 cents 


AEC shares ¢ 
use 





time TVA and AEC | $1.25 per kw. per month; 3.0 to 6.0 | $1.10 per kw. per month;* at price | $1.20 per kw. per month; 6 mills | $1.20 per kw 
e upon additional mills per kw.-hr.§ | determined as applicable at per kw.-hr. per kw.-hr 
‘supplemental power time.® 


nutually acceptable. 
change in schedule 
| reasonable notice as 
tually agreeable. 
quest of either party 
ne, the parties shall | 
ogether whether it 
itually advantageous 


On June 30 of any year upon 4 
years notice, TVA may request 
reduction up to 4% contract de- 
mand during last 21 months and | 

ipon terms whereby up to 3% of contract demand last 

it of power available 9 months. Maximum cancella- 
decreased for some tion payiment, consisting en- 
lod, with appropriate tirely of notice period demand 


On Sept. 30 to Nov. 30 ofany year | 
upon not less than 51 months’ 
notice when total use of power 
will be below 1,500 MW. De- 
mand reduced to 500 MW last 
12 months and 800 MW the pre- 
ceding 12 months. Maximum | 
cancellation payment consisting 


1 year notice and cancellation pay- 
ment equal to 28 percent of con 
struction cost minus amount of 
long-term debt retired at can 
cellation date. Maximum can- 
cellation commitment including 
notice period payment, cancel 
lation payment and replacement 


500 MW, 1 ye 
cellation pa 
percent of 

minus smow 

retired at 

235 MW, 3 

years; 24 ¥ 

years; 2 y 





1 the charges. Any | payment, estimated at $16,000,- entirely of notice period demand | liability estimated at $42,100,000 ears; 1 yea: 

ment of the parties 000. payment estimated at $52,000,- initial term; 

luced to writing. 000.8" Either party has “re- ment varyls 
| opener’ privilege to correct in- to | percent 4 
| equities in contract provisions. Maximum 


mitment ing 
ment, cand 
|} and replace 
mated at 


hivedaietateialletas | AEC may make temporary reduc- | AEC may make temporary reduc- | AEC credited at 0.2 mill per | AEC credited 
tions in demand at rate of 20 tions in demand to not less than kw.-br. AEC may make tem- kw.-hr. AX 
MW per month. Demand! 1,000 MW at rate of 20 MW per rary reductions. EEI then porary red 
charge is credited at rate of 55| month, and is then relieved of as option to buy at cost to has option 
cents per kw. per month of re-| %% demand charge. AEC; otherwise AEC may sell| AEC; othe 
duction in available power be- to others. | toothers. 
low contract demand. | 

Nomne........- “DORE |. ME SS 9 OEE EES mailto AEC can sell locally for project use | AEC can sell 


or transfer to other AEC site. or transfer 





t will continue until | To June 30, 1968 ...--| July 1, 1954, to Jar 1966, with | 25 years after commencement of | 25 years fromm 
ing generation units | automatic extension each Jan. 1 full-scale operation. Can be ex- Can be exte 
mimercial operation: for additional through tended for additional period not date of full 
Nos. 7 and 8, John | Jan. 1, 1977, if er party to exceed life of equipment. then additid 
. Land 2, and Gallatin | notifies other 5 years prior to exceed life ¢ 


expiration date of inte 
minate on expiration date. 
Gradual reductions in demand 





AEC pays 77.4 percent of annual 

cost of replacements not in excess 

| of }4 of 1 percent of construction 

cost annually. AEC to approve 

any replacement in excess of 
$100,000. 


AEC pays 774 
cost of rep 
4 units not 
cent of plas 
of cost of 
and 6th wu 
over }4of 1 
AEC to a 
ment in ex 


make available 
rom 


sd ie apiaigiien lat 
each Kingston | 
Nos. 2 through 8 and | 
AV AR additional de- | 
ipon the availability | 

nal reactive from the 
— plant. 0.3 | 
Percent load factor j 
sach K VAR in excess 








These interim rates apply to the permanent contract period 
* In addition AEC wilt make TVA whok long-te 
i¢ellation. Cost estimated by TVA not to exceed 2 total of $9, 
dacah 





of the annual capacity charge AEC pays company $534,250 which is estimate 
Federal income taxes at rate of 52 percent per annum on $495,000 net return 
O00. This is subject to prospective adjustment for changes in cost of facilitic 
income tax. 

icludes any power costing more than rate for permanent power. 

reduced by i mill as each of first 3 units in Shawnee station comes into opera 


‘ 
on 23885 on 


! Cancellation costs on or before Aug. 1, 1955, limited to $9,500,00 
¢.. ad $40,000,000 for OVEC. 


0 
































DNTRACT (TERMS 
E. E. Inc.—Paducah 
)VEC—Por 
Base Combined 
Rue’ OR in ake Scans ce) VONURD Beng oo once onal 1,000, CREO. 
8 Ee 15,452,640,000....... 
Ne Tae | 11—200 MW.....- 
po A sen beeebeose --| 96.14 percent. ....-. 
.81 percent 96.14 percent. ...-... 
$155, 300, 000 $338, 938, 00C 
* aoe 371, 184, 006 
, 17, 100, OO 
$131, 200, 000 $197, 600, 000 | aegis 
odeonapliindh a = 000 ar = = | 368, 284, 006 
oanicnhond ‘ , 200, | 20, 000, 006 
131, 200, 000 ——— 197,600, 000 | ee 
($1.14) *._] $1.201 per kw. per month ($1.444) 4.} $1.365 per kw. per month ($1.513) ¢ $1.476 per kw. ber 
= | per kw. per mont 
r. (1.502 | 1.679 niliis per kw.-hr. (2.018 | 1.909 mills per kw.-hr. (2.115 | 2.064 1 sills per | 
‘ ; : 
mills). mills) | mills 
3 mills) *_} 1.76 mills per kw-hr. (1.91 mills) *..| 1.76 mills per kw.-hr.$ (1.91 mills) | 1.702 mills per kw.-l 
b.62 mailis, | 3.439 mills per kw.-br. (3.928 | 3.669 mills per kw.-hr. (4.025 | 3.766 mills per | 
mills).? mills) .? } mills).? 
3.478 mills per kw.-hr. (3.986 | 3.717 mills per kw.-hr. (4.090 | 3.818 ills per } 
mills, at 19.5 cents fuel) .? mills, at 19.5 cents fuel) .? | mills, at 19.32 cen 
--------| $14,929,825 ($17,127,000) 2__......- $23,453,631 ($25,807,900) 2. _ . | $58,995,179 ($61,997, 
for each | 8 cents per kw. per year per 1 per- | 10.5 cents per kw. per year per | AEC shares cost b 
yhange in cent change from $90,000,000. 1 percent change from $159,700,- capacity ratio (9 
age Janu- This is 77.78 percent increase. 000. This is 79.39 percent of cost | 
1955 from increase. 
december 
percent or 
hat BLS | AEC shares cost based on ratio of | AEC shares cost based on ratio of | AEC shares cost b 









d electric 
bre or less 


AEC demand to average station | 
capability. 


for any 
juired by 
pcause of 
contract. 


AEC shares cost in ratio of de- 
mand to average station capa- 
bility. 


that fuel 
. is more 


AEC shares costs in proportion to 
use, 


















* at price 
cable at 


$1.20 per kw. per month; 6 mills 
per kw.-hr. 


{any year 
months’ 
of power 

’. De- 
last 

V the pre- 
faximum 
onsisting 

id demand 

it $52,000,- 
has “‘re- 
trect in- 

rovisions. 


1 year notice and cancellation pay- 
ment equal to 28 percent of con- | 
struction cost minus amount of 

long-term debt retired at can- 
cellation date. Maximum can- 
cellation commitment including 
notice period payment, cancel- 
lation payment and replacement 
liability estimated at $42,100,000. 








AEC credited at 0.2 mill per 

kw.-hr. AEC may make tem- 
rary reductions. EEI then 
option to buy at cost to 
= otherwise AEC may sell 


) MW_per 
elieved of 





AEC can sell locally for 


project use 
or transfer to other A 


C site. 


1966, with 
ach Jan. 1 

through 
her party 

prior to 
pnt to ter- 
on date. 


25 years after commencement of 
full-scale operation. Can be ex- 
tended for additional period not 
to exceed life of equipment. 





AEC pays 77.44 percent of annual 












cost of replacements not in excess 
of } of 1 percent of construction 
cost annually. AEC to approve 


= replacement in excess of 


These interim rates 
In addition AEC w 


ducah. 


AEC demand to average station 
| 


de capacit) 
capability. 


ratio. 


| AEC shares cost b 
capacity ratio. 


AEC shares cost in ratio of de- 
mand to average station capa- 
bility. 


AEC shares costs in proportion to | AEC shares cost in 


use. use. 
| 
| 
$1.20 per kw. per month; 6 mills | $1.30 per kw. per n 
per kw.-hr. per kw.-hr 
500 MW, 1 year notice and can- | 2 years notice. A 
cellation payment equal to 28 payment varyil 
percent of construction cost | months’ demand 
minus amount oflong-termdebt | il-year period 
retired at cancellation date.| Maximum cane 
235 MW. 3 years’ notice Ist 10 | mitment, incindi 


years; 244 years’ notice next 5 | 
years; 2 years’ notice next 5 
years; 1 years’ notice remainder 
initial term; cancellation pay- 
ment varying from 25 percent 
to 1 percent of outstanding debt. 
Maximum cancellation com- 
mitment including notice pay. 
ment, cancellation yment 
and eo > liab ity esti- 
mated at $68,600,000. 

AEC credited at 02 mil] per 
kw.-hr. AEC may make tem- | 
— y reductions. EEI then | 

option to buy at cost to 

AEC; otherwise AEC may sell 

to others. 


iod p syment, can 
ment, replacemen 
coal cancellation ¢ 
at $147,300,000."' ™ 


AEC 
kw.- 


credited at 
hr. 


AEC can sell locall 
project use; or ti 
new Governmen 
over 20,000 kw. 

| 25 years from date of 

option to extend t 

date of full-scale | 

then additional 
exceed life of equi 


AEC can sell locally for project use | 
or transfer to other AEC site. 


25 years from date of contract. 
Can be extended to 25 years from 
date of full-scale operation, and | 
then additional period not to | 
exceed life of equipment. | 


AEC pays 77.64 percent of annual 
cost of replacements on first 
4 units not in excess of 4 of 1 per- 
cent of plant cost; 84.54 percent 
of cost of replacements on 5th 
and 6th units, AEC to approve 
over }4 of 1 percent of plant cost. 
AEC to approve any replace- 
men in excess bes wae 000. 


AEC pays 96.14 per 
cost of replaceme 
ceed + of 1 percen 








apply to the permanent contract period. 2 R. 
make TVA whole on losses on long-term coal contracts due to AEC mum ¢ 
cellation. Cost estimated by TVA not to exceed a total of $9,000,000 for both Oak Ridge and u a 

growth 
Cancellation costs on or before Aug. 1, 1953, limited to $9,500,000 for T V A, $7,500,000 for E. E., MAL 


- and $40,000,000 for OV EC 





Sour 





\— Portsmouth MVGC—AEC 





cpetmansbecaracnenteled 600,000 kw (plus or minus 60 to 65 percent of plant capability above or 
below 650,000 kw). 


5,200,000,000 kw.-hrs, 
3-217 MW. 








100 percent, 
$104,115,000! 
$104,115,000. 
$2,000,000. 
————— $388, 284, 000 
284, 000 $99,915,000, including $22,553,000 bank loans, 
388, 284, 000 
w. per month $1.541 | $1.257 per kw. per month, 
month). 


per kw.-hr. (2.154 | 1.741 mills per kw.-hr. 


r kw.-hr. (1.80 mills).| 1.863 mills per kw.-hr. (at 19 cents per million B. t. u.); 0.285 mills per 
kw.-hr. (reimbursement of State and local ad valorem and State in- 
come taxes). 

per kw.-hbr. (3.954 | 3.989 mills per kw.-hr. 


per kw.-hr. (4.012 | 3.989 mills per kw.-hr. (includes 0.055 mills per kw.-hr. income taxes or 

32 cents fuel).* replacements). 

51,997,000) 2. _...... $20,746,800. 

cost based on AEC | Annual AEC demand charge increased or decreased $28,025 

atio (96.14 percent). $1,000,000 by which cost facilities plus $3,135,000 is creat ) 
$107,250,000. Maximum annual upward escalation cost $273, 





cost based on AEC | $4,000 per month for each 4 cents that BLS index of earnings In gas and 
tio. electric industries is more or less than $1.97 


cost based on AEC | Escalation for plant cost includes a component to cover insurance. 
tio. State and loca] taxes, and Federal taxes other than income, arising 
from contract performance are reimbursed by AEC.* 


ost in proportion to | For each 1 cent by which cost of coal delivered (unloaded) is greater or 
less than 19 cents per million B. t. u. the demand charge is increased 
or decreased $3,500 per month for no load fuel and the energy charge 
is increased or decreased 1/11 mill per kw.-br. 


per month; 6 mills | There is no provision for interim power. Under a collateral agreement 
| the sponsoring companies or subsidiaries will provide 100,000 kws 
of firm capacity from 36 months after effective contract date to date 
of commercial operation of first generating unit. Rate will be 3.95 
mills per kwh. at 98 percent load factor plus any applicable State and 
local taxes subsequently enacted capable of direct distribution. 


ice. A cancellation | After commercial operation of 3d unit or 42 months from contract date 
varying from 28| AEC may cancel on 3 years’ notice; thereafter company absorbs de- 
mand to none over a mand at rate no less than 100 MW per year. During 3-year notice 









eriod is required. and maximum 5-year absorption AEC may use power not absorbed or 
cancellation com- assigned to other Government agency; or if power relinquished de 
neluding notice per- mand charge toAEC is reduced up to $1,500,000 per year faximum 


nt, cancellation pay- | cancellation payments for unused demand and pro rata share of taxes 
wement liability and | approximately $50,000,000." Also AEC can cancel prior to com- 
ation costs estimated mercial operation 34 unit. If notice delivered before expenditures 
00.11 3 | plus costs of cancellation of commitments exceed $40,000,000 notice 
effective on delivery and AEC pays net cancellation costs. Notice 
delivered after $40,000,000 exceeded is effective 3 years after operation 
3d unit, but company will start at once to absorb capacity as rapidly 
as sponsor system growth permits. 


od at 0.2 mill per | None. 





| locally to others for | AEC can resell or dispose of power to successor operator or any Govern- 


; or transfer to any ment agency at project site. If not required at project AE‘ an 
rnment requirement transfer in 7,500 kw. or larger blocks to any new requirement at 
kw. Government installation not previously served by sponsors. 


date of contract, with | 25 years from date of commercial operation of Ist unit. 
‘tend to 25 years from 

-seale operation, and 

tional period not to 

of equipment. 


3.14 percent of annual | AEC reimburses costs of replacements up to 4 of 1 percent annually 
lacements not to ex- of plant cost on cumulative basis. AEC to approve any replacement 
percent of plant vost. in excess of $100,000. 


pcan ..---.-.----| Company to supply such reactive power as is applicable to a 93 percent 
power factor of contract capacity in effect. 





2 R. E. Moody’s letter of Feb. 11, 1953, gave $59,500,000 corresponding to $59,600,000 and a maxt- 
mum of $68,600,000 before full-scale operation. 

Cancellation cost may be reduced by reduction in AEC demand if power companies system 
growth exceeds 6 percent from Jan. 1, 1955, and also in year before cancellation date. 

4 Also AEC pays necessary expenses of cancellation to 3d parties such as coal suppliers, esti- 
mated by AEC not to exceed $3,000,000. 


Source: Reports Branch, Budget and Reports Division, Mar. 1, 1954; revised Aug. 20, 1954. 
54602—54 (Face p. 892) 
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APPENDIX 11 







































COMPARATIVE ANALYSIS OF AEC 


POWER CONTRACTS 








A. 





INCREASES AND DECREASES IN CAPITAL COSTS OF FACILITIES 








The MVG contract provided for AEC sharing increases and decreases in 
capital costs above or below a target estimate on a 50-50 basis. The AEC’s 
participation in increases is limited to a maximum increase of approximately 
9 percent of the cost above the target estimate, but there is no lower limit to 
AEC’s participation in any decreases of such cost. This contract therefore 
contains a considerable risk to the MVG in case the target estimate is exceeded 
On the other hand, if actual costs are less than the target estimate, MVG 
realize additional benefits, 

Under the TVA contract, charges to AEC are adjusted based on changes in the 
Engineering News Record index occurring in the construction period. The 


may 


use 
of an index as basis for adjusting AEC’s charges involves certain risks to TVA 
in that it may not be fully compensated for increases in costs above the estimated 
construction cost on which the rate was based, for example, the actual percentage 
increase in construction cost may be greater than increase in the index. Con- 
versely TVA stands to benefit if its construction costs stay within its estimate 
and the index increases. AEC’s liability is not limited to any percentage 
increase in the index. 

The OVEC and EEX increases and decreases in capital requirements over the 
base contract estimate are shared by AEC at approximately cost. 

The following table shows the estimated cost of facilities to supply AEC 
power requirements : 


EEI (978 MW OVEC 





(2.200 MW MVG (650 MW 


Capability Dollars Dollars Dollars 


Generating plant: 





Contract estimate $128, 088, 700 128 | $278, 051, 000 126 $95, 074, 000 146 
Present estimate 176, 873, 118 177 306, 521, 000 139 
Ste p sub: 
Contract estimate 6, 358, 000 6 25, 461, 000 12 4, 877, 000 8 
Present estimate 10, 087, 344 10 25, 019, 000 12 
Subtotal, plant and sub 
Contract estimate 134, 446, 700 134 303, 512, 000 138 99, 951, 000 154 
Present estimate 186, 960, 462 187 331, 542, 000 151 
rransmission facility: 
Contract estimate 4, 553, 300 5 1 35, 426, 000 16 4, 164, 000 6 
Present estimate 6, 239, 538 6 1 40, 742, 520 19 
otal: 
Contract estimate 2 139, 000, 000 142 338, 938, 000 154 104, 115, 000 160 
Present estimate 


193, 200, 000 





, 709 


1 Includes cost of Pierce and Dearborn switching stations 
2 Joppa 1 initial contract estimate, May 4, 1951, $87,000,000. Joppa 
1952, $52,000,000 


3 Bechtels estimate, June 30, 1954 


2 initial contract estimate, Oct. 15, 


Estimated costs of TVA plants are as follows: 


. 4 , Total esti- Capability Dollars per 
Name of plant in expansion contrac ste ’ ars } 
he Of plants I aes Gennes mated cdst kilowatts kilowatt 


Kingston 


i dale . ‘ $213, 000, 000 1, 600, 000 133 
Shawnee 216, 500, 000 | 1, 500, 000 144 
Gallatin 85, 000, 000 | 500, 000 170 
Sevier 96, 000, 000 | 600, 000 160 


| | 





Note.—Estimated cost and capability are taken from TVA report entitled “Report of the Chief Engi- 
neer, Fiscal Year 1953.” 
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TVA generating units justified to serve the AEC expansion load at Oak Ridge 
and Paducah are shown in the table below based on above cost per kilowatt: 


Estimated 


Unit Contract Capacity | cost based 
- MW (MW) on capa- 
bility 
Millions 
Oak Ridge Kingston 7 185 200 $26. 6 
Kingston 8 185 200 26. 6 
John Sevier 1 180 200 32. 0 
John Sevier 2.... 185 200 32.0 
Gallatin 1 150 165 28. 0 
Gallatin 2 145 170 29.8 
lotal 1,030 1, 135 174.4 
Paducah Shawnee 7..-.- 135 150 21.6 
Shawnee 8 135 150 21 
Shawnee 9.... 135 150 21.6 
Shawnee 10 135 150 21.6 
Gallatin 1 sO 85 14 
Gallatin 2 85 80 13.6 
a i ts 705 765 114.5 
Grand total. 1, 735 12,900 288. 9 


‘ Gives 9.8 percent reserve. 


TVA estimated cost of facilities to serve the total AEC load at Oak Ridge and 
*aducah in the amount of 2,935 MW is as follows: 


Re OE iirc $485, 000, 000=$150 per kilowatt * 
ECG on ciddilit a mescicsempenintmeeetd 50, 000, 000—= 15 per kilowatt 
Et cceceieemenenme 535, 000, O0OO— 165 per kilowatt 


1 Based on 2,985 MW-+10 percent reserve =3,228 MW. 


TVA estimates submitted to the Congress at the time of the request for funds 
for the supply of the initial 500-kilowatt load at Paducah are as follows: 


Shawnee 1 through 4 (600 MW) -------------_ $88, 500, 000—$147 per kilowatt 
I icicles cchlbindaiinadiitlhs anil cntnniiblinitalil 13, 000,000= 21 per kilowatt 
a aan lai 101, 500, 000O—= 168 per kilowatt 


On January 8, 1954, the fourth unit of the Shawnee plant was placed in 
commercial operation. TVA has informally advised us that the actual cost of 
the plant is within the estimate. 

To supply the expansion load at Paducah and Oak Ridge, TVA submitted 
to the Congress a request for funds amounting to $290,000,000 for the units 
listed above and $15,000,000 for transmission, making a total of $305,000,000. 
It is believed no allowance has been made in the above costs for cost of financing 
to Government, insurance or interest during construction. 


B. OPERATION AND FIXED MAINTENANCE EXPENSE AND INSURANCE 


Eapenses.—These expenses are included in the TVA and MVG contracts at 
a fixed rate. Any increases in these expenses above those allowed for in the 
rate must be borne by the utility to the extent they are not covered by the 
escalation based on the BLS index. If actual expenses should prove to be less 
than the estimate, the excess revenues are retained in their entirety by TVA; 
whereas under the MVG contract excess revenues are split with AEC on a 50-50 
basis with the utility paying income taxes to the Federal Government on its 
share, provided that a net excess of revenue overall expenses is realized by 
the company. The OVEC and EEI contracts provide for AEC paying for these 
expenses at cost. 
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C. ESCALATION FOR FUEL COST 


rVA escalation for changes in fuel cost is reflected in the energy charge by 
‘ idjustment of 0.01 mill per kilowatt-hour for each variation in cost of fuel, 
ner million B. t. u., of 0.1 cent. The basic fuel prices are 18.5 cents per million 

u. at Oak Ridge and 17.5 cents per million B. t. u at Paducah. (The 
0-MW load at Oak Ridge varies slightly in that two escalations are provided 

).05 mill for variation of 1 cent for fuel cost, one with a base fuel cost of from 

5 to 20.5 cents, the other based at 18.5 cents.) 

Actual (January 1, 1954—July 1, 1954) applicable fuel costs are about 18.5 
ents at Oak Ridge and 16.77 cents at Paducah. This results in no escalation 
at Oak Ridge and a downward escalation of 0.07 mill per kilowatt-hour at 
Paducah. 

OVEC escalation for fuel cost is based on a direct prorate to AEC and OVEC 
he actual fuel cost of energy used. OVEC estimates fuel cost at 19.32 cents 
million B. t. u. The contract energy rate was based on 17% cents fuel cost. 

EEI escalation for fuel cost is also based on a direct prorate to AEC and EEI 

the actual fuel cost of energy used. EEI estimates fuel cost at 18.9 cents per 
lion B. t. u. Negotiations are under way to reduce these costs. The contract 

energy rate was based on 17% cents fuel cost. 

MVG escalation for 1 cent variation in fuel cost is the sum of $3,500 per month 

- no load fuel and 4; mill. At 5.2 billion kilowatt-hours per year, the cost 
er kilowatt-hour would be— 

For no load fuel 

12 « $3500 ; : 

> —==0.0081 mill per kilowatt-hour 

For energy 41 mill=0.0909 mill per kilowatt-hour. 
Potal is 0.0990 mill per kilowatt-hour. 


D. ESTIMATED TAX COSTS 
The following table shows the estimated taxes to be paid by utilities supplying 
the AEC load: 
Estimated tax costs by power companies supplying gaseous diffusion areas 


(Thousands of dollars] 


Federal income taxes ! State and local Total 


Company | 
Total com-| AEC por- | Total com-| AEC por- | Total com-| AEC por- 


pany tion pany tion pany tion 
OVEC.... $1, 418 $1, 363 | $1, 581 $1, 446 $2, 999 $2, 809 
Mills per kilowatt-hour--.|...-.- 0.09 0.09 |.... 0.18 
EEI $354 $297 $1, 255 $1, 050 $1, 609 $1, 347 
Mills per kilowatt-hour- ; Ce Bienes og 0. 24 
MVG : $536 $536 $1, 455 $1, 455 $1, 991 $1, 991 
Mills per kilowatt-hour- Aap 0.10 aa | 0. 28 reves 0. 38 
IVA ose atheoukea 0 0 0 0 0 0 
Datel uci ene eects $2, 308 | $2, 196 $4, 201 | $3, 951 $6, 599 $6, 147 
| 


! Does not include possible Federal] income taxes on replacements. 


EEInc. Contract No. AT (40—1-1312) 


Section 3.06, Adjustment for Taxes and Insurance. 1. * * * The total ex- 
penses of Company for taxes * * * attributable to ownership and operation of 
facilities * * * (other than Federal income- and excess-profits taxes * * *) 
properly chargeable to account 507 * * * of the Uniform System of Accounts 
shall be determined * * * and the base monthly demand charge shall be adjusted 
* * * to reflect the portion of such expenses chargeable to AEC, determined by 
applying to such expenses the ratio of the AEC contract demand * * * to the 
average net capability of Company’s generating station during such month. * * * 
The foregoing provisions * * * are subject to the proviso that: 

(a) The cost of any taxes that are now or may hereafter be levied on revenue, 
energy generated or sold, or on any other basis capable of direct distribution 
Shall be allocated directly to AEC. * * * 
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3. If Company is unable to obtain a satisfactory ruling * * * permitting 
it to deduct depreciation for Federal tax purposes (which shall include exces 
profits tax) * * * on a 25-year sinking-fund basis * * * there shall be included 
in the total expenses of Company * * * an amount necessary to provide company 
earnings * * * after all taxes, including Federal income and excess-profits taxes 
not less than would have been available to company. * * * 

Total cost estimate of annual taxes for entire plant (February 2, 1954) : 


Personal property and real estate $608, 000 
State capital-stock tax 608, 000 
Illinois franchise : 5 3, 100 
Kentucky personal property 30, 000 
Kentucky franchise 6, 150 

Total . ; 1, 255, 250 


Cost to AEC, 83.7 percent of total=$1,050,644—0.17 mill per kilowatt-hour. 
OVEC Contract No. AT—(40—1)-1530 


Section 5.04, Adjustment of Base Monthly Demand charge * * * 3. * * * after 
the close of each calendar month the following components of costs * * * sha 
x 


be determined and recorded. * * * 
(c) * * * the total expenses for taxes, including all taxes on income * 
properly chargeable to Account 507 * * * of the Uniform System of Accounts 
(x) The cost of any taxes that are now or may hereafter be levied based 
on revenue, energy generated or sold or on any other basis capable of direct 
distribution shall be allocated to AEC and Corporation in amounts reflecting 
the proper share of each. * * * 

4. The base monthly demand charge * * * shall be adjusted to equal the 
aggregate of (i) the product of the total of costs specified * * * multiplied 
by the AEC capacity ratio * * * plus or minus (ii) the net amount of charges 
for credits * * * pursuant to * * * Section 3.08 [use of capacity by corporation 
and AEC]. 

Section 3.07, Reimbursement for Cost of Replacement * * * If corporation 
is unable to secure a satisfactory ruling to the effect that amounts paid by AEC 
in reimbursement of replacement costs do not constitute taxable income * * * 
AEC shall pay * * * such amount * * * which, after provision for all taxes 
on income shall equal the costs of the replacements reimbursable by AEC. * * * 


Estimate of annual taves 
Reimbursed by AEC: 
Federal income taxes - ; juntas lipiarducnpespasaadet tetrocetsicm aE n OOO 
Other taxes__ wee mm ‘ ; . 1, 446, 000 


Total (0.18 mill per kilowatt-hour) ame 





Paid by corporation : 
Federal income taxes__ ~~~ 4 ; ‘an 
Other taxes a hestiiisdincecthidiincll idle me 


55, 000 
135, 000 


Total (0.30 mill per kilowatt-hour) ~----------~-- 190, 000 


MVG 


Federal income taxes are not reimbursed under this contract. Ineluded in 
the annual capacity charge is an amount of $536,250 which is the cost contem- 
plated to the Company of Federal income taxes at a 52-percent rate. Adjust 
ment is provided for, changing this component of the capacity charge if the 
tax rate changes. Such adjustment will be applied prospectively by estimating 
at the beginning of each quarter the tax payable on a 9-percent return on 
$5,500,000 equity. Prospective adjustments also provide for tax changes brought 
about by the ecapital-cost-provision adjustment and the adjustment for taxes on 
payments made for replacements. State and local taxes, with certain excep- 
tions, are reimbursed by AEC under this contract. 

TVA contracts Nos. AT—(40-—1)—1628 and 1629 
5. * * * In the event that Authority is required by any law enacted after 
January 1, 1953, to pay any amounts for or in lieu of taxes which it would not 
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have been required to pay except for the supply of power hereunder, including 
without limitation any payments resulting from Authority’s ownership or op- 
eration of steam-electric generating and other facilities required for such supply 
of power, Commission will reimburse Authority for such payments. * * * 


Federal taxes on replacement payments 


{mounts shown in the above table do not include possible taxes for replace- 
ments. Under the EEI, OVEC, and MVG contracts, provision is made for com- 
pensating the Company for income taxes on payments made for replacements if 
the Internal Revenue Service rules that such payments are subject to tax. 


BEI and OVEC 


faxes paid on replacement payments made AEC are reimbursed to the 
Company at cost. 

UVG 

{ separate adjustment is provided for the estimated Federal tax costs on 
payments estimated to be paid for replacements. 

tmortization and Interest. The MVG contract rate is based on 30-year 
amortization of company’s indebtedness at 314 percent interest on a sinking-fund 
basis. During negotiation meetings company has stated that the actual rate of 
interest will be about 3.6 percent. However, the capacity charge is based on the 
314 percent basis of the proposal. During the contract term of 25 years AEC will 
only pay through the demand charge approximately 75 percent of the 
indebtedness. 

The TVA rate includes an allowance for fixed charges which will amortize the 
cost of the plant in 28 years assuming 4 percent interest on a sinking-fund basis. 
rhe OVEC rate is based on amortizing the facilities in 25 years at 3% percent 
interest. The EEI contract is based on a 25-year sinking-fund amortization with 
interest of 5 percent on the first $100,000,000 of plant, 444 percent interest on the 
next $30,000,000, and 3% percent interest on approximately $65,000,000. The 
contracts with OVEC, EEI, and MVG provides for AEC to participate in savings 
resulting from refinancing. 


E. EQUITY CAPITAL PROVISIONS IN OVEC, EEI, AND MVG CONTRACTS 


Che capital structure of the average utility is made up of approximately 50- 
percent debt and the balance in equity—preferred and common stock. Because 
of the nature of the AEC contracts with OVEC and EEI, the lending agencies 
financing the construction of the plants have not insisted upon this high a ratio 
of equity capital to debt. In the case of OVEC, the equity capital is $20,000,000, 
or about 5 percent of the total capital investment. In the case of EEI the initial 
equity capital is $6,200,000, or slightly less than 4 percent of the total investment. 
For the MVG proposed contract, $5,500,000 equity is being provided, or approxi- 
mately 5 percent. 

OVEC contract 

The contract with OVEC provides that earnings on equity capital of 8 percent 
after Federal taxes on income will be included in the costs on which the rate for 
power is computed. However, so long as the capital requirements of the company 
do not exceed $440,000,000, the capital stock which may be issued is limited to a 
total of $20,000,000. Thus the Commission’s liability for payments to cover 
earnings on equity capital after taxes is limited to the 8 percent, after Federal 
taxes on income, payable on the $20,000,000 initial equity capital investment. If 
more than $440,000,000 of total capital investment is required to construct the 
plant and provide for the required working capital additional stock may be 
issued up to 5 percent of the total additional capital requirements and the power 
rates will be adjusted to reflect an 8-percent return on 5 percent of the total 
capital. 

EEI contract 

The corporations’ total earnings, including earnings from its non-AEC business, 
are limited to the extent that the total return on equity after taxes shall not 
exceed $508,000 on the $6,200,000 initial equity or 8 percent after taxes on any 
additional equity. Accordingly, AEC does not guarantee any return on EEI 
equity capital. 
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Such guarantee as exists is made by the sponsoring companies under their inter- 
company contract with EEI. This contract provides that all revenue require 
ments of EEI for interest, amortization, and operating costs not paid for by AEC 
and other customers shall be paid by the sponsoring companies for power de- 
livered to those companies. 

As noted above, the AEC-EEI contract (see sec. 701, p. 39) does limit the 
earnings of EEI. These earnings are limited to a net return after taxes of 
$508,000 per annum on the companies’ equity capital of $6,200,000. Any earn- 
ings in excess of the $508,000 are set aside in a special reserve. Upon expiration 
or cancellation of the contract with AEC, any amounts remaining in this reserve 
shall be applied to reduce the cancellation charges or shall be paid over to AEC 
or the U. S. Treasury. 

MVG contract 

The AEC-MVG contract is a fixed-price contract with provision for escalation. 
In arriving at the estimated capacity charge there was included an amount 
equal to 9 percent of $5,500,000 equity which is a return of $495,000 after taxes 
on Federal income. This return is not guaranteed by AEC. If plant-construc- 
tion costs exceed the target estimate the company must bear 50 percent ($28,025 
per $1,000,000) of the first 9 percent of such increase and 100 percent ($58,050 
per $1,000,000) for any increase over 9 percent with a resultant decrease in 
revenue to provide return on equity. Revenue to provide return on equity will 
also be decreased if actual operating expenses exceed the amounts estimated in 
the capacity charge. 

If construction costs are less than the target estimate, the return on equity 
will increase by $28,025 for each $1 million of decrease. If operating expenses 
prove to be less than the amount estimated, the amount of the decrease is split 
between AEC and company, thus increasing the return by the amount remaining 
after taxes. 

Earnings of Electric Utilities 

That the above estimated earning are reasonable is reflected by comparison 
with the average earnings on equity capital of all private electric utilities with 
revenues of over $250,000 per annum as shown in the Federal Power Commis- 
sion’s annual puublication “Statistics of Electric Utilities.” 





Earnings available Earnings available 

for common stock as for common stock as 

a percent of equity | Year—Con. a percent of equity 

hactnnestiminebibleeteents 10. 2| SIS, Sin cnniteiodiits abides 9.9 

\estedcabeennsthabadlbihi tte 10. 2 | I sadam cibisliaad wecliheshaintitiatatnctsiin: teenies 

neti wiser 9.5 Rohe intestate thei antinnaenesten tins 

incinmnminds (AO ye er ae a ey ae 8.2 
kctintipads ow (OG 





(Nore.—For the purpose of these calculations, “earnings” are considered as the amount 
available for payment to the common-stock holders from net income after payment of 
preferred dividend payments; these earnings are applied to the “‘common equity” which is 
considered as the par value of the common stock outstanding plus the earned surplus of 
the corporation. ) 

Another approach to the rate-of-return question is to compare the total of all 
forms of return on investment (that is, the earning paid on the equity capital 
plus the interest paid on bonded indebtedness plus dividends on preferred stock) 
to the total capital investment. Regulatory agencies usually limit utilities to a 
return of approximately 6 percent on their rate base. This is an overall rate ot 
return on the different types of capital varying from 3 percent to 4 percent on 
bonded indebtedness, 444 percent to 4% percent on preferred stock, to 8 percent 
to 11 percent on equity capital. Assuming a capital value of $100,000,000 for a 
utility company with the breakdown of capital structure of 35 percent common 
stock, 15 percent preferred stock, and 50 percent bonded indebtedness and using 
the highest rates for interest on bonded indebtedness and dividends on preferred 
stock, a 6 percent return for such a utility would permit a return on the equity 
capital of 9.4 percent. Making the same calculations for the OVEC and EEI con- 
tracts and using the 8.0 percent and 8.2 percent return on equity in the respective 
eontracts, the overall rate of return on capital investment is 4.0 percent for the 
former and 3.6 percent for the latter as compared to the 6.0 percent usually 
allowed by ratemaking bodies. For MVG the return on equity is assumed at 9 
percent and the overall return on capital investment is estimated at 3.9 percent. 
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Assumed example $100,000,000 financing using average figures of ordinary 


utility 
| eet 
Percent of | . Percent Dollar 
| total capital Capital return return 
Millions Millions 
mon. . niente bate 35. 0 $35. 0 9. 39 $3. IR7 
Preferred $ ‘ 15.0 15.0 4.75 713 
Bonds ‘ = _ “ 50. 0 50.0 4.00 2. 000 
Dott dcsccnconncssétaveesuseneneees ‘ 100. 0 100.0 6. 000 
Total dollar return (6.000) . 
- = ~ - =6.00 percent 
Capital (100,000) 
Approximate calculations for contracts with— 
: oe Capital Percent etre 
, , (millions return . — 


(millions 


capital 


Electric Energy, Inc.: 


Equity 3.1 $6. 2 8.2 $0. 508 
Bonds 
Base _- \ 96.9 |f 127.7 3. 0-444 4. 246 
Expansion... j \ 63.7 3.7 2. 389 
TOME os 100. 0 197.6 7.143 


otal dollar return (7,143 
Capital (197.600 
Ohio Valley Electric Corp.: 


=3.61 percent 


Equity - 5.2 20.0 8.0 1. 600 
Bonds be 94.8 368.3 4. 0-3. 75 13. 943 
Total alin 100. 0 388. 3 15. 543 


tal dollar return (15.543) 


~ = ==4 () percent 
Capital (388.3) 


MVG 
Equity 5.1 5.5 9.0 495 
Bonds and bank loans- 94. 2 99. 9 3. ¢ 3. 596 
Interests on equity during construction - - . 7 7 3. € 025 


Total 100. 0 1106.1 4.116 
Total dollar return (4.116 


=3.88 percent 
Capital (106.1 oe 


1 Excludes $1,135,000 for Arkansas Power & Light Co. facilities. 


The following data relate to the equitable percentage to be applied to the equity 
capital invested in Ohio Valley Electric Corporation. The contract with AEC 
provides for a return of 8 percent per year on the equity after all income taxes. 

The 8-percent return is on the low side as indicated by the following: 

(1) The listed common stocks of the eight operating utilities involved directly 
in the contract over the five years, 1947-1951, have sold on an earnings-price ratio 
consistently higher than 8 percent. 

The tabulation below shows the average earnings-price ratio for the operating 
companies in the group whose stocks were listed during the period: 


Percent Percent 
SOT icici ia a ret es SI Schacht instemsansaiecaai an 10.18 
Si iscictiaksiaieia tenia aaa cia satciticasasiaedimas TE I id es cscssncenctedtncencncsaihtcaninminnieectieiebssticihaaly 9.04 
rca iain sic biitisinabiamindiniatinaas 11.43 


The earnings-price ratio, which is the earnings for the year divided by the 
average of the high and low market price for the year, is generally regarded by 
utility commissions as the basic criteria for measuring the cost of equity capital. 
On this basis, therefore, the cost of equity to OVEC, which is a reflection of 
the cost of equity to the companies submitting the proposal to the AEO, should 
exceed 8 percent. 
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Co, 


Including American Gas & Electric Company and West Penn Electric Com- 
pany, the average earnings-price ratio for the companies involved over the five 
years, 1947-1951, has been as follows: 


Percent Percent 
1947 ee ee te ; : 7 10.55 
1948 bs Sneseeicliassgaas|, SE Ee 7 ‘ tinkehs ono sie 
1949 ae . 11.89 | 


NoT! The above average earnings-price ratios represent those for the 


stocks of com- 
panies publicly held during this period. 


Tabulation showing figures by companies is attached. 

While the stocks of most of the companies in the group were not listed in 
prior years, so that the cost of equity money to this group for a long period 
of years is not available, studies of earnings-price ratios of common stocks of 
varying grades of predominantly electric utilities clearly indicate that an 8 
percent earnings-price ratio is on the low side for a mixed quality group of elec- 
tric utility common stocks in pre-World War II years. 

(2) Compared with the earnings-price ratios at which electric utility stocks 
of companies in the United States as a whole sell, the 8-percent figure is 
low. ‘The tabulation below, which lists the average earnings-price ratio for 
high and better grade and medium grade common stocks (currently including 
the stocks of more than 100 companies) shows that in none of the last five years 
was the average as low as 8 percent. 


Percent 


Percent 
1947 ; anne Us | 1000 au , ea 
1948 ... 10. 25 | 1951 8. 63 
1949 wa Se 


(3) The relationship between a 3°4-percent rate on the 25-year sinking-fund 
debt and an 8-percent rate on the equity is a narrow relationship, judged by 
current and recent relationships between the cost of debt money and equity 
capital. 

For example, 30-year electric utility bonds rated A, with only a relatively small 
sinking fund generally satistied by property, in 1951 sold on a yield basis averag- 
ing approximately 8.15 percent, compared with an average earnings-price ratio 
for utility common stocks of 8.63 percent. With a 5%-percent rate on debt, a 
return on equity of well over 9 percent could reasonably be anticipated. 

(4) The returns on equity earned by the industry as a whole and by the 
companies participating in the AEC proposal, as indicated by earnings-price 
ratios are a reflection of the risks involved in these equity investments. ‘The 
risks involved in the equity investment being made by the participating com- 
panies are somewhat different, and must be appraised in the light of the risks. 

The companies are making an investment in an equity which is junior to a very 
large debt investment. As a protection for this investment in a thin equity, the 
contract provides for rates which will make possible the retirement of the debt 
over a 25-year period, and which contains provisions which are designed as a 
protection against the effects of cancellation. 

Even allowing for the shielding effect of these protective clauses, however, 
the equity investor in OVEC runs the risk of the adverse effect on his position 
of a cancellation during a period of low general business activity in the area 
in which the available power, not required by the AEC, must be absorbed. 
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Earnings-price ratios of publicly held common stocks of companies involved in . 
proposals of May 12, 1952, to AEC, 1947-51 


[Percent] 


1947 1948 1949 1950 1951 

A rican Gas & Electric 11.06 11. 04 10. 55 9. 82 18.07 
Cincinnati Gas & Electric 7. 56 11. 65 11. 87 9. 04 28 08 
Columbus & Southern Ohio Electric i 10. 33 10. 12 11. 87 11.19 9.10 
Dayton Power & Light 9. 08 9. 27 10. 62 9. 58 8. 66 
Kentucky Utilities 13. 49 12. 22 10. 00 
Lou lle Gas & Electric_- ( 12. 25 11.78 9.18 10. 44 
or Edison 4. 69 10. 20 9. 75 10. 00 8. 45 
Southern Indiana Gas & Electric 10. 60 10. 05 8. 80 
loledo Edison ( ( 9. 28 8. 77 
West Penn Electric (3) (4 516.50 14. 28 10. 69 

Arithmetical average 9. 54 10. 91 11. 89 10. 55 9.11 


A 5 percent stock dividend was paid in 1951 which affected the market price 
2 A 5 percent stock dividend was declared in November 1951 and paid in bebruary 1952. 
Not publicly held during period. 


‘ Plan of corporate simplification of the holding company system consummated in September 1949. 
5 Based on reported consolidated net income Such i a 
result of the consummation of the plan of corporate simplification and the refinancing plan of the company 
in September and October of that year. If net income is reduced by $1,315,970, the earnings-price ratio 


would be reduced to 14.51 percent. 


necome for 1949 was increased by $1,315,970 as 





Not Earnings-price ratios represent the relationship of annual earnings per share common stock 
based on the average number of shares outstanding during the year) to the average of annual high and low 
common stock market prices. 


Earnings for the sponsoring companies of MVG during the period of 1950-5: 
are shown in the following tables: 


Middle South Utilities, Inc-—Summary of earnings on common stock 


(Thousands omitted] 


1950 1951 1952 1953 
Average common stock equity of Middle South Utilities, Inc., 
and subsidiaries consolidated as derived from capitalization 
table shown on pp. 26 and 27 of 1953 annual report $110, 138 | $121, 238 | $134,418 | $151,117 
Less: Minority interest in subsidiary -_-.- 1, 523 1, 646 1, 677 1,711 


Average common stock equity applicable to investments 
of Middle South Utilities, Inc 


108, 615 119, 592 132, 741 149, 406 
Equity of Middle South Utilities, Inc., in net income of sub- 
sidaries (pp. 26 and 27 of report) 11, 208 12, 078 13, 651 15, 693 
Earnings on Middle South Utilities, Inc., common stock (per- 
cent 


10.3 10. 1 10.3 10.5 
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Mississippi Valley Generating Co.—Southern Co. system, 4 operating companies 


combined 


Year 


F. EXCESS 


Under the MVG contract 60/65 of actual capability in excess of 


| | 
| Average | 
equity 


Combined 
net income 


$143, 579, 129 | 
163, 925, 574 | 
182, 069, 727 
204, 065, 289 


$18, 333, 597 
18, 669, 842 
22, 379, 946 
24, 827, 900 





CAPABILITY 


Return on 
|; average 
} equity 


977 


Percent 
| 
| 


12 
ll 
l 

| 12.17 


650,000 kilo 


watts which may be developed by the plant is turned over to AEC without change 


in the demand charge. 


Under the EEI and OVEC formula excess capability is retained by the com 


pany. 


plant capability : 


| TVA-OR | 


AEC contract demand, MW. acid 1 1,030 
Capability of plants, constructed for load 

» MW # zai 11,135 
Ratio capability/demand - | 1.10 
Guaranteed backup of plant MW... | (?) 
Ratio backup-demand (2) 
Ratio total backup/demand. -.-. (2) 
Cost of backup power from plant | (*) 
Cost of backup power from other source. (*) 


1 See table on pp. 893-894. 
2 Not limited. 
3 See the following: 


With 1 unit down.-_. 
With 2 units down_. 
With 3 units down. - 


4 Contract rate. 


aie gas rs iti A eas 
Paducah | EEI | OVEC 
+1, 205 735 | 1, 800 
11,365 966 | 2, 200 
1.13 1.31 | 22 
” | 150 | 230 
on 20 | .14 
” 51 36 
‘¢ a ie. (4) 
(4) (a (4) 
so 
MVG | 
| backup 
eo) Sage eAOOr Bae 
166 | 
183 | 
200 


AEC benefits by a reduction in the demand charge and increased reserves 
The following table shows the relationship between contract capacity 


and 
j 
MVG 
| 64K 
e 
1.08 
| | 
(*) | 


(! 


AEC cor 


tract capa 


VI Ran Sates \ eer 


APB AS. 











































UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING Co. 903 


TVA responsibility to supply contract demand is not related to or limited by 
operation of the Kingston, Shawnee, Sevier, and Gallatin Units. EEI will make 
available to AEC all Joppa capacity plus 150 MW backup. OVEC will make 
available to AEC all OVEC capacity on which AEC pays demand plus 15 percent 

AEC demand plus losses. MVG will make available to AEC all MVG capacity 
plus backup varying from 166 MW when 1 unit is down to 200 MW when 3 
inits are down. 

G. CANCELLATION 


(1) Prior to Completion of Facilities. Under the MVG contract AEC cancella- 
tion is effective on the date of notice if the expenditures plus cost of cancellation 
commitments is equal or less than $40,000,000. AEC pays costs to company 
less salvage value. After the $40,000,000 is exceeded, termination is effective upon 
3 years’ notice and payment of charges in accordance with termination after 
full scale operation. 

Under the OVEC contract AEC has the right to terminate prior to full scale 
operation. After receipt of notice, OVEC and AEC mutually determine the 
estimated cost to complete and the estimated net cost to abandon, with respect 
to general facilities and each generating unit. OVEC and AEC mutually de- 
termine the facilities to be completed and not to be completed. If parties fail to 
agree, facilities to be completed shall consist of those generating units on which 
OVEC has increased expenditures which together with costs of cancellation 
commitments equal or exceed 20 percent of the estimated costs. For facilities 
not to be completed AEC must reimburse OVEC for all expenditures made, all 
costs of cancellation of commitments and net cost abandoning construction, less 
the net salvage value. For facilities to be compieted, AEC is required to pay 
a demand charge for the period beginning with commercial operation of the 
first generating unit to be completed and a date 24 months after the notice 
late. AEC is also required to pay a cancellation charge based on the number 
of units to be completed. The contract described the basis computing this 
termination payment. 

Under the EEI contract termination is effective immediately on date or notice 
piror to full scale operation. Termination payment will be based on expendi- 
tures made or committed to be made less fair value which shall not exceed 72 
percent of cost of facilities to company. 

(2) After Full Scale Operation. Under the MVG contract termination is 
effective after a 3-year notice period. Company is obligated to absorb capacity 
as fast as load growth will permit but not less than 100,000 kilowatts per year. 
AEC may make use of or assign to another agency unabsorbed capacity. Under 
this formula if AEC uses or assigns the capacity during the absorption period, 
termination charges become zero. 

AEC is obligated to pay demand on unabsorbed capacity. Provision is made 
for credit of $500,000 per each unit which is not used. 

Under the OVEC contract, termination is effective after 2 years’ notice. 
Termination payments begin with 28 months of modified demand charge if notice 
is given in first year of full-scale operation and reducing each year until in the 
eleventh year it becomes zero. 

Under the EEI contract termination is effective for the first 500,000 kilowatts 
from Joppa 1 on one year’s notice. Termination charges are 28 percent of cost 
of facilities less amount of indebtedness repaid on effective date of cancellation. 

For Joppa 2 three years’ notice is required during the first 10 years of full- 
scale operation, 244 years for the next 5, 2 years during next 5 and 1 year 
for remainder of contract term. Termination payments are based on a per- 
centage of the principal amount of the indebtedness outstanding on effective 
date of cancellation. Such percentage begins with 25 percent if termination 
is effective during first year of full-scale operation and is reduced by one percent 
for each succeeding year. 

The TVA Paducah contract and the Oak Ridge expansion contract can be 
terminated on 52 months’ notice. Provision is made for reduction of demand 
during the period. If AEC uses the capacity, the cancellation costs become zero. 

The OVEC, MVG, and TVA contracts also provide for payment of cancel- 
lation cost of coal contracts. 

The estimated maximum costs of cancellation assuming no energy is used 
during notice period are shown in the following table. 
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APPENDIX 13 


AEC power demand (MW) as of Septe 





mber 1954 
September 1954 
demand (MW) 


ot ed a ee a ee 700. 0 
Interim FV: Rare. TOU TO ee ec ee 690. 0 
EET: SR Pen sei tdi eee 3 Lea 1, 390. 0 


TVA, Paducah... _-- Sasa = 


a es ies 500. 0 
Interim TVA agreement, Paducah___- nes saan 


295. 0 





Butea i Te PE end icin pci pianbicenmeres 795. 0 
ICE, POTENGI iia isi ittircirinmcenincedicmininatlndanminwlcioe __-. 500.0 
RE, a a oa wikia cs eccentric eile 226. 0 
SOOEGL Bie NO eisai cites terre eo eee 9726.0 
ls Te NI toe et oe as iste acta eos ns ee __- 1,521.0 
gS a A ee a ee UR AE ne eee 
Tetel; il MGR inti ee cate eS eee "2 960.5 


APPENDIX 14 
INFORMATION ON OVEC, EEI, anp TVA ConrTrRActTs 


Oak Ridge Base Contract—TVA 
Contract No. AT—(40-1)-GEN-204 
Entered into: July 1, 1951 
Contract Demand: 700 MW 
Signed by: 8. R. Sapirie, Manager, Oak Ridge Operations; John Oliver, Act- 
ing General Manager, TVA; Approved by TVA Board of Directors—Sep- 
tember 14, 1951; Approved by R. W. Cook, Director of Production 
Commissioners : Gordon Dean, Sumner T. Pike, Henry D. Smyth, Thomas PE. 
Murray, T. Keith Glennan 
Oak Ridge Expansion Contract—TVA 
Contract No. AT (40—-1)-—1628 
Entered into: March 26, 1953 
Contract Demand: 1030 MW 
Signed by: 8S. R. Sapirie, Manager, Oak Ridge Operations; A. J. Wagner, 
Acting General Manager—TVA 
Commissioners: Gordon Dean, Henry Smyth, Thomas BE. Murray, Eugene 
Zuckert 
Oak Ridge Interim Contract 
Contract No. AT (40-1)-1737 
Entered into: January 31, 1954 
Contract Demand: Variable 
Signed by: S. R. Sapirie, Manager, Oak Ridge Operations ; John Oliver, Gen- 
eral Manager—TVA; Approved by R. W. Cook, Acting Director of Pro- 
duction 
Commissioners : Lewis Strauss, Henry D. Smyth, Thomas E. Murray, Eugene 
Zuckert, Joseph Campbell 
Paducah Contract—TVA 
Contract No.: AT-—(40—1)-1629 
Entered into: March 26, 1953 
Contract Demand: 1205 MW 
Signed by: S. R. Sapirie, Manager, Oak Ridge Operations; A. J. Wagner, 
Acting General Manager, TVA; Approved by R. W. Cook, Director of 
Production. 
Commissioners : Gordon Dean, Henry D. Smyth, Thomas E. Murray, Eugene 
Zuckert 


54602—54—_58 








906 UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO, 


Paducah Interim Contract—TVA 
Contract No.: (40-1)—17388 
Entered into: January 31, 1954 
Contract demand: Variable 
Signed by: S. R. Sapirie, Manager, Oak Ridge Operations ; John Oliver, Gen- 
eral Manager, TVA; Approved by R. W. Cook, Acting Director of Produc- 
tion 
Commissioners : Lewis Strauss, Henry D. Smyth, Thomas E. Murray, Eugene 
Zuckert, Joseph Campbell 
Electric Energy, Inc. 
Contract No. (40—-1)—1312 
Dated: May 4, 1951 
Contract demand: 500 MW 
Commissioners: Gordon Dean, Henry D. Smyth, Thomas E. Murray, Sumner 
Pike, T. Keith Glennan 
Modification 6 
Dated: July 23, 1953 
Contract demand: 735 
Signed by: S. R. Sapirie, Manager, Oak Ridge Operations, J. W. McAfee, 
President ; Approved: Neil Carothers, Acting Director of Production, July 
24, 1953 
Commissioners: Gordon Dean, Sumner Pike, Henry D. Smyth, Thomas E 
Murray, T. Keith Glennan 
Ohio Valley Electric Corporation 
Contract No. AT (40-1)—1530 
Dated : October 15, 1952 
Contract demand: 1800 MW 
Signed by: S. R. Sapirie, Manager, Oak Ridge Operations, Philip Sporn, 
President of OVEC; Approved: R. W. Cook, Director of Production 
Commissioners: Gordon Dean, Henry D. Symth, Thomas E. Murray, T. 
Keith Glennan, Eugene M. Zuckert. 


Part II 
OctToBEer 7, 1954. 
1. In order to bring the Report up to date, information hereafter will be ref- 
erenced to the appropriate page and paragraph of part I. 
2. Page 1, paragraph 5: Additional discussions with the sponsors have been 
held as follows: 


Date of negotiation meeting : To discuss proof dated 
PY Bic, I etic cnesndnieecrestniboecmntcien akitish titties cde _.. June 30. 
July 22 and 23_-_.-- si elle Sinciioenabede-s coe tole PS EE 6 July 19. 
eay Be One Seu A tL a ve seis cabins WC ee 
August 4, 5, 6, and 7_-- sti seckaeininiiln Meal Msiveadsodaels’ Fae Oi. 
Regn Dhow J et AES HB _._ August 8. 
September 13 i ciomcniaimncaaal ncnatiatio’ a, LB 
OUND BE GRE Binnie eieninnkicntancoens -J2Liiiu. Ji.) September 18. 
September 30 and October 1__- mem iantinmegel Sth dines Sibel ints September 17. 


2 


3. Proof dated October 1, 1954, incorporates changes agreed upon as result of 
consideration of the proof of September 17, which changes are principally for 
clarification of language and intent. Proofs of September 17 and October 1 
have been submitted to the Federal Power Commission and the Bureau of the 
Budget. 

4. Page 2, paragraph 7: The letter of the Chairman of the Federal Power Com- 
mission, under date of September 30, 1954, written after a review of the proof 
of September 17, reiterates the conclusion “that the proposed contract with the 
Mississippi Valley Generating Company is fair and equitable to the Govern- 
ment.” AEC’s letter to the Federal Power Commission is attached as appendix 
II-1; and the response as appendix II-1A. 

5, AEC’s letter, dated September 20, 1954, to the Bureau of the Budget, is 
attached as appendix II—2, and the response, dated September 24, 1954, indicating 
concurrence in the view of AEC that the proof of September 17 is also in com- 
pliance with the instructions of the President, is attached as appendix II-2A. 

6. Page 2, paragraph 8: In meetings between Tennessee Valley and AEC 
staffs in Knoxville on September 27 and 28, additional suggestions were made 
by TVA. These and the final AEC suggestions were incorporated in the proof 





¢ 






















































UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO. 907 


of October 1. As the result of the discussions with TVA, section 3.01 has been 
further amended in line 20 by inserting “equivalent to 70 MW at the Primary 
Delivery Points” in lieu of “35 percent of its net capacity.’ 

7. Attached as appendix II-3 is a letter to the Chairman of the Board of 
TVA, dated September 24, informing him the proof of September 17, which 
incorporates essentially all of the suggestions received from TVA staff, is con- 
sidered to be in final form. Appendix II-3A shows the reply received from 
the Board Chairman. The proof dated October 1, 1954, was made available to 
TVA by letter dated October 4, 1954, see appendix II-3B. 

& Page 2, paragraph 9: Copies of the proof of October 1 have also been sub- 
mitted to the Joint Committee on Atomic Energy. The Committee has also 
heen informed that in the Commission meeting on October 5, 1954, the Com- 

ssion approved the form of the proposed contract with the Mississippi Valley 
Generating Company submitted by the General Manager, subject to receipt of 

tisfactory advice from the Attorney General regarding the AEC’s authority 

» enter into such a contract. 

%. The Committee has also been requested to consider at the appropriate time 

aiving the 30-day waiting period requirements of Section 164 of the Atomie 
Energy Act of 1954. 

10. Page 13, paragraph 28: The proposed contract is in final form. 

11. Page 138, paragraph 29: The opinion of the Comptroller General has been 
received, Attached as appendix II-—4 is the letter to the Comptroller General, 
and his response is attached as appendix II-4A. 

12. Page 13 (additional information) : Attached as appendix II-5 is a letter 
received from the Deputy Chief of Engineers, Department of the Army, con- 

rning the proposed site of the generating plant planned to be built by the 
MVGC. Attached to that letter is a letter from the President of the Mississippi 
River Commission containing information concerning a conference with engi- 
neers from the MVGC and outlining the recommendations which he has made 
oncerning the plans for the new generating station. 

13. Page 18 (new information): Attached as appendix II-6 is a copy of a 
letter to the Attorney General, Dated October 1, requesting an opinion concern- 
ng AEC’s authority to enter into the proposed contract and attaching a copy 
of the opinion of the General Counsel of the Atomic Energy Commission. 

14. Attached as appendix II-6A is a letter, dated October 5, to the Attorney 
General, notifying him of the change in the last “whereas” clause on page 3 
of the proposed contract, which has been agreed upon by AEC and sponsors. 


APPENDIx II-1 


UniTep States ATOMIC ENERGY COMMISSION, 
Washington, D. C., September 20, 1954. 
Mr. JEROME K. KUYKENDALL, 
Chairman, Federal Power Commission, Washington, D. C. 


Dear Mr. KUYKENDALL: On August 20, 1954, we submitted to you for consid- 
eration a proof dated August 11, 1954, of the proposed contract between the 
Mississippi Valley Generating Company and the Atomic Energy Commission. 
Your letter of response dated August 26, 1954, expressed the views of the Com- 
mission with regard to this proof. 

Subsequently on September 9 and 10 meetings were arranged with TVA to 
discuss the August 11 proof. In addition, further discussions have been held 
with the Company to incorporate the suggestions of TVA, which were prin- 
cipally clarification, and to improve other sections of the contract, particularly 
section 4.09, Adjustment in Absence of Sinking Fund Depreciation Ruling, sec- 
tion 4.11, Cost of Replacements, and the addition of section 8.23, Arbitration, 
which we believe result in overall improvement to the August 11 proof. 

The attached proof dated September 17, 1954, is now believed to be in final 
form and we plan to submit this proof to the Joint Committee on Atomic 
Energy to replace the proof dated August 11, 1954. Prior to doing so, we would 
again appreciate your review, indicating whether or not in consideration of the 
contract as a whole the terms, rates and conditions are fair and reasonable to 
the Government. 

Sincerely yours, 
K. D. NicHOLs, General Manager. 
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FEDERAL POWER COMMISSION, 
Washington 25, September 30, 1954. 
Mr. K. D. NICHOLS, 
General Manager, Atomic Energy Commission, Washington 25, D. C. 

Drar Mr. NicHois: This is in reply to your letter of September 20 trans- 
mitting a copy of the September 17, 1954, proof of the proposed contract between 
the Mississippi Valley Generating Company and the Atomic Energy Commis- 
sion. As stated in your letter this Commission has already furnished you its 
views with respect to the August 11 proof of the contract and you now wish our 
comments on this latest proof which you believe to be in final form for submis- 
sion to the Joint Committee on Atomic Energy. 

We note in the second paragraph of your letter that this new proof of the 
contract incorporates suggestions made by the Tennessee Valley Autiiority as 
well as other changes made as a result of further discussions with the Company 
and that you believe these changes result in overall improvement of the August 
11 proof. 

After consideration of the changes made since our previous review of the 
contract and viewing the contract as a whole the Commission is of the opinion, 
as previously stated in our letter to you on August 26, 1954, that the proposed 
contract with the Mississippi Valley Generating Company is fair and reasonable 
to the Government. 

Sincerely yours, 
JEROME K. KUYKENDALL, Chairman, 


Appenpix II-2A 


UNITED STATES ATOMIC ENERGY COMMISSION, 
Washington, D. C., September 20, 1954. 
Hon. ROWLAND R. HUGHEs, 
Director, Bureau of the Budget. 


Dear Mr. HucHes: On August 16, 1954, we submitted to you for your con- 
sideration a proof dated August 11, 1954, of the proposed contract between the 
Mississippi Valley Generating Company and the Atomic Energy Commission. 
Your letter of response dated August 18 expressed your view with regard to 
this proof. 

Subsequently on September 9 and 10 meetings were arranged with TVA to 
discuss the August 11 proof. In addition, further discussions have been held 
with the Company to incorporate the suggestions of TVA, which were principally 
clarification, and to improve other sections of the contract, particularly section 
4.09, Adjustment in Absence of Sinking Fund Depreciation Ruling, section 4.11, 
Cost of Replacements, and the addition of section 8.23, Arbitration, which we 
believe result in overall improvement to the August 11 proof. 

The attached proof dated September 17, 1954, is now believed to be in final 
form and we plant to submit this proof to the Joint Committee on Atomic Energy 
to replace the proof dated August 11, 1954. Prior to doing so, we would appre- 
ciate your review and concurrence in our view that the proposed contract is in 
compliance with the instruction of the President. 

Sincerely yours, 
K. D. NicHois, General Manager. 





BXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington 25, D. C., September 24, 1954. 
Mr. KENNETH D. NICHOLS, 
General Manager, United States Atomic Energy Commission, 
Washington, 25, D. C. 

My Dear Mr. Nicuots: Your letter of September 20, 1954, requested our review 
of the September 17, 1954, proof of the proposed contract between the Atomic 
Energy Commission and the Mississippi Valley Generating Company, which you 
plan to submit to the Joint Committee on Atomic Energy to replace the proof 
dated August 11, 1954. 
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We note from your letter that the present proof incorporates suggestions made 
by the Tennessee Valley Authority, based upon discussions with that agency 
ibsequent to submission of the August 11 proof, and includes other revisions 
hich result in improvement over the August 11 proof. 
Our letter of August 18, 1954, to you expressed our view that the August 11 
proof of the proposed contract was in compliance with the instruction of the 
resident. On the basis of our review of the present proof of the contract, as 
well as our review of the earlier proofs, we concur in your view that the Sep- 
tember 17 proof of the proposed contract is also in compliance with the instrue- 
tion of the President. 

I am sending a copy of this letter to Mr. Herbert D. Vogel, Chairman of the 
Board of Directors, Tennessee Valley Authority, for the information of that 
vency. 

Sincerely yours, 


PERCIVAL BRUNDAGE, Acting Director. 


ApPENDIx II-3 


UNITED STATES ATOMIC ENERGY COMMISSION, 
Washington, D. C., September 24, 195 


~~ 


Brig. Gen. Hersert D. Voce, 
Chairman, Tennessee Valley Authority, Knorville, Tenn. 
DEAR GENERAL VOGEL: Since receipt of your letter of September 15, 1954, we 
have had further negotiations with the sponsors of the Mississippi Valley Gen- 
erating Company in which the suggestions made by the staff of TVA during the 
int meetings of the two agencies on September 9 and 10 have been 
the September 17 proof of the proposed contract 
This proof was furnished TVA under letter dated September 20 from Mr. Cook 
to Mr. Wessenauer with a copy to you and outlines an alternate method adopted 
for carrying out TVA’s suggestions with regard to section 3.01 that 


negotiated 


removes any 
possible problems relating to the scheduling of deliveries from the MVGC plant 
near Memphis. 

In this regard it would seem, with the data given on load growth in support 
of TVA appropriation requests for necessary funds for construction of a new 
plant at the Fulton site as well as the system as a whole, that the MVGC plant 
could be operated as a base load plant at a high load factor with overall benefits 
in cost to the Government as a whole including TVA and ABC. Also, that there 
should be no material difference in technical difficulties between the use of power 
in the TVA system or the Memphis area whether generated in the MVGC plant 
or the proposed Fulton plant. However, a review of data determined by board 
studies and the information TVA agreed to develop and furnish the AEC for use 
in joint staff discussions on September 27 should bring this into sharper focus. 

I am hopeful that the study agreed to by our staffs and the discussions of 
September 27 and 28 can lead to the development of and agreement of a reason- 
ably simple formula in the trade of 600,000 kilowatts of power as provided for 
under the letter to TVA from Mr. Hughes, Director of the Bureau of the Budget, 
dated August 18, 1954. Our comments at the press conference of September 10 
are in agreement with the above. 

On the revisions to be negotiated to the TVA-AEC contract for Padueah cover- 
ing this trade of 600,000 kilowatts of power, I believe it is possible to separate 
the discussions and contract revisions on this block of power from the remaining 
605,000 kilowatts insofar as the effect of any future policy decisions on the cost 
of power tothe AEC. In this manner an early conclusion can be reached on those 
matters concerning the proposed MVGC contract. 

We now believe the September 17 proof is in final form, contains in various 
provisions adequate flexibility, and is consistent with the assignment of the 
President to the AEC as stated in the letters to us from Mr. Hughes, Director of 
the Bureau of the Budget. 

I would, therefore, appreciate from you an acknowledgment of review of the 
proposed contract and concurrence on those provisions pertaining to TVA. 

Sincerely yours, 


, Chairman. 
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APPENDIX II-3A 


TENNESSEE VALLEY AUTHORITY, 
Knocville, Tenn., September 30, 1954. 
Hon. Lewis L. Strauss, 
Chairman, Atomic Energy Commission, 
Washington, D. C. 

Deak Mr. Strauss: Thank you for your letter of September 24, reporting on 
the status of your contract negotiations with the sponsors of the Mississippi 
Valley Generating Company. You requested our concurrence with respect to the 
provisions pertaining to TVA. 

In discussions between our staffs on September 27 and 28, it was found that 
certain sections directly affecting TVA could be clarified by some further changes 
in the language. I believe your representatives considered that these changes 
would be likely to be acceptable both to AEC and to the MVGC sponsors. 

Section 3.01, to which you referred, relating to scheduling of MVGC deliveries, 
was among the sections in which changes were developed. With these changes, 
our only remaining question with respect to that particular section was in re- 
gard to the scheduling of overnight shutdowns of one or more of the MVGC 
generating units. Under some of the circumstances that may occur over the 
years, such shutdowns, permitting major reductions in takings of MVGC power 
during night hours of light power use by consumers, are likely to be of sub 
stantial economic importance to the Government. Our question has been re 
solved satisfactorily by the assurance of your representatives, supported by 
memoranda prepared by MVGC representatives, as well as by the information we 
furnished from our own experience, that schedules furnished a few hours in 
advance in accordance with normal day-to-day system operating practice will be 
adequate notice to permit overnight shutdown of the generating units. 

The discussions between our staffs of the provisions to be incorporated in 
arrangements between AEC and TVA are well under way and will be continued 
next week. We have proposed a form of agreement that would permit the ar 
rangements to be relatively simple. As you know, our approach to the develop- 
ment of these arrangements is based on our understanding that TVA will be 
kept whole, sharing costs only to the extent of benefits received. If arrange- 
ments between our agencies are completed on that basis, the greater part of your 
contract with MVGC will not be of direct concern to TVA. None of the provisions 
determining the cost of the power would affect TVA’s costs unless the contract 
were canceled by AEC and an interim period should occur in which the power 
would be assigned to TVA. 

Assuming that the arrangements between AEC and TVA will, as we expect, 
compensate for any benefits and costs that otherwise would accrue to TVA, our 
direct concern with your contract with MVGC would be limited to the provisions 
dealing with the physical impact on our system of the power purchased for your 
account in replacement of power taken from our system by your Paducah project. 
On the foregoing assumption as to the AEC-TVA arrangements and with the 
changes discussed by your representatives and ours on September 27 and 2s, 
we believe that all such provisions of your proposed contract with MVGC would 
be in a form satisfactory to TVA. 

We appreciate the personal interest expressed in your letter and in your 
thoughtful postscript. Our Board of Directors would like someday to meet with 
the Commission in person and discuss matters of future mutual interest. Mean 
while, we are giving careful consideration to your letter of September 18 regard- 
ing the clarification of basic policies that should shape future power supply ar- 
rangements between AEC and TVA, and you will be advised of our views on this 
matter as we proceed. 

Sincerely yours, 

HERBERT D. VOGEL, 

Chairman of the Board. 
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APPENDIX II-3B 


UNITED States ATOMIC ENERGY COMMISSION, 
Washington, D. C., October 4, 1954. 
Mr. G. O. WESSENAUER, 
Manager of Power, Tennessee Valley Authority, 
Chattanooga, Tenn. 

DEAR Mr. WESSENAUVER: Under letter dated September 20, 1954, we made avail- 
able to you a proof dated September 17, 1954, of the proposed contract between 
he Atomic Energy Commission and the Mississippi Valley Generating Company. 

The attached proof dated October 1, 1954, is now in final form and contains all 
of the suggestions we discussed with TVA in our meeting in Knoxville on Septem- 
ber 27 and 28 and changes resulting from further review by the Commission which 
are principally clarification of language and intent. A summary of these changes 
is attached. 

We appreciate your letter of September 30 and look forward to our next meet- 
ing now scheduled in Knoxville for October 11. 

Sincerely yours, 


R. W. Coox, 
Assistant General Manager for Manufacturing. 


ce: General H. D. Vogel, Chairman, 
Tennessee Valley Authority, 
Knoxville, Tenn. 





APpPENDIx II-—4 


UNITED STATES ATOMIC ENERGY COMMISSION, 
Washington 25, D. C., September 24, 1954. 
The honorable the CoMPTROLLER GENERAL OF THE UNITED STATES. 


Dear Mr. COMPTROLLER GENERAL: The Atomic Energy Commission has negoti- 
ated the enclosed power contract in accordance with the President’s budget mes- 
sage, dated January 21, 1954, and the letter from the Director of the Bureau of 
the Budget, dated June 16, 1954, stating, “The President has asked me to instruct 
the Atomic Energy Commission to proceed with negotiations with the sponsors 
of the proposal (April 10, 1954) made by Messrs. Dixon and Yates, with a view 
to signing a definitive contract on a basis generally within the terms of the pro- 
posal.” The contract is between the United States and the Mississippi Valley 
Generating Company, a corporation organized to carry out the proposal referred 
to above, which was made to this Commission on behalf of Middle South Utilities, 
Ine., and the Southern Company. 

The contemplated relationship between the AEC and TVA with respect to the 
power and energy to be furnished under the contract and the distribution of costs 
therefor, are discussed in the following excerpt from a letter to the Vice Chair- 
man of the TVA from the Director of the Bureau of the Budget dated August 18, 
1954: 

“The proposal contemplates that the Atomic Energy Commission will purchase 
power to replace power which it would otherwise obtain from the Tennessee 
Valley Authority. It does not contemplate that the AEC will buy power to supply 
TVA’s requirements, and it does not change the status of TVA. It will meet the 
area’s immediate needs, while allowing time for study as to how the long-range 
needs can best be provided for. 

“The arrangement is essentially an interchange of power in kind between AEC 
and TVA. The Atomic Energy Commission will purchase the Middle South- 
Southern power and will trade that power to TVA for an equivalent amount of 
power delivered to AEC at its points of use. The division of costs between the 
two agencies should be determined accordingly. The Atomic Energy Commis- 
sion should pay the costs of procuring the power from the new plant and for 
transmitting it to contract delivery points. The Tennessee Valley Authority 
will be expected to bear the costs necessary to receive the contract power at 
contract delivery points and all other costs in connection with its distribution 
and use through the TVA transmission system, as usually has been the case 


912 UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO. 


for power received from outside sources. The delivery of this replacement 
power to TVA in the Memphis area where TVA needs power is to the advantage 
of TVA. However, if AEC had considered only its own requirements and pro- 
cured power near Paducah to serve that installation directly, power turned 
back for TVA use would have been in the Paducah area rather than in the 
Memphis area. Therefore, as a matter of equity, the additional cost of deliver- 
ing coal to the Fulton-Memphis area (about the same whether for a plant put up 
by private industry or by TVA) as compared with delivery at Paducah should 
be taken into account. Whatever adjustment is appropriate and may be fair 
to both agencies should be made after full consideration of all the factors 
nvolved. The terms, billing arrangements and amounts will, of course, have 
to be worked out by TVA and AEC by mutual ageement and should be suffi- 
ciently flexible to permit changes from time to time as circumstances may re- 
quire 

“It is expected that the AEC will reduce its commitments from TVA in the 
amount of approximately 600,000 kilowatts of capacity as contemplated in the 
President’s budget message. This will involve a modification of the present 
contracts between AEC and TVA to reduce the AEC demand by 600,000 kilowatts, 
with a corresponding reduction in the amounts of energy required by AEC. 
In exchange, TVA will agree to receive in the Memphis area the same amounts 
of capacity and energy for the account of AEC and to deliver equivalent amounts, 
in total, to AEC at its plants. 

“As explained in my letter of June 16, 1954, the reduction of 600,000 kilowatts 
in TVA’s present commitments to AEC will make this amount of capacity avail 
able to TVA for use in its system. Of this total additional capacity, 500,000 
kilowatts will be available to meet the estimated growth in industrial, municipal, 
and cooperative loads in the TVA area through calendar year 1957. The remain- 
ing 100,000 kilowatts will be applicable against the increase of 135,000 to 175,000 
kilowatts in AEC load at Oak Ridge, which has developed since the President’s 
budget message was transmitted and which, in accordance with my letter of June 
16, 1954, TVA should plan to take care of with the new generating capacity 
currently scheduled for installation through 1957. 

“Under the arrangements described above, there appears to be full provision 
for control by the TVA Board over the costs TVA would incur. The contem 
plated arrangements will keep the lines of responsibility clear between AEC and 
TVA. Inasmuch as AEC will have the responsibility for contracting for the 
power produced by Middle South-Southern, it will bear the costs for producing 
that power. The Tennessee Valley Authority (in exchange for equivalent power 
delivered to AEC) will receive and use the power through its transmission sys- 
tem and, therefore, should bear its own costs associated with such transmission 
and distribution. We understand the TVA responsibility for efficient and eco- 
nomical performance to apply to the use of the power and the operating ar- 
rangements from the point TVA receives it as exchange power from the Middle 
South-Southern producers. I am confident TVA will cooperate with AEC in 
working out arrangements which will result in maximum efficiency and economy 
for the Government.” 

The contract with Mississippi Valley Generating Company provides in part 
that “the obligations of the parties hereunder shall be subject to the following: 

“* * * the receipt by the Company of an opinion of the Comptroller General 
of the United States to the effect that the AEC has power and authority to enter 
into this contract and to obligate the United States of America for all payments 
which may be required to be made by the AEC to the Company pursuant to any 
of the provisions hereof, and that the AEC has authority to pay cancellation 
costs under this contract out of any funds now or hereafter appropriated to it 
by Congress.” (§ 8.15.) 

The contract is to be executed pursuant to the authority of the Atomic Energy 
Act of 1954. Section 164 thereof relating to electric utility contracts, provides 
as follows: 

“The Commission is authorized in connection with the construction or opera- 
tion of the Oak Ridge, Paducah, and Portsmouth installations of the Commission, 
without regard to section 3679 of the Revised Statutes, as amended, to enter into 
new contracts or modify or confirm existing contracts to provide for electric 
utility services for periods not exceeding twenty-five years, and such con- 
tracts shall be subject to termination by the Commission upon payment of 
cancellation costs as provided in such contracts, and any appropriation presently 
or hereafter made available to the Commission shall be available for the pay- 
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ment of such cancellation costs. Any such cancellation payments shall be taken 
nto consideration in determination of the rate to be charged in the event the 
Commission or any other agency of the Federal Government shall purchase elec- 
tric utility services from the contractor subsequent to the cancellation and dur- 
ng the life of the original contract. The authority of the Commission under 
this section to enter into new contracts or modify or confirm existing contracts 
to provide for electric utility services includes, in case such electric utility serv- 
ices are to be furnished to the Commission by the Tennessee Valley Authority, 
authority to contract with any person to furnish electric utility services to 
the Tennessee Valley Authority in replacement thereof. Any contract here- 
after entered into by the Commission pursuant to this section shall be sub- 
mitted to the Joint Committee and a period of thirty days shall elapse while 
Congress is in session (in computing such thirty days, there shall be excluded 
the days on which either House is not in session because of adjournment for 
more than three days) before the contract of the Commission shall become ef- 
fective: Provided, however, That the Joint Committee, after having received 
the proposed contract, may by resolution in writing, waive the conditions of or 
all or any portion of such thirty-day period.” 

The contract further provides that the effective date shall be the latest of the 
following: 

“(a) the date when this contract is executed and delivered by the parties 
hereto: (b) the date when item (3) of section 8.15 shall be delivered to the Com- 
pany; (c) the date when item (4) of section 8.15 shall be delivered to the Com- 
pany; or (d) the date on which the time shall have elapsed during which the 
contract must remain on file with the Joint Committee on Atomic Energy pur 
suant to section 164 of the Atomic Energy Act of 1954 or the date when said 
Joint Committee shall have waived such requirement as provided in said sec- 
tion.” (§ 8.22.) 

We are of the opinion that the Atomic Energy Commission has power and 
authority under the Atomic Energy Act of 1954 to execute this contract and the 
undertakings described therein and to obligate the United States of America 
for all payments which may be required to be made by the Atomic Energy Com- 
mission to the Mississippi Valley Generating Company pursuant to any of the 
provisions of the contract and that the persons who are to execute and deliver 
the contract on behalf of the AEC have full power and authority to do so. We 
are also of the opinion that the contract complies with the requirements of 
section 165 of the Atomic Energy Act of 1954, relating to contract practices, 
which provides in pertinent part: 

“b. No contract entered into under the authority of this Act shall provide, 
and no contract entered inty under the authority of the Atomic Energy Act of 
1946, as amended, shall be modified or amended after the date of enactment of 
this Act to provide, for direct payment or direct reimbursement by the Commis- 
sion of any Federal income taxes on behalf of any contractor performing such 
contract for profit.” 

However, in view of the insistence of the sponsors that your opinion be obtained, 
as described above, we would appreciate receiving your views. 

The proposed contract will carry out the President's objective for meeting 
power needs in the TVA area, which was expressed in his 1955 budget message 
as follows: 

“In order to provide, with appropriate operating reserves, for reasonable growth 
in industrial, municipal, and cooperative power loads in the area through calendar 
year 1957, arrangements are being made to reduce, by the fall of 1957, existing 
commitments of the Tennessee Valley Authority to the Atomic Energy Commis- 
sion by 500,000 to 600,000 kilowatts.” , 

The objective set forth in the budget message requires that power under the 
proposed contract be available by the fall of 1957. I understand that it will 
take about three years from the time construction is started to bring the plant 
into commercial operation. I am also advised that the construction of levees 
and foundations this fall, under favorable weather conditions, will avoid con- 
struction difliculties and added costs from possible high-river conditions next 
spring. It therefore seems important that construction be initiated as soon as 
possible. 

Thank you for your attention to this matter. 

Sincerely yours, 
LEWIs L. Strauss, Chairman. 
Enclosure: Proof of September 17, 1954. 
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APPENDIX II--4A 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington 25, October 5, 1954. 
B-120188 
Hon. Lewis L. STRAUSS, 
Chairman, Atomic Energy Commission, 
Washington 25, D.C. 

Drar Mr. CHAIRMAN: I have your letter of September 24, 1954, transmitting 
a copy of a power contract proposed to be entered into between the Atomic 
Energy Commission and the Mississippi Valley Generating Company, a company 
organized by Middle South Utilities, Inc., and The Southern Company. 

The contract provides that it shall not be effective until the happening of 
certain events, one of which is the receipt by the contractor of an opinion of the 
Comptroller General of the United States. 

“* * * to the effect that the AEC has power and authority to enter into this 
contract and to obligate the United States of America for all payments which 
may be required to be made by the AEC to the company pursuant to any of the 
provisions hereof, and that the AEC has authority to pay cancellation costs under 
this contract out of any funds now or hereafter appropriated to it by Congress.” 

You state that the Atomic Energy Commission is of the opinion that it has 
power and authority to execute the contract and to perform all the obligations 
thereby imposed upon it, including the making of all payments required under 
any provisions of the contract. However, because of the above-quoted contract 
provision, you request my views. 

The contract in question, known as the Dixon-Yates contract, calls for the 
construction by the Mississippi Valley Generating Company of a steam-electric 
generating station of approximately 650,000 kilowatts capacity near West 
Memphis, Arkansas, of which 600,000 kilowatts will be available for a 25-year 
period to the Tennessee Valley Authority for the account of the Atomic Energy 
Commission in replacement of power furnished by the TVA to the AEC. The 
power considered as being replaced is understood to be a part of that which 
will be furnished by the TVA to the AEC installation at Paducah. The power to 
be furnished under the Dixon-Yates contract will be delivered to and distributed 
by the TVA for use in the Memphis area. 

At the time the Atomic Energy Act of 1954 was under consideration by the 
Congress negotiations for the Dixon-Yates contract had already been undertaken 
by the Atomic Energy Commission, and a question arose whether the authority of 
the Commission under section 12 (d) of the Atomic Energy Act of 1946, as 
amended (section 164 of the 1954 act), was broad enough to cover such an 
arrangement. In order to resolve any doubt on this point Senator Ferguson 
offered an amendment to the section, the purpose of which was specifically 
stated to be to authorize the Dixon-Yates contract (Congressional Record, July 
19, 1954, p. 10430). The Ferguson amendment was adopted (Congressional 
Record, July 21, 1954, pp. 10770-71), and became a part of section 164. As 
amended, section 164 now reads in pertinent part as follows: 

“Seo. 164. Electric Utility Contracts. The Commission is authorized in con- 
nection with the construction or operation of the Oak Ridge, Paducah, and 
Portsmouth installations of the Commission, without regard to section 3679 of 
the Revised Statutes, as amended, to enter into new contracts or modify or con- 
firm existing contracts to provide for electric utility services for periods not 
exceeding twenty-five years, and such contracts shall be subject to termination by 
the Commission upon payment of cancellation costs as provided in such con- 
tracts, and any appropriation presently or hereafter made available to the Com- 
mission shall be available for the payment of such cancellation costs. * * * 
The authority of the Commission under this section to enter into new contracts 
or modify or confirm existing contracts to provide for electric utility services 
includes, in case such electric utility services are to be furnished to the Com- 
mission by the Tennessee Valley Authority, authority to contract with any per- 
son to furnish electric utility services to the Tennessee Valley Authority in re- 
placement thereof. * * *” 

In my opinion the foregoing language of section 164 and its legislative history 
authorizes the AEC to execute the Dixon-Yates contract, to obligate the United 
States to make payments as required by the contract, and to make payment of 
concellation charges out of funds now or hereafter made available for expenditure 
to the AEC. 
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Mention also should be made of section 165 of the Atomic Energy Act of 
{, which prohibits direct payment or direct reimbursement by the AEC 
federal income taxes on behalf of section 164 contractors. The conference 
ort on this provision states (H. Rept. No. 2666, p. 50) that it was not intended 
prohibit the inclusion of such taxes in the computation or adjustment off 
e base rate or cost structure of the contract. While sections 4.03, 4.09, and 
{11 of the Dixon-Yates contract provide for adjustments in payments to be made 
the contractor based upon the amount of Federal income taxes it must pay, 
such adjustments are stated to constitute a part of the basic cost structure of 
the contract. In view of the expressed intent in the conference report that the 
contractor should be permitted to include the cost of Federal income taxes 
computation or adjustment of amounts to be paid by the AEC, it is my 
( m that the adjustments for taxes permitted under these sections do not 
constitute direct reimbursement to the contractors for such taxes in contravention 
f section 165 of the Atomic Energy Act of 1954. 
I am sure you will understand that this decision is limited to the legal questions 





4 discussed above, and has no bearing on the necessity or desirability of the 
3 contract, which is for administrative determination. Also, as you may know, 
a certain provisions of the proposed contract have been the subject of discussions 
3 between representatives of the Commission and of this office. These matters 


ieee 


do not affect the question submitted by your letter and in the interest of expediting 
this decision, they have not been considered herein. 
A copy of this letter is being sent to the Joint Committee on Atomic Energy. 
Sincerely yours, 
FRANK H. WEITZEL, 
Acting Comptroller General of the United States. 


APPENDIx II-5 
DEPARTMENT OF THE ARMY, 
OFFICE OF THE CHIEF OF ENGINEERS, 
Washington, D. C., September 28, 1954. 
Maj. Gen. K. D. Nicuois, United States Army, Retired, 
General Manager, Atomic Energy Commission, 
Washington, D. C. 
Dear Ken: For your information, herewith copy of letter from Johnny Hardin 

verifying his position with relation to the location of the Dixon-Yates steam 


plant. 
Sincerely, 
[Signed] Robby 
B. L. RoBiInson, 
Major General, United States Army, 
Deputy Chief of Engineers for Construction, 
1 Incl. 


War DEPARTMENT, CoRPS OF ENGINEERS, 
OFFICE OF THE PRESIDENT, MISSISSIPI RIVER COMMISSION, 
Vicksburg Miss., September 24, 1954. 
Refer to File No. 
LMVVE 


Maj. Gen. B. L. Roprnson, 
Deputy Chief of Engineers for Construction, Office, Chief of Engineers, 
Building T-7, Gravelly Point, Washington 25, D.C. 

Dear Rossy: To supplement the information given to you over the phone 
by Colonel Mitchim, I want to summarize the results of the meeting I had with 
representatives of Ebaseco Services, on the site for the Dixon-Yates steam plant. 

The meeting was held on September 21. Representatives from Ebasco Services 
were as follows: 

K. W. Reece, Vice President 
W. H. Colquhoun, Engineering Manager 
A. T. Larned, Chief Design Engineer, Civil 
F. A. Ritchings, Chief Design Engineer, Mechanical 
H. K. Fairbanks, Engineer 
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These gentlemen presented a plot plan showing the proposed constructior 
This plan provided for the main plant to be on the landward side of the ley 
approximately in the location shown on the attached map. Structures to b 
placed at the water’s edge and along the batture consist of mooring dolphins 
coal-unloading tower, intake facilities and discharge facilities for cooling water 
and ash-disposal area. 


I made the following comments on the plans as presented : 

a. The mooring dolphins be of light pile construction so as to be economical 
replaceable in case of damage. 

b. The intake line for cooling water be a buried pipe instead of an open channe 
as shown on the proposed plan. 

The St. Francis Levee District be consulted in connection with the location 
of pipes over the levees, the location of the ash-disposal area and other point 
which will require their consent. 

d. The main plant be placed on a fill at least to elevation 220 to prevent 
frequent inundation by backwater. 

e. The plant structures below grade on river and land sides of levee be located 
so as not to intercept levee slope extended. 

f. Adequate provision be made for reinforcing the revetment in locations 
where it will be necessary to pierce the mat. 

I informed these gentlemen that, subject to the above suggestions, the proposed 
construction appeared to be acceptable to the Mississippi River Commission from 
the standpoint of navigation and flood control, but that the usual procedure 
for securing a permit would be required before construction began. Full informa 
tion on the preparation of the application for permit was furnished 

This summary is furnished for your use in answering inquiries about ou 
relationship with this problem. We have not been officially asked to state ar 
opinion on the proposed site and I do not believe Ebasco plans to consult 
further until they are ready to apply for the necessary permit. 

Sincerely, 
Joun R. HARDIN, 
Brigadier General, USA, 
President, Mississippi River Commission 

1 Incl. Map. 

P. S.: They seemed pleased with the conference We aimed to be helpf 
rather than obstructive.—J. R. H. 


APPENDIX II-6 


Unirep States Atomic ENrerGy CoMMISSION, 
Washington, D. C., October 1, 1954 
Hon. HERBERT BROWNELL, Jr., 
Attorney General. 

DeaR Mr. ATTORNEY GENERAL: The Atomic Energy Commission has before it a 
proposed power contract which, as you know, has been negotiated by this Com 
mission with the Mississippi Valley Generating Company in accordance with the 
instructions of the President. Final execution of the contract will be predicated 
upon the authority of this Commission to enter into this contract, including those 
provisions which relate to Federal income taxes. We therefore request that you 
furnish us with your opinion on these questions, with special reference to sections 
164 to 165 b of the Atomic Energy Act of 1954, which deal respectively with the 
authority of the Atomic Energy Commission to enter into long-term contracts to 
furnish replacement electric power to TVA and with the prohibition of the direct 
payment or direct reimbursement for Federal income taxes. 

I enclose for your information a copy of the opinion of the.General Counsel of 
the Atomic Energy Commission which deals with the questions referred to above. 

I enclose a copy of the proof of September 17, 1954, of the proposed contract. 
With the noted revisions, we believe this proof is in substantially final form. 

You are, of course, aware of the urgency of completing this matter, and we 
should accordingly appreciate receiving your opinion at your earliest convenience. 

Sincerely yours, 
, Acting Chairman. 
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OcrosBerR 1, 1954. 

OpINION OF THE GENERAL COUNSEL OF THE ATOMIC ENERGY CoMMISSION RESPECT- 
‘NG THE Proposep PowEer CoNnTRACT BETWEEN MISSISSIPPI VALLEY GENERATING 
Co. AND THE ATOMIC ENERGY COMMISSION 


This Commission now has before it the proof of September 17, 1954, of the 
proposed power contract between the Mississippi Valley Generating Company and 
he United States of America, acting through the Atomic Energy Commission, 
which is to be executed pursuant to the Atomic Energy Act of 1954. Section 8.15 
of the contract provides that the obligation of the parties are subject to the 
receipt by the Company of an opinion of the General Counsel of the Atomic Energy 
Commission affirming the authority of this Commission to enter into the contract. 

In my opinion the Atomic Energy Commission has power and authority to 

ecute the contract referred to above and the undertaking therein described and 

obligate the United States of America for all payments which may be required 
to be made by the Atomic Energy Commission to the Mississippi Valley Generating 
Company pursuant to any of the provisions thereof. 

The Atomic Energy Act of 1954 provides in section 164 that: 

“}SLECTRIC UTILITY CONTRACT.—The Commission is authorized in connection 
with the construction or operation of the Oak Ridge, Paducah, and Portsmouth 

nstallations of the Commission, without respect to section 3679 of the Revised 
Statutes, as amended, to enter into new contracts or modify or confirm existing 
contracts to provide for electric utility services for periods not exceeding twenty- 
five years, and such contracts shall be subject to termination by the Commission 
upon payment of cancellation costs as provided in such contracts, and any appro- 
priation presently or hereafter made available to the Commission shall be avail- 
able for the payment of such cancellation costs. Any such cancellation payments 
shall be taken into consideration in determination of the rate to be charged in 
the event the Commission or any other agency of the Federal Government shall 
purchase electric utility services from the contractor subsequent to the cancel- 
lation and during the life of the original contract. The authority of the Com- 
mission under this section to enter into new contracts or modify or confirm evist- 
ing contracts to provide for electric utility services includes, in case such electric 
itility services are to be furnished to the Commission by the Tennessee Valley 
juthority, authority to contract with any person to furnish electric utility serv- 
es to the Tennessee Valley Authority in replacement thereof. Any contract 
hereafter entered into by the Commission pursuant to this section shall be sub- 
mitted to the Joint Committee and a period of thirty days shall elapse while 
Congress is in session (in computing thirty such days, there shall be excluded 
the days on which either House is not in session because of adjournment for more 
than three days) before the contract of the Commission shall became effective: 
Provided, however, That the Joint Committee, after having received the proposed 
contract, may by resolution in writing, waive the conditions of or all or any 
portion of such thirty-day period.” [Emphasis supplied. ]} 

It appears that this Commission is clearly authorized to enter in the proposed 
power contract with Mississippi Valley Generating Company by the provisions 
of the Atomic Energy Act of 1954 set forth above, and especially by the sentence 
italicized in the above quotation of section 164. 

A further provision of the Atomic Energy Act of 1954 which is of special sig- 
nificance in a review of the proposed power contract with Mississippi Valley 
Generating Company is section 165 b thereof, which reads as follows: 

“No contract entered into under the authority of this Act shall provide, and 
no contract entered into under the authority of the Atomic Energy Act of 1946, 

s amended, shall be modified or amended after the date of enactment of this 
Act to provide, for direct payment or direct reimbursement by the Commission 
of any Federal] income taxes on behalf of any contractor performing such con- 
tract for profit.” 

Section 165 b of the Atomic Energy Act of 1954 is commonly referred to as 
the “Gore amendment.” In the congressional debate relating to the Gore amend- 
ment the following statements of interest in understanding the purpose of the 
amendment were made: 

“Mr. Gore. Mr. President, the amendment is not directed to any particular 
contractor, nor is it added to a particular section of the bill. The amendment 
adds a new section to the bill. It would prohibit the Atomic Energy Commission, 
under the authority of the bill, to make a contract by which it is agreed that 
the Atomic Energy Commission will reimburse a corporation or person contract- 
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ing with the Government for profit for the payment or repayment of its Federa} 
income tax. 

‘ee * 

“Mr. Futsricut. Does that apply only to income tax? 

“Mr. Gore. Only to Federal income tax. 

“Mr. FuLsrient. It would not apply to local or property tax? 

Mr. Gore. It would not. As I originally introduced the amendment, it would 
have. I realized that there are precedents for that in cost-plus contracts. There 
are no precedents for reimbursement of income tax. 

‘*s * * 

“Mr. Busn. Do I understand there is no precedent in any cost-plus contract 
for reimbursement of Federal income taxes? 

“Mr. Gore. For reimbursement of Federal income taxes. I am advised there 
is no such precedent. 

‘se *¢ € 

“Mr. HICKENLOOPER. With respect to the Senator’s statement about the lack of 
precedents, I say to the Senator from Tennessee that there are two very pertinent 
precedents where exactly that has been done. One is the OVEC and the other 
is the EEI contract, in which Federal income taxes are taken into consideration 
in calculating the cost, which is the same thing as reimbursement. In the Dixon- 
Yates contract it is not a reimbursement, but it is taken into consideration in 
calculating the basic costs. There is no substantial difference in the Dixon-Yates 
proposed contract with respect to Federal income taxes than there is today in 
the Ohio Valley Electric contracts or the Blectric Energy contract group, located 
at Joppa. I will say to the Senator, I discovered that fact just a very short time 
ago, really while the last controversy was going on. The Senator will find that 
the Dixon-Yates contract with respect to the Federal income-taxes provision fol- 
lows the same pattern as in the OVEC and the EEI contracts made in 1952. 

“Mr. Gore. I appreciate that statement. 

“Mr. HIcKENLOoPER. I shall attempt to get the Senator a little more detailed 
information on it. I shall try to get it by telephone now. I have my information 
by telephone confirmed from two different sources. 

“Mr. Gore. I think the distinguished senior Senator from Iowa [Mr. Hicken- 
looper] may well find that in those cases there is not actual repayment of Federal! 
income tax or reimbursement of taxes paid, but rather that the income taxes paid, 
and to be paid, are taken into consideration in the contract, and in the rate 
structure, 

“se + * 

“Mr. HICKENLOOPER. I will say it is my understanding that the pattern and 
the formula proposed to be used in the Dixon-Yates contract for the calculation 
of basic costs upon which the-rate structure depends follows the same pattern as 
the EEI and OVEC contract. I do not understand that it is proposed for the 
Government or the Atomic Energy Commission to write a check in reimbursement 
of the taxes, but it is considered and mentioned that way so that the financial 
structure of the company vis-a-vis its rates charges can be calculated. I think 
the pattern is the same. That is my understanding. 

“se @ * 

“Mr. Gore. I thank the Senator. I say this: If you are going to accord this 
treatment to one corporation with a Government contract, then how are you 
going to deny it to others? No matter what emergency might arise in the future, 
which would require a reimposition of excess-profit taxes or require us to raise 
taxes on other corporations and other people, a person or a firm with this kind of 
contract would bear no heavier burden. He would be insulated. He would have 
tax immunity. It is not fair. Itis not right. It is not wise. 

“e & 

“Mr. HicKENLooPER. I have it by telephone from good sources in the Atomic 
Energy Commission, who have access to it, that the OVEC and the EEI con 
tracts for Padueah and Portsmouth do contain a formula for the recognition of 
Federal income taxes in the cost structure upon which the rate charges is 
based. That is one of the factors. 

“Now I take it that the Senator from Tennessee does not deny that the ques- 
tion of income taxes is a part 
“Mr, Gore. Of the rate structure. 

“Mr. HicKENLooper. Of the cost structure and the rate structure. 
“Mr. Gore, I realize it must be, and have no objection to that. 
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“Mr. HICKENLOOPER. And the Senator from Tennessee is attempting to reach 
in this amendment—I am tryinug to get the Senator’s position clear. 

“Mr. Gore. Yes, sir. 

“Mr. HICKENLOOPEeR. The Senator is attempting to reach in this amendment 
which, as I understand it, says, and I will begin reading line 5 of the amendment, 
if I have the amendment correct, and I have an interlined amendment here: 
‘for direct payment by the Commission of any Federal income taxes on behalf 
of any contractor performing such contract for profit, or for any payments to 
any such contractor as reimbursement for any Federal income taxes paid 
by such contractor.’ That is my understanding as to the language of the amend- 
ment. 

“Mr. GorReE. That is right.” 

“Mr. HicKENLOooPreR. As I understand the Senator’s amendment, he is trying 
to avoid what he believes to be a precedent of direct reimbursement by the Fed- 
eral Government of income taxes as a specific item. 

“Mr. Gore. That is right.” 

(Congressional Record 83d Cong., 2d sess., 1954, July 26, 1954, pp. 11533-11536. ) 

In the conference report to accompany H. R. 9757 (which became the Atomic 
Energy Act of 1954) the following statement appears: 


“CONTRACT PRACTICES 


“The Senate amendment added to the House bill a provision (sec. 170) pro- 
hibiting the Commission from entering into a contract providing for the direct 
payment by the Commission of Federal income taxes on behalf of any con- 
tractor or for any payment to such contractor as reimbursement for any Federal 
income taxes paid by such contractor. The conference substitute limited the 
prohibition to the direct payment or direct reimbursement by the Commission of 
any Federal income tax, and made the prohibition as so limited a part of 
section 165. It was the intention of the committee of conference to prohibit 
the direct payment of Federal income taxes to contractors of the Commission, 
but it was not the intention of the committee of conference to bar inclusion of 
such taxes in the computation or adjustment of the base rate or cost structure 
of the Commission contract” (H. Rept. No. 2666, 88d Cong., 2d sess., p. 50). 

On the basis of the legislative history of the Gore amendment and from the 
words of the amendment itself, it is in my opinion clear that the provisions of 
the proposed power contract with Mississippi Valley Generating Company which 
relate to Federal income tax are not in conflict with the requirements of the Gore 
amendment. 

Specifically, paragraph 2 of section 4.03 of the proposed power contract pro- 
vides for adjustment on a prospective basis to the base capacity charge in accord- 
ance with a formula in which the parties by mutual agreement establish in 
advance the anticipated rate of Federal income tax during the subsequent three- 
month period. Such an adjustment to the rate structure, involving as it does 
uncertainty as to whether the tax rate fixed upon will conform with the actual 
tax rate and as to what income the Company may actually realize, is in my 
opinion in conformity with the Gore amendment requirement. 

Sections 4.09 and 4.11 of the proposed power contract, which also relate to 
Federal income taxes, are in my opinion also within the letter and spirit of the 
Gore amendment. Neither of these sections involves any direct payment or 
direct reimbursement to the Company for Federal income tax, and both are 
properly related to the rate and cost structure of the contract within the sense 
of those words as used in the report of the conference committee, quoted above. 


WILLIAM MITCHELL, General Counsel. 





AppENpIx II-6A 


UNITED STATES ATOMIC ENERGY COMMISSION, 
Washington, D. C., October 5, 1954. 
The honorable the ATTORNEY GENERAL. 

Dear Mr. ATTORNEY GENERAL: I refer to Mr. Campbell’s letter to you of 
October 1, 1954, requesting an opinion in connection with the proposed contract 
between this Commission and the Mississippi Valley Generating Company. I 
enclose herewith one copy of the October 1, 1954, proof of the contract. Changes 
over the draft previously furnished you are underlined in red. 
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In accordance with conversations with Mr. Leon Ullman of your staff, we have 
proposed, and the Company has agreed to accept, the following revision of the 
last “Whereas” clause of the contract : 

“Whereas this contract is authorized by and executed pursuant to the Atomic 
Energy Act of 1954 for the purpose of providing electric utility service to the 
AEC, or to TVA in replacement of electric utility service furnished to the ABC 
by TVA, in connection with the construction or operation of the project ;”. 
Sincerely yours, 

Lewis L, Strauss, Chairman 





ApPpEeNDIXx II-6B 


OFFICE OF THE ATTORNEY GENERAL, 
Washington, D. C., October 20, 1954. 
Hon. Lewis L. STRAUSS, 
Chairman, Atomic Energy Commission, 
Washington, D.C. 

DEAR Mr. Strauss: In connection with the Commission’s request of October 
1, 1954, contained in Mr. Joseph Campbell's letter to me of that date as Acting 
Chairman of the Commission, the President has authorized me to furnish you 
with an opinion with respect to the validity of the proposed power contract 
between the Atomic Energy Commission and the Mississippi Valley Generating 
Company. I also have your letter of October 5, 1954, enclosing a copy of the 
October 1, 1954, proof of the contract and stating that it has been agreed between 
the parties to revise the last ““Whereas” clause of the contract on page 3 to read 
as follows: 

“Whereas this contract is authorized by and executed pursuant to the Atomic 
Energy Act of 1954, for the purpose of providing electric utiilty service to the 
AEC, or to TVA in replacement of electric utility service furnished to the AEC 
by TVA, in connection with the construction or operation of the Project ;” 

Mr. Campbell’s letter states that the particular question as to which my opin- 
ion is desired relates to the authority of the Atomic Energy Commission to 
enter into the contract ,with special reference to sections 164 and 165.b of the 
Atomic Energy Act of 1954 (Public Law 703, 83d Cong., approved August 30, 
1954). Section 164 deals with the authority of the Atomic Energy Commission 
to enter into long-term power contracts; Section 165.b prohibits the Commission 
in connection with any contract entered into under the authority of the Act from 
making direct payment or direct reimbursement of any Federal income tax on 
behalf of the contractor. Mr. Campbell, with his letter of October 1, has trans- 
mitted a copy of an opinion of the General Counsel of the Commission in which 
the General Counsel concludes that the Commission has the power and authority 
to execute the contract and that its provisions relating to Federal income tax are 
not in conflict with the requirements of Section 165.b, supra. 

It appears that without a contract such as this, the Atomic Energy Commission 
as an agency of the United States might be required to exercise its rights as a 
priority customer under the Tenessee Valley Authority Act (16 U. 8. C. see. 
831, et seq.) and demand from the Tennessee Valley Authority the amount of 
power to be developed by the plant to be erected pursuant to the contract. This 
would seriously affect the present customers of TVA now receiving that power. 

I have examined the contract and it is my opinion that the Atomic Energy 
Commission’s authority to execute it cannot be questioned and that none of its 
provisions offends section 165.b of the Atomic Energy Act of 1954. As to the 
first question, it will be noted that the contract states at page 2 that it is 
predicated on a proposal whereby the Mississippi Valley Generating Company 
(the Company) will construct and own a generating station of a stated net 
eapability (approximately 650,000 kilowatts) and will furnish 600,000 kilowatts 
(even though one unit in the generating station may be out of service) to the 
Atomie Energy Commission (AEC), “or to the Tennessee Valley Authority 
(herein called TVA) for account of the AEC in replacement of power furnished 
by TVA to the AEC.” The contract further states in the last ’Whereas” clause 
on page 3 as now revised that it “is authorized by and executed pursuant to the 
Atomic Energy Act of 1954, for the purpose of providing electric utility service 
to the AEC, or to TVA in replacement of electric utility service furnished to 
the AEC by TVA, in conection with the construction or operation of the Project.” 
Section 1.09 (Article I, Definitions) defines the term “Project” as follows: 
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“project shall mean the Oak Ridge installation, the Paducah installation, or 
the Portsmouth installation of the AEC or any other installation for which it 
may become lawful for the AEC to receive electric utility service under this 
cou ract.” 

Section 164 of the Atomic Energy Act of 1954 reads, so far as presently 

pertinent : 
“BLBOTRIO UTILITY CONTRACTS.—The [Atomic Energy] Commission is author- 
ized in connection with the construction or operation of the Oak Ridge, Paducah, 
and Portsmouth installations of the Commission * * * to enter into new con- 
tracts * * * to provide for electric utility services for periods not exceeding 
twenty-five years, and sueh contracts shall be subject to termination by the 
Commission upon payment of cancellation costs as provided in such con- 
tracts * * *. The authority of the Commission under this section to enter into 
new contracts or modify or confirm existing contracts to provide for electric 
utility services includes, in case such electric utility services are to be furnished 
to the Commission by the Tennessee Valley Authority, authority to contract with 
any person to furnish electric utility services to the Tennessee Valley Authority 
in replacement thereof. * * *” 

The conference report on the bill which became the Atomic Energy Act of 
1954 (H. R. 9757), explains that the last sentence in the above quotation was a 
Senate amendment and that it “authorized the Commission to enter into contracts 
to provide for replacement to the Tennessee Valley Authority of electric utility 
services furnished by TVA to the Commission in accordance with the basic 
authority * * *” (H. Rept. No. 2666, 88d Cong., 2d sess., p. 50). The “hasic 
authority” referred to is that provided by section 164. Ibid. I have no doubt 
that the contract, which specifically states as its purpose the providing of electric 
utility services to the Commission, or to TVA for the account of the Commis- 
sion, in replacement of electric utility service furnished to the Commission by 
r'VA in connection with the construction or operation of the Commission’s installa- 
tions at Oak Ridge, Paducah, or Portsmouth, is manifestly within the scope of 
the authority conferred upon the Commission by section 164. It may be noted 
that under the language of section 1.09 of the contract, defining the term “project,” 
it would be possible to extend the contract to installations of the Commission 
other than those at Oak Ridge, Paducah, and Portsmouth should such extension 
hecome lawful on some future occasion. It is plain, however, that a provision 
for future extension of the contract cannot affect its validity under existing law. 

Section 165.b of the Atomic Energy Act of 1954 provides that “Noe contract 
entered into under the authority of this Act shall provide * * * for direct 
payment or direct reimbursement by the Commission of any Federal income 
taxes on behalf of any contractor performing such contract for profit.” The 
conference report on the measure states with respect to the foregoing that “It 
was the intention * * * to prohibit the direct payment of Federal income taxes 
to contractors of the Commission, but it was not the intention * * * to bar 
inclusion of such taxes in the computation or adjustment of the base rate or cost 
structure of the Commission contract” (H. Rept. No. 2666, supra, p. 50). I find 
nothing in the contract which, in my judgment, violates the prohibition of section 
165.b against direct payment or direct reimbursement by the Commission of 
Federal income taxes. 

The provisions of the contract which appear to me to he of possible relevance 
in the consideration of section 165.b appear in sections 4.01 (p. 11), 4.03 (p. 12), 
109 (p. 18), and 4.11 (p. 20). Section 4.01, in fixing the amount of the “Base 
Capacity Charge” at $9,052,050 per year, states that such charge takes into 
account certain cost factors including “costs with respect to Federal income 
taxes.” All of these costs are said to be “described or referred to in appendix C” 
of the contract. That appendix discloses that in computing the costs included 
in the Base Capacity Charge the sum of $536,250 was assigned to the Federal 
income tax component of such costs, this on the basis of an assumed rate of 
return of 9 percent on an equity capital of $5,500,000, or $495,000, in respect of 
which the applicable tax rate, under existing law, would be 52 percent. The 
contract also shows in appendix C that the Company’s total investment is 
estimated at $107,250,000, and that the cost of the borrowed money portion 
thereof is figured at 5.487 percent, to take care of interest at 314 percent and 
the annual amortization charges. In this connection I am advised that it is 
anticipated that such amortization charges will be substantially offset by the 
annual charge for depreciation of the facilities. It would appear therefore 
that the Base Capacity Charge has been computed on the basis that the 
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Company’s net profit should not exceed 9 percent on its equity investment of 
$5,500,000. The provisions of section 4.01, in my judgment, do not conflict 
with the requirements of section 165.b, and they are clearly within the intention 
of Congress, as reflected in the conference report cited above, that it is appro- 
priate to include the factor of Federal income taxes in the computation of the 
base rate structure of the contract. It is clear, of course, that fixing the figure 
of $536,250 as the Federal income-tax component of the Base Capacity Charge 
does not suggest that the actual tax which the Company may be required to pay 
will necessarily be that amount. 

Nor can it be argued, in my opinion, that any of the provisions of the other 
sections referred to above offend the requirements of section 165.b, As has 
already been noted, the contract sets the Federal income-tax component of the 
base rate structure at $536,250 initially. Paragraph 2 of section 403 provides a 
formula for adjustment of this component to reflect such changes as may occur 
with respect to the estimated tax rates. Section 4.09 recites that the rate 
structure will be sufficient to permit the Company to retire its indebtedness, in 
which regard it was assumed that the Company will be able to obtain a Treasury 
ruling authorizing it to deduct depreciation on a sinking fund basis. It is 
provided, however, that should such a ruling not be obtained, the parties will 
agree to revise the rate structure, so as to enable the Company to meet its debt 
retirement obligations. Finally, section 4.11 establishes as part of the base cost 
structure of the contract a replacement reserve; ABDC is required to make pay- 
ments into this reserve of amounts which, after deduction of any Federal income 
taxes that may be assessed on such payments, will give the Company sufficient 
funds to enable it to make the replacements necessary to keep its facilities in 
“a dependable and efficient operating condition.” It is my opinion that none of 
these sections violates the requirements of section 165.b and that they plainly 
comport with the intent of that section, which, as has been pointed out above, is 
to permit Federal income taxes to be included in the computation or adjust- 
ment of the base rate or cost structure of the contract. 

It should be expressly understood that this opinion does not consider in 
any manner questions which are within the jurisdiction of regulatory bodies, 
such as the Securities and Exchange Commission, the Federal Power Com- 
mission and any state bodies, the approval of which may be required in accord- 
anee with the provisions of section 8.15 of the contract. 

Sincerely, 
HERBERT BROWNELL, Jr., 
Attorney General. 


ATOMIC ENERGY COMMISSION 


SEQUENCE OF PRINCIPAL EVENTS IN Con NECTION WitTH Power Suppiy For PADUCAH 
To REPLACE POWER Now BEIne FuRNISHED BY TVA 


December 2, 1953: Mr. L. L. Strauss and Walter J. Williams attended a meet- 
ing in the office of Mr. Dodge, Bureau of the Budget. Mr. Dodge and Mr. 
McCandless were present. Mr. Dodge asked if it would be feasible to have 
private industry bring generating capacity to replace the generating capacity 
now being furnished by TVA to the extent of 450,000 kilowatts by 1957. Mr. 
Williams indicated it might be feasible; that it would require discussions with 
Mr. McAfee to determine the interest of Electric Energy, Inc. It was agreed 
that Mr. Williams would call Mr. McAfee and discuss the matter with him. 

December 8, 1953: Mr. McAfee and Mr. Williams met in Mr. Williams’ office 
from 10 a.m. to 10:35 a.m. At this meeting Mr. McAfee was asked if Electric 
Energy, Inc., or some similar corporation which might be set up might be inter- 
ested in furnishing the AEC as much as 450,000 kilowatts of generating capacity 
by the middle of 1957. Mr. McAfee said there would have to be some discus- 
sion, as this would take considerable financing, but that he would make some 
contacts and be prepared to give a better idea of his interest. 

December 9, 1953: Mr. Williams informed the Chairman of the discussion 
with Mr. McAfee. 

December 9, 1953: Mr. Williams called Mr. McAfee and asked him to go ahead 
and make such contacts aS necessary on the basis of the discussion between 
Mr. Williams and Mr. McAfee on December 8. 
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December 11, 1953: Mr. Williams called Mr. McCandless and told him that 
Mr. McAfee had indicated an interest in the furnishing of 450,000 kilowatts 
generating capacity. 

December 14, 1953: Mr. Williams called Mr. Strauss and reported to him that 
Mr. McCandless had called and wanted to know where the proposal with Mr. 
McAfee stood. Mr. Williams told Mr. Strauss that he would like to request a 
letter from Mr. McAfee indicating his interest in the proposal. Mr. Strauss 
said that would be O. K. 

December 14, 1953: Mr. Williams called Mr. McAfee and asked if he would 
indicate his interest in furnishing 450,000 kilowatts generating capacity by writ- 
ing a letter to the General Manager, Atomic Energy Commission, attention 
Mr. Williams. 

December 15, 1953: Letter from Mr. McAfee dated December 14, 1953, received. 
Mr. Williams sent a copy of the letter to Mr. McCandless (Attachment 1). 

December 15, 1953: Mr. Williams advised Mr. Strauss that the letter from 
Mr. McAfee had arrived. 

December 28, 1953: Mr. Williams, Mr. Nichols, and Mr. Strauss met with Mr. 
Dixon in Mr. Strauss’ office. At this meeting Mr. Dixon indicated he had made a 
proposal to TVA to furnish them with 450,000 kilowatts power to be delivered at 
their connection near Memphis, Tennessee. Mr. Dixon left a copy of the letter 
proposal to TVA (Attachment 2). 

December 23, 1958: Mr. Williams called Mr. McCandless and told him Mr. 
Dixon, President of Middle South Utilities, was in to see Mr. Strauss and had 
left a copy of a letter which Mr. Dixon’s company had written to TVA agreeing to 
furnish 450,000 kilowatts generating capacity to TVA. (Copy of letter attached, 
Attachment 2.) Note: Mississippi Power & Light Company is a subsidiary of 
Middle South Utilities, Inc. 

December 24, 1953: Mr. Williams sent Mr. McCandless a copy of the letter left 
by Mr. Dixon. 

January 4, 1954: Received a letter dated December 24 from Mr. Hughes, 
Acting Director, Bureau of the Budget, addressed to Mr. Strauss, indicating that 
it would be helpful if we would proceed with our negotiations with a view to 
reaching firm agreement with private interests to supply AEC with an additional 
500,000 to 600,000 kilowatts of generating capacity not later than the fall of 1957. 
(Copy of letter attached, Attachment 3.) 

January 7, 1954: Mr. Williams received a letter from Mr. McAfee indicating 
other alternatives for the furnishing of the power in question. (Copy of letter 
attached, Attachment 4.) 

January 14, 1954: Mr. Williams and Mr. Nichols attended lunch in Mr. Strauss’ 
office with Mr. McCandless and Mr. Hughes of the Bureau of the Budget at which 
time the matter of furnishing power was discussed, including the two letters 
from Mr. McAfee and the letter from Mr. Dixon. Mr. Nichols pointed out to Mr. 
McCandless and Mr. Hughes that if we purchased more power from private 
utilities in lieu of TVA power presently under firm contract that it would cost 
the AEC more per kilowatt and would not be as certain a supply due to possible 
delays in construction and location of reserve power, etc. Further that Mr. 
McAfee was not eager to enter into such a contract, that from an engineering 
point of view the proper location for the new power should be near Memphis 
where it is needed, and that it might be better for either Memphis or TVA to 
make a power contract with private utilities along the lines suggested by Mr. 
Dixon and Mr. McAfee. It was requested that we pursue the matter further 
with Mr. McAfee. 

January 14, 1954: Mr. Williams called Mr. McAfee and told him of the meet- 
ing with Mr. McCandless and Mr. Hughes and suggested Mr. McAfee attend a 
meeting in Mr. Strauss’ office on Wednesday, January 20. This date was con- 
firmed later. 

January 20, 1954: Mr. McAfee, Mr. Dixon, Mr. Williams, Mr. Cook and Mr. 
Sapirie met in Mr. Strauss’ office at 3 o’clock. Mr. McAfee and Mr. Dixon made 
it quite clear to the Chairman that they were ready and willing to do anything 
possible without regard to profit to help with the problem of furnishing the 
power. However, Mr. McAfee and Mr. Dixon wanted to take this opportunity 
to express their concern over the method of providing the power in question. 
They thought that it would be much better to have TVA and a private utility 
make direct arrangements for the supply of power than to bring an additional 
large block of generating capacity into the Paducah-Joppa area where it would 
be difficult to dispose of in case the AEC requirement was ever materially reduced. 
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January 20, 1954: At 4: 30 Mr. McKenzie, Mr. Cook, Mr. Williams, Mr. McAfee, 
Mr. Dixon, and Mr. McCandless met in Mr. Hughes’ office, at the Bureau of the 
Budget to discuss this question. Mr. Dixon and Mr. McAfee reiterated their 
desire to be of assistance and to do everything within their power to help in the 
solution of the problem. However, they again voiced their concern as to the 
method which was being proposed. They indicated that the production of this 
large block of power in the Paducah-Joppa area would be geographically unsuit- 
able for future distribution and use in case the AEC load materially decreased. 
They indicated that Mr. Dixon’s Middle South Utilities System was ready at 
any time, and had made proposals to TVA on this matter, to fu.nish 450,000 
kilowatts to the Memphis Area at whatever cost the FPC deemed fair. They 
pointed out that a plant located in the Paducah-Joppa area would require ad- 
ditional transmission lines for both TVA and the private utilities and this would 
add additional cost. This is true because if the AEC released 450,000 to 600,000 
kilowatts of load at Paducah permitting TVA to use this capacity for their 
system it would require building of additional transmission since they (McAfee 
and Dixon) understood their present distribution system was loaded to capacity. 
In addition, the private utilities in order to protect themselves, in case of 
cancellation, would have to construct long, expensive transmission lines to get 
the power out of the area to the locations where it could be used. The price of 
the power to the ultimate user would of necessity be increased because of the 
line losses incurred in the long transmission lines. It was finally decided that 
Mr. Dixon would prepare a study of all cost factors pertaining to the construc- 
tion by his Company of a powerplant of 450,000 to 600,000 kilowatts across the 
river from Memphis in his territory. It was also indicated that consideration 
should be given to a plan whereby the private utility companies might purchase 
the Shawnee plant outright and furnish power to the AEC. Mr. Hughes indicated 
that probably the AEC could contract for the construction of a plant in the 
Memphis area but Mr. McAfee and Mr. Dixon questioned this way of going 
about the problem. The meeting ended with the understanding that there would 
be further study of this problem and that discussions would be had at a later 
date. 

January 28, 1954: The Chairman informed the General Manager that in 
discussion with the BOB he had indicated that exploration for additional power 
cannot proceed indefinitely, that in the very near future a decision should be 
reached on the course to follow on the power requirement. 

February 3, 1954: Mr. Eugene A. Yates, Chairman of the Board, The Southern 
Company, and his consultant, Mr. Edward Falck, of Washington, met with the 
General Manager and Mr. Mackenzie. Mr. Yates informed us that he had had a 
conference with Mr. Hughes of the BOB and Mr. Hughes had asked him to discuss 
the matter of TVA’s need for power with the General Manager. Mr. Nichols 
explained to Mr. Yates that we had a firm power contract with the TVA and 
that we were exploring the matter at the request of the BOB. Mr. Nichols in- 
formed him about conversations with Mr. Dixon and Mr. McAfee and Mr. Yates 
indicated that he was generally familiar with these conversations. During the 
course of the discussion Mr. Yates indicated that they were proposing to build 
a plant near the southwest corner of the TVA system in the near future and, 
furthermore, that they could make available to TVA immediately 100,000 to 
200,000 kilowatts in this general area. Mr. Nichols suggested to Mr. Yates that 
he might do the same thing that Mr. Dixon had done, i. e., make an offer in 
writing to the TVA to furnish this additional power under contract to TVA and 
also to contract for furnishing additional power from the new plant they are 
considering. Further, Mr. Yates indicated he was planning to visit Mr. Clapp 
of TVA and would make this information concerning availability of power known 
to him. 

February 10, 1954: Received copy of letter which Mr. Yates, the Southern Com- 
pany, sent to Mr. Clapp. (Copy attached, Attachment 5.) 

February 19, 1954: Mr. Ralph E. Moody, Executive Vice President of Union 
Hlectrie Co. of Missouri, called Mr. Williams. Mr. Dixon had outlined to him a 
scheme for a plant at West Memphis but he told Mr. Dixon he doesn’t care to go 
in on such a proposition unless we tell him he should since the plant would be 
located too distant from their present service area. 

February 20, 1954: At request of Mr. Hughes, BOB, Mr. Nichols saw Mr. Bugene 
A. Yates, the Southern Company. Mr. Yates said he would cooperate with Mr. 
Dixon in his proposal and that he had so informed Mr. Hughes. He also indi- 
cated his wilingness to sell TVA power directly in their own area. 
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February 23, 1954: Mr. Dixon, Mr. Yates, and Mr. McCandless, BOB, in. Mr. 
Dixon showed Mr. Nichols a letter which he was planning to send us pertaining 
to his proposal for furnishing power. It is essentially the same as he discussed 
riginally. 

“Feuroaty 25, 1954: Received proposal from Middle South Utilities, Inc., and The 
Southern Company (Attachment 6). 

March 3, 1954: Meeting between AEC representatives and the Bureau of the 
Budget to discuss the proposal. 

Sent letter to Bureau of the Budget commenting on proposal (Attachment 7). 

March 26, 1954: Meeting with Bureau of the Budget, FPC as consultants to 
BOB, TVA and AEC to discuss comparison of proposal for 650,000-kilowatt 
station versus Dixon-Yates proposal. 

April 6, 1954: Mr. Nichols met with Messrs. Dixon, Yates, Cook, Adams, and 
Roberts, staff members of FPC as consultants to BOB, to discuss revised proposal. 

April 7 and 8, 1954: AEC staff conferred with representative of the Dixon- 
Yates group and Mr. Adams and Mr. Roberts, staff members of FPC as con- 
sultants to BOB, on the technical phases of cost estimates and various contract 
provisions, 

April 10, 1954: Meeting with Dixon-Yates group, Mr. Nichols and FPC, con- 
sultants to BOR, to discuss revised proposal. 

April 12, 1954: Received revised proposal dated April 10 from Dixon-Yates 
group (Attachment 8). 

April 14, 1954: Commission approved letter to Bureau of the Budget analyzing 
the proposal. 

April 15, 1954: Letter submitted to Bureau of the Budget (Attachment 9). 

April'16, 1954: Mr. Nichols and Mr. Cook attended meeting in Mr. Hughes’ 
office attended by Mr. Clapp, TVA, and staff of TVA and BOB. It was agreed 
that a joint analysis of the revised proposal in comparison to costs to the Govern- 
ment of TVA plant would be made by TVA—AEC and Mr. Adams, FPC con- 
sultant to BOB, participating. 

April 16, 1954: Commissioners Smyth and Zuckert, AEC, sent a letter to Mr. 
Hughes, Bureau of the Budget, commenting on the proposal submitted by Dixon- 
Yates (Attachment 9A). 

April 17, 1954: Mr. Nichols of AEC sent a letter dated April 17 to Mr. Hughes, 
Bureau of the Budget, informing him that in compliance with Mr. Hughes’ request 
he had explained to Senator Saltonstall why Mr. Nichols was not yet prepared 
to testify in connection with the TVA budget before the Independent Offices Sub- 
committee (Attachment 9B). 

April 22, 1954: Mr. Nichols met with Director Hughes of the BOB and Mr. 
Clapp of TVA to discuss the results of the joint analysis made by the staffs of 
the Bureau of the Budget, the Atomic Energy Commission, and the Tennessee 
Valley Authority and to understand fully the TVA position. This meeting 
brought out certain exceptions which TVA took to comparative cost figures 
agreed upon by Messrs. Adams and Roberts, as consultants to the Bureau of 
the Budget, and the AEC staff. 

April 28, 1954: Telegram to Mr. Nichols or Mr. Strauss from Burch, Porter & 
Johnson stating they desire to submit proposal and Gibbs and Hill, Ine., would 
contact AEC for appointment (Attachment 10). 

May 5, 1954: Teletype Cook to Burch stating AEC would meet with group 
on May 11 and asked for names of individuals and affiliation of those who would 
be attending meeting (Attachment 11). 

May 6, 1954: Teletype Nichols to Burch stating the President of Gibbs and 
Hill had advised that their firm was not connected with proposal; that meeting 
of May 11 was cancelled; that we would be unable to consider setting another 
meeting until we had received the names of firms which were being represented 
(Attachment 12). 

May 13, 1954: Telegram Burch to Nichols stating group listed desired to enter 
into negotiations for construction of the steam plant and wire listed 6 individuals 
and one firm (Attachment 13). 

May 27, 1954: Received proposal dated May 26 from von Treskow. Proposal 
was submitted for group of 6 individuals and one firm (Attachment 14). 

June 3, 1954: Meeting with von Treskow group. Representatives of Bureau 
of the Budget also in attendance. 

June 4, 1954: Meeting with Kampmeier of TVA to discuss information sub- 


mitted in proposals from von Treskow group at meeting on June 8, as amended 
by letter of June 2. 
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June 9, 1954: Commission approved draft letter to Bureau of the Budget 
analyzing the von Treskow proposal. 

June 10, 1954: Letter forwarded to the Bureau of the Budget (Attachment 15) 

June 17, 1954: Received letter from Mr. Hughes dated June 16, 1954, trans- 
mitting instructions from President and requesting we proceed with negotia- 
tions (Attachment 16). 

June 17-18, 1954: Joint Committee on Atomic Energy Hearings. See JCABR 
Hearings on 8S. 3323 and H. R. 8862, to amend the Atomie Energy Act of 1946. 
The issues with respect to the plan as it concerned AEC were discussed during 
the course of the hearings by various members of the Commission as well as 
letters from the BOB to AEC, TVA, and Senator Saltonstall. In addition, all 
other aspects were covered. 

June 22, 1954: Memo from Mr. Nichols to Commission concerning plans to 
authorize definitive contract negotiations (Attachment 17). 

June 30, 1954: Commission authorized the General Manager to proceed with 
negotiations—contract to be referred back to Commission prior to execution. 

June 30, 1954: Letter from Chairman, AEC, to Vice Chairman, TVA, indi- 
cating desire to initiate discussions concerning contractual, operational, and 
administrative arrangements between TVA and AEC (Attachment 18). 

June 30, 1954: Letter to Dixon-Yates advising that AEC was prepared to enter 
into negotiations leading to a definitive contract (Attachment 19). 

July 7, 16-17, 22-23, 29-30, August 4-7, 11, 1954: Negotiations with sponsors 
resulting in proposed contract in essentially final form. During this period 
various proofs were discussed with BOB. 

July 9, 1954: Letter from Vice Chairman, TVA, to Chairman, AEC, stating 
they have asked BOB to reconsider the question of accepting the Dixon-Yates 
proposal and enclosed copy of letter to Hughes dated July 2 (Attachment 20). 

July 15, 1954: Letter from Cook, AEC, to Lucius E. Burch advising of non- 
acceptance of his proposal by the AEC (Attachment 21). 

August 2 and 11, 1954: Meetings with FPC staff to discuss their reviews and 
comments on proofs of proposed contract. 

August 12, 1954: Memorandum Mr, Nichols to Chairman, AEC, recommending 
approval of transmittal of the proposed contract to JCAE (Attachment 22). 

August 12, 1954: Approval of Commission for General Manager to transmit 
proposed contract to JCAER. 

August 16, 1954: Letter from Mr. Nichols to Bureau of Budget transmitting 
contracts for their review and concurrence (Attachment 23). 

August 16, 1954: Senate passed AEC Bill. 

August 17, 1954: House passed AEC Bill. 

August 18, 1954: Letter from Mr. Nichols to JCAE transmitting copies of the 
proposed contract. 


DATA ON NAMES MENTIONED IN CHRONOLOGY 


Mr. L. L. Strauss, Chairman, Atomic Energy Commission 

Mr. H. D. Smyth, Commissioner, Atomic Energy Commission 

Mr. BP. M. Zuckert, Former Commissioner, Atomic Energy Commission 

Mr. K. D. Nichols, General Manager, Atomic Energy Commission 

Mr. Walter Williams, then Deputy General Manager, Atomic Energy Commis- 
sion; now Vice President, Taconite Contracting Corporation, Duluth, Minn. 
(subsidiary of Brie Mining Co., Cleveland, Ohio) 

Mr. R. W. Cook, Assistant General Manager for Manufacturing, Atomic Bnergy 
Commission 

Mr. S. R. Sapirie, Manager, Oak Ridge Operations, Atomic Energy Commission 

Mr. John Mackenzie, Assistant to Chairman Strauss, Atomic Energy Commission 

Mr. J. W. McAfee, President, Union Electric Company of Missouri, St. Louis, Mo. ; 
President, Electric Energy, Inc., for Joppa Plant serving ABC at Paducah 

Mr. Ralph E. Moody, Executive Vice President, Union Blectric Company of 
Missouri 

Mr. Edgar H. Dixon, President, Middle South Utilities, Inc., 2 Rector Street, 
New York 6, N. Y. 

Mr. Eugene A. Yates, Chairman of the Board, The Southern Company, 600 North 
18th Street, Birmingham, Ala. 

Mr. Edward H. Falck, Consultant to Mr. Yates, Washington, D. C. 

Mr. Joseph M. Dodge, Previous Director, Bureau of the Budget 

Mr. Rowland R. Hughes, Present Director, Bureau of the Budget 
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t Mr. W. F. McCandless, Assistant Director for Budget Review, Bureau of the 
Budget 
q Mr. Gordon Clapp, Previous Chairman, TVA, Knoxville, Tenn. 
_ Mr. G. O. Wessenauer, Manager of Power, TVA, Chattanooga, Tenn. 
\- Mr. R. A. Kampmeier, Director of Power Utilization, TVA, Chattanooga, Tenn. 
\ir. Walter H. von Tresckow, Financial and Beonomic Consultant, 400 East 52d 

B Street, New York, N. Y. 
3 Mr. Lucius E. Burch, Attorney, Burch, Porter & Johnson, 1006 Exchange Building, 
g Memphis, Tenn. 
7 | Mr. Francis L. Adams, Director of Power Division, Federal Power Commission 
ll (acting as consultant to BOB on this contract) 

> Mr. Harold Roberts, Assistant to Mr. Adams, FPC 
QO ‘ 
h 4 ATTACHMENT 1 
: ; Decemser 14, 1953. 
d & OFFICE OF THE GENERAL MANAGER, ATOMIC ENERGY COMMISSION, 

; 19th and Constitution, Washington, D. C. 
Tr (Personal Attention of Mr. Walter Williams.) 

: GENTLEMEN : It is my understanding that your staff is considering plans which, 
S adopted, would result in your seeking an additional supply of power which 
d ould amount to as much as 450,000 kilowatts. You have said that it would be 

helpful to have information as to the possibility of obtaining such power from a 

8 new plant to be financed, constructed, and operated by a private company and to 
~ be in full production by the middle of 1957. 
: The tentative nature of this undertaking and the many uncertainties in it led 


us to agree that it might cause public misunderstanding if any specific inquiry 

ere made in financial and manufacturing circles on this subject and I have not 
d done so. Thus the opinion I shall express is based largely on my personal suppo- 
sitions, Supported by general inquiries to informed people on current conditions 


iB n financial and manufacturing fields. 
. There are a few observations of a general nature which bear on the question: 
it 1. I believe it would not be desirable to put further capacity at the site 
of the Joppa plan of Electric Energy, Inc. 
1s 2. There would be serious legal difficulties in having Electric Energy, Inc., 
build an additional plant. I would strongly recommend the formation of a 
new company. 
My best judgment is that a group of private investors can be formed who would 
1€ be prepared to submit a proposal and to contract for the supply of up to 450,000 
kilowatts of firm capacity to your Paducah project upon substantially the same 
rate, terms (including provision for cancellation), and conditions as are provided 
in the contract between Atomic Energy Commission and Electric Energy, Inc., 
under which the 5th and 6th units are being installed by the latter at its Joppa, 
Illinois station. I believe that such an undertaking can be financed on about 
the same capital ratios as exist in Electric Energy, Inc. 
Delivery dates under current conditions for 500,000 kilowatts in five 100,000 
s units, four 150,000 units, three 175,000 units; two 250,000 units of 22 to 24 months 
. probably can be obtained. There is no reason why a plant of the size under dis- 
cussion cannot be designed and built in 40 months or less. 
ry If and when you are able to be more specific and can permit me to discuss the 
P project with others, particularly financial institutions, manufacturers, and pros- 
pective members of a managing group, I shall be happy to attempt to submit more 
2 definite information. 
" Very truly yours, 
,* J. W. MoAFEE. 
of 
ATTACHMENT 2 
t, Octoser 15, 1953. 
" Mr. G. O. WESSENAUER, 


Manager of Power, Tennessee Vailey Authority, 
Chattanooga, Tenn. 

Dear Wes: In our discussion in your office on June 15 and your letter of the 

following day, you requested us to make more definitive and specific our offer 

to supply TVA with a block of power on a long-term basis. 
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You will recall that our previous reasons for not being more specific stemmed 
from an absence of data with respect to the quantities of power you requir 
points of delivery, load characteristics, the period for which you would lx 
willing to contract, ete. We have also been conscious cf the disadvantages to 
which we are put because of (1) the necessity that we pay local, state, and 
federal taxes at the going rate, and which requires about 36 percent of the 
capacity charge in our subjoined offer, and (2) because we must pay the inves 
ing public for the use of its money, which payments require about 38 percent 
of the capacity charge in our offer. 

We have, however, given the problem the further necessary study, and have 
presumed, as lately reported in the press, that you still require the equivalent of 
the previously requested Fulton installation. Accordingly, we propose to suppl 
you with an amount of capacity equal to that you proposed at Fulton. We 
therefore, hereby offer to construct near Memphis a station of not less tha 
450,000-kilowatt capacity, and deliver to you at the Tennessee State line fro 
this station the available capacity not exceeding 450,000 kilowatts, with interi 
deliveries from our other sources, under the following specific terms: 


‘ot 


Capacity to be supplied 

The available capacity of the plant, not exceeding 450,000 kilowatts of 3-phase, 
60-cycle, alternating-current electric power from 2 generating units. Details 
of scheduling to be agreed upon. TVA also to have control of scheduling of 
overhauls. 


Delivery point 

At the Tennessee State line near Memphis, definite points to be agreed upon 
Delivery voltage 

154 kilovolts unless other voltage is agreed upon. 

Delivery date 

If you elect a timely acceptance of this proposal, we can deliver 100,000 | 
kilowatts beginning January 1, 1954, another 125,000 kilowatts upon the rein j 
forcement of certain transmission facilities, approximately 18 months afte 
your election, and the balance as quickly as the new station can reasonably be 
completed. 

Price 

The sum of capacity and energy charges, upon the completion of the station, 
will be as follows: 

Capacity charge.—$14,298,000 per year, payable 1/12 monthly. Until the 
completion of the proposed station the capacity charge for partial deliveries 
shall be prorated. 

Energy charge.—1.94 mills per kilowatt-hour delivered to the point or points 
of delivery, subject to increase or decrease at the rate of 1/10 mill for each 
increase or decrease of 1 cent in the average cost of coal received during the 
preceding 6-month period at the station to be built is greater or less than 20 
cents per million B. t. u., provided, however, that until said new station near 
Memphis is in operation, any energy delivered shall be considered to have been 
furnished from the Company’s Delta Steam Blectric Generating Station and the 
cost of fuel above or below the base price, as experienced at said Delta Station, 
will govern. 

Term of contract 

Twenty years at full contract capacity with provisions for termination there- 
after by TVA by reduction of contract capacity at the rate of not more than 
50,000 kilowatts in any one year, provided notice of any desired reduction is 
given 3 years in advance. All obligations of both parties shall terminate not 
later than the end of the 40th year. 


Other conditions 


Rate is subject to regulation by Federal Power Commission or other govern- 
mental regulatory agency having jurisdiction. 

This offer is made subject to force majeure and acceptance within 6 months 
of this date. 

The foregoing price includes compensation for the use of capital at 6 percent 
per annum. It also provides for taxes at existing rates based upon a capital 
structure which conforms to standards normally required by the Securities 
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and Exchange Commission and other regulatory authorities. This proposal and 
the provisions of any resulting contract are, of course, subject to regulation by 
the Federal Power Commission or other regulatory authorities having jurisdic- 
rion. 

We stand ready to further pursue this matter at your convenience. 

Kindest personal regards. 

Yours very truly, 
R. B. Wirson, 
Vice President, Mississippi Power & Light Co., 
Jackson, Miss. 


ATTACHMENT 3 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BupDGET, 
Washington, D. C., December 24, 1953. 
Hon. Lewts L. Strauss, 
Chairman, United States Atomic Energy Commission, 
Washington, D. C. 


My Dear Mr. Strauss: As a result of your preliminary conversations with 
private interests we understand that arrangements can probably be worked out 
to supply the Atomic Energy Commission Paducah installation with 500,000 (and 
possibly up to 600,000) kilowatts more of electric power than it is now scheduled 
to receive in 1957 from non-Federal sources. This would relieve the Tennessee 
Valley Authority of its previous commitments to you in like amounts and free 
this power for normal load growth in the TVA power area. 

The TVA budget for 1955 will be based upon the expectation of a successful 
completion of these arrangements to relieve TVA of this amount of your power 
requirements now expected from them. This will make it unnecessary to include 
any amounts for new power generating facilities in the TVA budget for 1955. 
However, the agency has been advised that if satisfactory arrangements cannot 
be developed to provide this power for ABC installations from private sources, 
reconsideration will be given to the TVA request for appropriations to initiate 
the construction of additional power facilities. It is also understood that the 
arrangements under discussion refer solely to existing firm commitments for 
permanent power between TVA and AEC. Any additional AEC needs that 
may develop will have to be considered separately as they may arise and appro- 
priate arrangements made. 

It would be very helpful if you would proceed with your negotiations with the 
view of reaching a firm agreement with private interest to supply AEC with an 
additional 500,000 kilowatts to 600,000 kilowatts no later than the fall of 1957. 
Inasmuch as it will be necessary to submit supplemental appropriations this 
spring for the TVA should it be impossible to work out satisfactory arrange- 
ments with non-Federal sources we would appreciate being kept currently in- 
formed with respect to these negotiations. 

Sincerely yours, 
ROWLAND HueGHEeEs. Acting Director. 





ATTACHMENT 4 


Union Evectric Co. or Missouri, 
915 NortH 12TH BOULEVARD, 
St. Louis 1, Mo., January 4, 1954. 
Mr. WALTER WILLIAMS, 
Assistant to the General Manager, Atomic Energy Commission, 
19th and Constitution Avenue, Washington, D. C. 


DeAR WALTER: I have been thinking about our conversation the last time I saw 
you in Washington. The more I consider the possibility you are investigating, 
the more impressed I am with the necessity of considering other alternatives 
before a final decision is made. I am sure I suggested some of the things that 
would accomplish the desired result but I think now that I could put them in 
order of priority. If I had the responsibility of relieving the National Budget of 
avoidable capital expenditures in the TVA area, I would consider : 
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First: That TVA no longer assume full responsibility for supplying all the 
needs of municipalities. Thus, as present contracts expire, those municipalities 
which need a greater supply than is available from the Authority would be 
obliged to arrange for purchase from others or for the construction of a plant 
with municipal funds. 

Second: Arrangements with neighboring companies of TVA to sell power to 
the Authority. I am confident that arrangements could be made for the con- 
struction of a new plant if that is necessary. 

Third: The plan you discussed with me. 

Best regards. 

Sincerely, 


J. W. McAFEE. 





ATTACHMENT 5 


THE SOUTHERN Co., 

600 North 18th Street. 
Birmingham, Ala., February 9, 1954. 
Mr. Gorpon R. CLAPP, 

Chairman, Tennessee Valley Authority, 
Knooaville, Tenn. 

DeaR Mr. CLapp: As you know, the Georgia Power Company has optioned 
acreage on the Tennessee River near Guntersville, Alabama, with the expecta- 
tion of building a steam plant to be owned and operated by the company for 
delivery of energy for use in Georgia. It appears that by reason of the low cost 
of fuel attainable at this site, this plant would be of great value to Georgia 
Power Company. 

You and your associates have been most cooperative in making available to 
us engineering information concerning the proposed site, explaining the regula- 
tions with which we would have to comply and in other ways. We are pleased 
to acknowledge this cooperation and to express our appreciation. 

The President's budget message, in discussing apprapriations included in the 
1955 budget for Tennessee Valley Authority, contemplates that some 500,000 
to 600,000 kilowatts of load in your service area will be supplied from other 
sources by the fall of 1957. As one of the companies located on the perimeter of 
the Tennessee Valley Authority area, we are willing to supply 200,000 kilowatts 
of such load if you so desire. 

While our studies for a plant on the Guntersville site on the Tennessee River 
are with a view to providing economical generating capacity for Georgia Powe: 
Company, we believe that additional capacity provided by us at this location, 
because of favorable fuel situation and proximity to the Tennessee Valley 
Authority system, would be an economical source of power to your system. 

The Southern Company, on approval of all necessary authorities, will cause 
the necessary generating capacity to be constructed at such location, in addi- 
tion to any required for Georgia Power Company, and a contract to be entered 
into for the sale to Tennessee Valley Authority of 200,000 kilowatts of firm power 
at the plant at transmission voltage on the basis of a yearly demand charge of 
$25 per kilowatt, payable monthly, and an energy charge of 2.15 mills per kilo- 
watt-hour, resulting in an average rate of 5.32 mills per kilowatt-hour at an 
annual load factor of 90 percent. This offer is based on securing a 15-year 
eontract with Tennessee Valley Authority, in form and substance mutually 
satisfactory, which will contain provisions for escalation upward or downward in 
demand and energy charges for variations in tax rates, in fuel costs (from a 
base of 20 cents per million B. t. u.), and in the wage and materials elements of 
construction cost. 

It is contemplated that this plant can be constructed within three years. 
In the meantime, to the extent it may be needed, The Southern Company system 
is willing to continue to sell power to Tennessee Valley Authority, under, and 
at the rates provided in the existing interchange agreement. While there will be 
variations, depending upon availability and your requirements, you will recall 
that during 1953 we supplied 446 million kilowatt-hours to Tennessee Valley 
Authority thereunder. 

Sincerely, 
E. A. YATES, 
Chairman of the Board. 
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ATTACHMENT 6 


Mipp_e Soutu UTIxiriEs, INC., 
2 Rector STREET, 
New York 6, N. Y., February 25, 1954. 
Gen. K. D. NICHOLS, 
General Manager, Atomic Energy Commission, 
Washington, D. C. 


DeAR GENERAL NIcHOLS: I am attaching hereto a formal proposal which has 
been executed by Mr. Yates and me. In view of the fact that this offer was 
stimulated by the suggestion in the President’s budget message, I am sending a 
copy of such proposal to the Budget Bureau. 

Very truly yours, 
BD. H. Drxon, President. 


FEBRUARY 25, 1954. 
Aromic ENERGY COMMISSION, 
Washington, D. C. 
(Attention: Gen. K. D. Nichols, General Manager.) 


Dear Str: Middle South Utilities, Inc., and The Southern Company have given 
serious consideration to the service they might render in response to the sugges- 
tion in the President’s budget message, to the effect that the power industry 
furnish 500,000 to 600,000 kilowatts of power to the Atomic Energy Commission 
by the fall of 1957, presumably at Paducah. It is our understanding that this 
power is desired in order to reduce by an equivalent amount the commitments of 
Tennessee Valley Authority to the AEC, with a resultant reduction in the amount 
of capital expenditures which will have to be budgeted for TVA. 

We are willing to cause this power to be furnished by organizing a new corpo- 
ration to carry out our proposal set forth below. Leaving out of consideration 
all the special advantages which the TVA enjoys under the law as it exists today, 
we are confident that private industry can match and better TVA competition. 
Using the only TVA estimates of which we have knowledge, the price set forth 
in our proposal, except for taxes, is less than the price set forth in the present 
power contract between TVA and the AEC for 600,000 kilowatts if due allowance 
be made for increased costs of construction. Thus while our proposal would 
result in a higher power bill for AEC considered as a separate agency, the net 
effect upon the taxpayer would be beneficial. 

In connection with our proposal the following considerations are important. 

First, our systems must pay taxes. The amounts included in the bills of the 
new corporation for taxes should be excluded when considering the cost of its 
product to the United States Government whose power operations under similar 
circumstances are relieved of all taxes. 

Second, we face the problem of providing and servicing the additional capital 
necessary to provide facilities at today’s prices as contrasted with the price level 
prevailing when construction of the TVA Shawnee steam-electrie station was 
first authorized. A measure of this is that the power rate quoted to AEC by 
TVA is presumably based on TVA’s expectation of completing Shawnee at a cost 
of $145 per kilowatt, exclusive of transmission facilities, whereas TVA’s testi- 
mony last year with respect to their proposed powerplant at Fulton, Tennessee, 
indicated that that station was estimated to cost about $200 per kilowatt, ex- 
clusive of transmission facilities. In short, if everything also were equal, there 
would be $55 of additional capital per kilowatt of capacity on TVA’s own figures. 
This would require recognition in the pricing of power from such facilities. 

There is an additional consideration. Since the power to be released by 
AEC would appear to be for TVA’s use in West Tennessee in general and the 
Memphis area in particular (see the TVA testimony with respect to its proposed 
Fulton plant), a practical and economical situation can be created if deliveries 
by the new corporation to you or for your account are made over an intercon- 
nection with TVA in that area, and if TVA in turn delivers a like amount of 
power to the Commission’s Paducah facilities from their Shawnee Station. This 
can be accomplished by locating the facilities of the new corporation near 
Memphis. This will have the following advantages: (a) it will locate the 
plant where fuel can be readily obtained via the Mississippi River or by rail; 
(b) it will locate the plant where interconnections can be readily made with 
major power systems; (c) it will make it unnecessary for TVA to build trans- 
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mission lines back from Shawnee to the Memphis area, thus avoiding assess- 

ment of further amounts against taxpayers for this purpose; and (d) the 
additional capacity will not be built in an area which, except for the AEC 
demand, is already oversupplied with power. 

As indicated above, congressional testimony by TVA was that about $200 per 
kilowatt of capacity will be required to construct a steam-electric station in the 
Memphis area. This would be $120,000,000 to provide the suggested 600,000 
kilowatts. If the taxpayers were required to build a new station they, through 
their Government, would have to authorize the expenditure of $120,000,000 
now. Under our proposal we make the initial investment of $120,000,000 and 
hence the taxpayers make only annual payments related to the annual cost of 
the power for the 25-year period of the contract. It is estimated that over 
this 25-year period the owners will recover 75 percent of the depreciable plant 
cost. Moreover, if the need of the Government for this power should for any 
reason come to an end, the Government may terminate the contractual obliga- 
tion upon reasonable notice and thereby relieve the taxpayers of any further 
payments on account of this power load. 

Every consideration has been given to the fact that a 25-year contract with 
the United States Government, acting through your Commission, will tend to 
lower the cost of money to the new corporation. Full allowance has been made 
for the lesser risk of a Government contract as compared with risks in normal 
situations involving relatively short-term contracts with ordinary businesses. 
In addition, we have given full consideration to the fact that the power involved 
will be utilized by the Government itself for a purpose related in the main to 
defense. Naturally, under such special circumstances, we are able to finance 
with a substantially larger proportion of long-term debt than would be per- 
mitted by regulatory authorities in a normal public utility situation. Moreover, 
we are willing and able to go further in this special Government and defense 
situation than we otherwise would. 

Specifically, we, alone or with such other companies as may become associated 
with us and in such proportions as may be agreed among us, will cause a new 
corporation to be formed: 

A. To finance and construct new facilities and to deliver for your account 
to Tennessee Valley Authority at such voltage and at such points on the Shelby 
County, Tennessee, line bordering the States of Arkansas and Mississippi as 
may be agreed upon definitely at your timely convenience, 600,000 kilowatts of 
3-phase, 60-cycle electric power on as continuous a basis as you can utilize such 
power, it being understood that the power to be delivered would be in substitu- 
tion of a like amount of power and energy presently supplied or to be supplied 
by TVA. 

B. To enter into a contract with you for such service for a term of 25 years 
from the commencement of full-scale operations, the contract to provide for: 

(a) The base capacity charge applicable to item A above in the amount 
of $9,626,000 annually, exclusive of tax components referred to in para- 
graph (c); 

(b) An energy charge and other terms and conditions including adjust- 
ments, to be in general similar to those contained in your contract with 
TVA for such service; 

(ce) Reimbursement by you for all taxes of every kind or character, state, 
lecal, or federal, paid or payable by the new corporation during the term, 
including taxes, if any, on all taxes reimbursed, so that the prices and terms 
specified in paragraph B (a) and (b) shall be net after all taxes; and 

(d) The making of appropriate arrangements by you with TVA for the 
receipt by it and delivery to you in kind of the power and energy to be 
supplied under paragraph A above. 

With respect to (c) above, sales taxes and excise taxes directly related to 
operations or activities for supplying energy to you shall be reimbursed by you 
in their entirety. All other taxes shall be reimbursed by you in the same pro- 
portion as your contract capacity bears to the capacity of the facilities. In this 
connection, it is our understanding that based upon present tax laws, the State 
and local income and ad valorem taxes, which presently constitute the principal 
State and local tax charges, would be approximately $1,823,000, and the Federal 
income taxes would be approximately $897,000. 

The Middle South System can commence the delivery at once of such portions 
of the capacity involved in paragraph A above as can be delivered for your 
account to TVA through existing interconnections between that System and 
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TVA. Such deliveries can be increased to at least 250,000 kilowatts as rapidly 
as additional transmission facilities can be provided. , 1 here has been no oppor- 
tunity to determine the exact extent of such possible immediate or future deliv- 
eries, but the Middle South System has regularly delivered substantial blocks 
of power to TVA over existing interconnections. If delivery of such interim 
power is desired, Middle South Utilities, Inc., is prepared to negotiate a separate 
definitive agreement for such purpose. The full commitment herein can be 
delivered in approximately thirty-six months after the execution of a contract, 
even if one of the proposed new units is not then completed. The new company 
will expect to receive all necessary cooperation for any necessary priority 
assistance, , 
We have received assurances from responsible financial specialists expressing 
the belief that financial arrangements can be consummated on the basis which 
we have used in making this proposal and under existing market conditions, and 
our offer is conditioned upon such consummation. It is also subject to approval 
of various regulatory bodies having jurisdiction and to force majeure. 
We are ready to negotiate a definitive contract at your convenience, 
Very truly yours, 
Mippiz Soutn UTILitigs, INc., 
By E. H. Dixon, President. 
THE SOUTHERN COMPANY, 
By E. A. YATEs, 
Chairman of the Board, 


_— 


ATTACHMENT 7 
UnITep States Atomic ENercy COMMISSION, 


Washington 25, D. C., March 3, 1954. 
Hon. JosepH M. Dopesr, 


Director, Bureau of the Budget. 


DearR Mr. DopGe: Reference is made to the President’s budget message and to 
Acting Director Rowland Hughes’ letter of December 24, 1953, in which Mr. 
Hughes indicated that it would be very helpful if we proceeded with negotia- 
tions with the view of reaching a firm agreement with private interests to supply 
AEC with an additional 500,000 kilowatts to 600,000 kilowatts no later than the 
fall of 1957. It is our understanding that the purpose of proceeding with these 
negotiations would be to relieve the TVA of its previous commitment to the 
AEC in like amounts and free this power for normal load growth in the TVA 
power area. 

As a result of discussions with various utilities, Mr. E. H. Dixon, President, 
Middle South Utilities, Inc., and Mr. BE. A. Yates, Chairman of the Board, The 
Southern Company, have submitted a joint proposal under letter dated February 
25, 1954, copy of which was furnished your office, that could serve as the basis 
for negotiations leading to a definitive contract. 

The Utilities have offered, under the proposal submitted, (a) to form a sepa- 
rate company for the purpose of financing, constructing, and operating addi- 
tional power facilities to deliver 600,000 kilowatts of power on a continuous basis 
from a location within the Middle South Utilities, Inc., area and near Memphis, 
Tennessee, where TVA needs the power, and (b) to enter into a contract with 
the Atomic Energy Commission for supplying power for a term of 25 years from 
the commencement of full-scale operations under the following provisions: 

(1) A base capacity charge in the amount of $9,626,000 annually, exclu- 
sive of tax components referred to in subparagraph (3) below; 

(2) An energy charge and other terms and conditions, including adjust- 
ments, to be in general similar to those contained in the AEC’s contract with 
TVA for such service ; 

(3) Reimbursement by the AEC for all taxes of every kind or character, 
state, local, or federal, paid or payable by the new corporation during the 
term, including taxes, if any, on all taxes reimbursed, so that the prices and 
terms specified in subparagraphs (1) and (2) above shall be net after all 
taxes; and 

(4) The making of appropriate arrangements by the AEC with the TVA 
for the receipt by it and delivery to the AEC in kind of the power and energy 
to be supplied as indicated above. 
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With respect to subparagraph (3) above, sales taxes and excise taxes directly 
related to operations or activities for supplying energy to the ABC shall be 
reimbursed by the AEC in their entirety. All other taxes shall be reimbursed 
by the AEC in the same proportion as the AEC contract capacity bears to the 
capacity of the new facilities. The sponsors state that it is their understand- 
ing, based on present tax laws, that the state and local income and ad valorem 
taxes, which presently constitute the principal state and local tax charges, 
would be approximately $1,823,000 and federal income taxes would be approxi- 
mately $897,000. 

In arriving at the base capacity annual charge of $9,626,000 covered in (1) 
above, the sponsors state that they have assumed a cost of approximately $200 
per kilowatt capacity will be required to construct a steam electric station in 
the Memphis area, this being based upon previous estimates used by TVA in 
appropriation hearings for the Fulton steam plant and the sponsors belief that 
they can match TVA estimates. This charge also assumes the power facility 
owners, over the 25-year life of the contract, will recover 75 percent of the 
depreciable plant cost. 

It is our understanding that the annual base capacity charge quoted is firm 
and the enemy charge is 2 mills, subject to adjustment for increases or decreases 
in cost of coal and labor on a basis similar to the energy rate in the TVA contract. 

The attached table covering the major components of cost of the proposal has 
been prepared and is compared with our present estimate of cost of power, includ- 
ing escalation, to be delivered to AEC from the TVA Shawnee plant, under the 
terms of our present contract with TVA. 

Consideration of the proposal by Dixon and Yates should not overlook the 
fact that— 

(a) The AEC presently has a firm contract with the TVA for the supply 
of power. 

(b) Reliability and continuity of power supply to the AEC must be 
protected. 

(ec) Any cancellation of the AEC’s contract with the TVA, which would 
result in higher costs to the AEC, must be justified on the basis of advantages 
to the AEC or overall advantages to the United States. 

We feel that higher executive authority or Congress should make this determi- 
nation. 

In making such a determination, the following estimates given in the proposal 
are pertinent: 

(a) By utilizing private utilities, the United States would save at this 
time an outlay of at least $120,000,000, capital cost of the plant. 

(b) Of the additional annual cost of approximately $4,138,000 to the AEC, 
the proposal estimates that $897,000 would be returned to the Government in 
the form of federal taxes. 

(c) $1,823,000 of the remaining increased costs to the AEC represents 
state and local income and ad valorem taxes. This charge and the justifica- 
tion for transferring it to the AEC as an operating expense and, in effect 
further subsidizing TVA customers, is a policy question beyond the com- 
petence of the AEC to answer. Suggested solutions to this question are 
to have the TVA contract directly with the sponsors or to charge the TVA 
for this cost. 

(d) Whether the plant was built by TVA, or under provisions of this 
proposal, it appears that the remaining balance of $1,418,000 of the increased 
cost is attributable to higher construction costs now as compared to estimated 
costs for the TVA Shawnee plant. Since the proposed plant would be built 
to provide additional power for TVA, this increased cost should be assumed 
by that agency. 

The proposal covers cost of transmission from the new facilities to a point 
on the Shelby County, Tennessee, State line. Additional costs for transmission 
and interconnection to TVA network would be involved and should be covered 
by TVA. 

The proposal does not spell out cancellation provisions and the ultimate attrac- 
tiveness of the proposal cannot be determined until these are agreed upon, 

The AKC has the statutory power to contract for electric power for the supply 
of its facilities at Paducah, Portsmouth, and Oak Ridge, and it is believed that 
this statutory power is broad enough to include covering the attached proposal. 
However, as indicated above, justification for canceling an existing firm contract 
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and contracting for the same amount of power at higher cost must be made by 
higher authority than the AEC. 

The Commission is divided upon the advisability of its recommending using 
its contracting power in the manner proposed. 

We believe that we have explored the subject proposal to the extent practicable 
at this time. Higher authority will now presumably determine what course of 
action is in the best interest of the Government. 

Sincerely yours, 
Lewis L. Strauss, Chairman. 


Attachments: Power proposal dated February 25, 1954; table on cost com- 
parison. 


Cost comparison 
PROPOSAL 





Annual cost Mills per 
to AEC kilowatt-hour 


Base capacity charge: | 
Interest and amortization of debt..................-.--.-.--..-.--.-.---. 
Operating expenses (exclusive of fuel) 





maninhens Lrscsdtyageiachnaeies 





























ek tek eniienoatradenen=ndbesie-ns0y<ne~eaeniinemainne-aie Beets : 

QUE. didn ctcindidddncdiguhinhntcutcnith pried ddbthpeieatiindesdie ---| $9,626, 000 | 1. 87 
Taxes: | 

Federal income_.............- , Sotho Bhdcubteckienebtcéscsasdchndeecns } 897, 000 | .18 

State and local income and ad valorem.......-- bebe a hitibdsbiences | 1, 823, 000 | . 35 

IE ier tentang speneieen mien te ----- 2,720,000 .53 

Total demand charge._-.............- inl in de Mlakn ith hon tis be eckcltindah dake & | 12, 346, 000 ery 2. 40 

Energy,charge: 2 mills per kilowatt-hour, escalated .......................-- 10, 714, 000 | 2.08 

Cred CERNE. ib sn dc etsctediacnoss beeetnacdtuccdbbeedne etdsbunebasee 23, 060, 000 4.48 

PRESENT TVA CONTRACT 

: ; a oneten 

Demand charge: 600,000 kilowatts, at $1.14 per kilowatt-month..-........... -| $8,208,000 | 1. 59 

Energy charge: 2 mills per kilowatt-hour, escalated......................--.- | 10,714,000 2.08 

Tees Duss oe. Td. ee a I Ee a 3. 67 

; 

SUMMARY 
PURI: dnihsdentthaeeenntetidtathanntithinencnnnmensiinten anineidieisenteemati paiincaneat ihn ... $23, 060, 000 


Preset Ua CMG ok dbbi Soe cdccnucutccnscddccceus phd abe dekeboddaaa ddvct dtebbnididnde 18, 922, 000 
el nai ccenninnatineunchaiapdnienets inn naludiinetcbiinelnretes$sunmdid cna 4, 138, 000 


Nore.—Cost in mills per kilowatt is based upon the 98-percent LF that applies to AEC load at Paducah. 





ATTACHMENT 8 
APRIL 10, 1954. 
ATOMIC ENERGY COMMISSION, 
Washington, D. CO. 
(Attention: General K. D. Nichols, General Manager.) 

Dear Sirs: In response to the suggestion in the President's budget message 
that the power industry might furnish 500,000 to 600,000 kilowatts to your 
Commission by the fall of 1957, Middle South Utilities, Inc., and The Southern 
Company submitted a proposal to you under date of February 25, 1954. It was 
our understanding of the budget message that this power was desired in order to 
reduce the commitments of Tennessee Valley Authority to your Commission for 
service at Paducah, with a resultant reduction in the amount of capital expendi- 
tures which would have to be budgeted for TVA. Our proposal was designed to 
accomplish that purpose. 

As you know, our February 25 proposal was formulated upon short notice and 
on the basis of data which was not as complete as is desirable in connection 
with such a matter. Since February 25, we have acquired additional informa- 
tion and have had time for further study. As a result, we are pleased to be 
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able to make an offer to your Commission on a more favorable basis. Accord- 
ingly, we hereby withdraw our letter of February 25, 1954, and submit to you 
the proposal set forth in this letter and the accompanying appendix. 

Our proposal provides for rates, exclusive of taxes, having a base annual 
demand charge of $14.62 per kilowatt-year, subject to variation up or down 
in case of increase or decrease in actual cost of construction as compared with 
the present estimate, with a maximum increase of 4714 cents per kilowatt-year. 
The base energy charge is 1.863 mills per kilowatt-hour, which is estimated cost, 
subject to variation up or down in case of increase or decrease in fuel costs and 
wage rates. 

In considering our proposal for purposes of comparison, it is important to 
bear in mind that there are two classes of factors to be weighed. One class 
includes those where a Government agency enjoys advantages not available t 
private industry and with which private industry cannot hope to compete— 
Government credit, freedom from taxation, certain subsidies, etc. The other 
class of factors has to do with performance. As to the latter, private industry 
can perform at least as well as Government and is willing to face any fair 
competition. In the present proposal, an attempt has been made, insofar as 
possible, to separate these two classes of factors so that a fair comparison may 
be made. 

It is, of course, impossible to know now, on the basis of presently estimated 
cost, what the actual ultimate cost of a new plant will be. The effect of our 
proposal, however, is to provide that if the actual construction cost is less than 
anticipated the Government is to participate equally with us in the benefits 
from such reduction. Its effect also is to provide that if the construction cost 
exceeds the estimate, the resulting increased costs are to be divided equally 
between us and the Government except that there is a guaranteed maximum 
above which the Government does not bear any such additional costs and we 
bear them all. Thus the Government is provided with a ceiling—we with an 
incentive to benefit the Government as well as ourselves. 

Under our proposal, a new corporation to be formed by us will make the 
expenditure to build the plant, and the taxpayers will make only annual pay 
ments related to the annual cost of supplying the power for the 25-year period 
of the contract. Moreover, if the Government’s need for this power should for 
any reason come to an end, the Government may terminate its contractual 
obligation on a reasonable basis and thereby relieve the taxpayers of any 
further payments on account of power their Government no longer needs or 
uses. 

Every consideration has been given to the fact that a 25-year contract with 
the United States Government, acting through your Commission, will tend to 
lower the cost of money to the new corporation. Full allowance has been made 
for the lesser risk of a Government contract as compared with risks in normal 
situations involving relatively short-term contracts with ordinary businesses. 
As is indicated in the appendix, we have also given full consideration to the 
fact that the power involved will be utilized by the Government itself for a 
purpose related in the main to defense. Naturally, under such special circum- 
stances, we are able to finance with a substantially larger proportion of long- 
term debt than would be permitted by regulatory authorities in a normal public 
utility situation. Moreover, we are willing and able to go further in this special 
defense situation than we otherwise would. 

As stated above, our proposal has been formulated with the end in view of 
supplying power and energy to your Commission, an agency related in the main 
to national defense, for use in pursuance of your statutory purposes. At the 
same time, however, we have attempted by our proposal to assist the Government 
in the solution of a broader overall problem. TVA testimony before Congres- 
sional Committees indicates that the power released by your Commission upon 
the acceptance of our proposal will be of use to TVA in West Tennessee, and par- 
ticularly in the Memphis area. It will therefore be both practical and economical 
if deliveries by our new generating company are made to you or for your account 
over interconnections with TVA in the Memphis area, and if TVA, in turn, deliv- 
ers a like amount of power to your Paducah facilities from its Shawnee Station. 
To do this, the facilities of the new company will be located near Memphis. This 
plant site will have the following advantages: (a) It will locate the plant where 
fuel can be readily obtained via the Mississippi River or by rail; (b) it will 
locate the plant where interconnections can be readily made with major power 
systems; (c) it will make it unnecessary for TVA to build transmission lines 
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back from Shawnee to the Memphis area, thus avoiding assessment of further 
amounts against taxpayers for this purpose; and (d) the additional capacity will 
not be built in the Paducah area which, if the AEC demand were cancelled, would 
be oversupplied with power. 

Both the Middle South System and The Southern Company System have regu- 
larly delivered substantial blocks of power to TVA over existing interconnec- 
tions. If interim power is desired, the undersigned are prepared to negotiate a 
separate definitive agreement for such purpose. 

We have received assurances from responsible financial specialists expressing 
the belief that financing can be arranged on the basis which we have used in 
making this proposal and under existing market conditions, and our offer is con- 
ditioned upon the arranging of such financing. Our proposal is also subject to 
our securing appropriate Treasury Department rulings or agreements with 
respect to the sinking fund depreciation upon which the computations underlying 
our proposal are predicated. 

The attached Appendix sets forth an outline of additional matters in our 
proposal, including the more important provisions which will be embodied in a 
contract growing out of it. We are ready to negotiate a definitive contract at 
your early convenience. 

Very truly yours, 
Mippte Sours UTILITIES, JNo. 
By E. H. Dixon, President. 
THe SOUTHERN Co., 
By J. M. Barry, 
Chairman of the Executive Committee. 


PRICE 
Capacity charge 

A Base Capacity Charge of $8,775,000 annually, payable 1/12 monthly for 
Contract Capacity of 600,000 kilowatts subject to adjustment as follows: 

(a) For cost of Seller’s Initial Facilities: plus or minus 50 percent of an 
amount computed at the rate of $58,550 annually for each $1,000,000 by which 
the sum of (i) the cost of Seller’s Initial Facilities and (ii) $1,135,000, the esti- 
mated cost of transmission additions required in the Middle South System in 
connection with the proposed transactions is greater or less than $107,250,000; 
provided however, additions to Base Capacity Charge shall not exceed $285,000. 

(b) For No-Load Fuel: Plus or minus an amount computed at the rate of 
$3,500 per month for each 1 cent by which the cost of coal delivered (unloaded) 
at Seller’s plant is greater or less than 19 cents per million B. t. u. 

(c) For Power Factor of less than 93 percent: The monthly payment for 
capacity shall be increased in the ratio of the maximum kv.-a. at the Primary 
Delivery Points during any 30 consecutive minute interval, to 645,000 kv.-a. 
Energy charge 

1.863 mills per kw.-hr. delivered at Primary and Secondary Delivery Points, 
subject to adjustment as follows: 

(a) For cost of Coal: plus or minus an amount computed at the rate of 1/11 
mill per kw.-hr. for each one cent increase or decrease above or below 19 cents 
per million B. t. u. in the cost of coal (including any taxes and other imposts 
assessed against the coal, its extraction, sale, transportation, use or other- 
wise) delivered (unloaded) at the Company's generating station near West 
Memphis, Arkansas. 

(b) For cost of labor and other operating and maintenance expenses for 
each six month period beginning with January or July; plus or minus an amonut 
computed at the rate of 1/100 mill per kw.-hr. for each 4-cent increase or de- 
crease above or below $1.97 in the six-month average of Hourly Earnings of 
Production Workers in Gas and DBlectric Utility Industries, as compiled by 
Bureau of Labor Statistics for the preceding six-month period ending with 
March or September. Such adjustment shall be made as though not less than 
1/12th of 4,000,000,000 kw.-hr. were delivered each month, whether or not 
actually delivered. 


Other conditions 


(1) This offer is subject to approval of regulatory bodies having jurisdiction 
and to force majeure. In the event of new laws, orders, or regulations or 
changes in existing applicable laws, orders, or regulations adversely affecting 
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wage rates, hours of work, or other conditions, or active hostilities, any of which 
shall result in increased costs hereunder, the effect of such changes shall be 
incorporated in any contract resulting from this offer to the end that the rights 
of the Seller shall not be impaired by such changes, and the parties will enter 
into appropriate amendments of such contract to that end. 

(2) In consideration of the fact that Seller’s production, delivery, and other 
initial Facilities are to be installed primarily for the purpose of making de 
liveries to or for the account of the Buyer, and that the base prices and adjust- 
ment for the service to be provided hereunder do not include any taxes except 
those referred to below in clause (a), it is understood that the Buyer will pay 
such additional amounts for capacity and energy as will result, after the pay- 
ment by Seller of Federal, State, and local taxes, licenses, fees, and other charges 
in the Seller having Net Operating Revenue (as such term is defined or derived 
under the presently applicable Federal Power Commission Uniform System of 
Accounts) in the same amount as Seller would have had if Seller were not 
liable for any taxes, licenses, fees, and other charges; provided, however, that, 

(a) Inasmuch as the taxes hereinafter referred to are included in other reim- 
bursable costs or charges, Buyer shall not be required to pay to Seller any addi- 
tional amounts on account of taxes at current rates in the category commonly 
ealled Social Security taxes (such as State Unemployment, Federal Unemploy- 
ment, Federal Old Age Benefit, or similar taxes) currently applicable to payrolls; 
nor shall Buyer be required to pay to Seller any additional amounts on account 
of sales and use taxes on operating supplies, taxes, and other imposts assessed 
against the coal, its extraction, sale, transportation, use, or otherwise, at cur- 
rently applicable rates, including Federal, State, and local taxes on gasoline, 
tires, oils, stationery, etc., and 

(b) All the Seller’s Initial Facilities are to be first devoted to service to Buyer, 
up to the Contract Capacity, but Seller may make use of Initial Facilities for 
purposes other than the supply of capacity and energy to or for Buyer at such 
times and to such extent as such service to Buyer does not prevent such other 
use; and to the extent that the Initial Facilities are so used for such other 
purposes and Seller derives income therefrom and incurs tax liabilities as a 
result thereof, such tax liabilities shall be discharged at the sole cost and expense 
of Seller. Seller will maintain records of the revenue derived from such other 
use, and the incremental cost of generating such energy, so that the tax liabilities 
arising out of such other use may be determined and excluded from bills payable 
by Buyer. 

(3) Buyer will take service on not less than Minimum Schedule and shall not 
be entitled to service at any rate greater than Contract Capacity. 

(4) The Base Capacity Charge includes the cost associated with Initial Facili- 
ties of approximately 650,000 kilowatts, of which capacity in excess of 600,000 
kilowatts is reserve capacity, and the Base Capacity Charge includes the costs 
associated with such excess as compensation to Seller for furnishing reserve 
eapacity sufficient to provide firm sevice with one unit out of service. In recog- 
nition of the fact that such reserve capacity is not adequate to provide the 
equivalent of one generating unit of the size likely to be installed, Seller will 
make arrangements with others, including the companies making this proposal, 
to furnish, without additional charge to Buyer, additional supplies of power and 
energy sufficient with one generating unit out of service to deliver 600,000 kilo- 
watts at the Primary and Secondary Delivery Points. 

(5) This offer is premised on the fact that the equivalent of the power and 
energy involved will be utilized by the AEC, an agency related in the main 
to national defense, in pursuance of its statutory purposes. In this special 
situation, Seller is willing and able to go further than it otherwise would or 
could. Accordingly, it is understood that TVA will accept such power and 
energy for delivery to Buyer by transmission or displacement, and that all such 

power and energy is for Buyer’s utilization, and not for resale except as other- 
wise specifically provided. 

(6) The term of the contract will be 25 years. 

(7) Termination: 

(a) After commencement of full scale operation, termination will be allowed 
on 3 years’ notice, during which period assignment may be made to another 
Government agency, at contract rates, including all taxes and other adjustments. 
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(b) Upon termination Seller shall be entitled to and will absorb capacity 
at least as rapidly as load growth will permit, but in any event in the amount of 
at least 100,000 kilowatts in each year, absorbing associated proportions of costs. 
Buyer may assign any balance to another Governmental Agency at an increased 

rice to be approved by FPC, such price to include recognition of any increased 
osts then encountered or foreseen by Seller. To extent such capacity is not used 
by Buyer or Assignee, Buyer will reimburse Seller for pro rata proportion of 
Base Capacity Charge, as adjusted, and taxes. 

(ec) In event of partial termination above formula will be applied on a pro 
rata basis. 

(d) In event Buyer relinquishes right to Capacity after termination, Base 
Capacity Charge (including adjustments) will be thereafter reduced $1,500,000 ; 
proportionally in case of partial reductions. 

(e) Buyer will repay Seller for any fair and reasonable cancellation charges 
payable by Seller to a third party and costs, losses and other expenses incurred by 
Seller by reason of cancellation. 

(8) Seller will use its best efforts to have the first unit of the generating station 
in operation 36 months after the contract is entered into, and to have subsequent 
units in operation at reasonable intervals thereafter. 

(9) Seller will receive cooperation from Buyer for any necessary priority 
assistance, 

(10) Buyer will arrange with TVA for receipt and displacement of power and 
energy. 

(11) There will be a pro rata determination of capacity charge during interim 
between completion of the first generating unit and the final generating unit. 

(12) Miscellaneous: The contract will also contain among other things, pro- 
visions, similar in principle to those hereinafter referred to contained in the 
Buyer’s Power Agreement with Ohio Valley Electric Corporation dated October 
15, 1952, relating to transfers of energy for use at other Government installations 
(sec. 2.05, pars. 2, 3, and 4 and sec. 7.12), extensions of contract terms for two 
additional periods of five years each (sec. 3.09), review of Seller’s plans and 
procedures (sec. 3.10), purchase of fuel (sec. 7.02), review and audit of Seller’s 
accounts (sec. 7.04), all in such form as may be mutually agreed upon. 


DEFINITIONS 


Seller: New Company to be formed by Middle South Utilities, Inc., and The 
Southern Company. 

Buyer: Atomic Energy Commission. 

TVA: Tennessee Valley Authority. 

Primary delivery points: New points of delivery to be established, by agree- 
ment among Buyer, Seller, and TVA, at the middle of the Mississippi River 
between Shelby County, Tennessee, and Crittenden County, Arkansas. 

Secondary delivery points: Existing and future points of connection between 
systems of Seller, Arkansas Power & Light Company, Mississippi Power & Light 
Company, subsidiaries of The Southern Company and TVA, it being understood 
that the flow of power and energy cannot always be confined to Primary Delivery 
Points. 

Seller’s initial facilities: A new steam electric generating station to be con- 
structed by Seller, of approximately 650,000 kilowatts capacity (approximately 
50,000 in excess of Contract Capacity, for reserve), together with all other lines, 
property, equipment and other assets and debits of Seller including $2,000,000 
of net current assets as working capital, acquired for the purpose of or incident 
to making or carrying out of this proposal, Additional facilities that may be 
constructed subsequent to completion of Intitial Facilities shall have no effect on 
this proposal or any resulting agreement. 

Contract capacity : 600,000 kilowatts. 

Minimum schedule: Not less than 35 percent of Contract Capacity, which is 
the minimum capacity and energy which can be economically produced by Seller’s 
production facilities, not less than which will be scheduled for delivery at all 
times except upon reasonable notice of reduced rquirments, and for resumption 
of minimum or greater requirements. 
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ATTACHMENT 9 


UNITED STAtTEs ATOMIC ENERGY COMMISSION, 
Washington 25, D. C., April 15, 1954. 
Hon. JoserH M. Doper, 
Director, Bureau of the Budget. 


Deak Mr. Dopae: On March 3, 1954, in a meeting held in Mr. Hughes’ office we 
furnished an analysis of a proposal dated February 25, 1954, which the Atomic 
Energy Commission had received from Mr. E. H. Dixon, President of the Middle 
South Utilities, Inc., and Mr. E. A. Yates, Chairman of the Board, The Southern 
Company, for the supply of 600,000 kilowatts of firm power. This proposal was 
in response to the President’s budget message and your letter of December 24, 
1953, requesting the Atomic Energy Commission to explore the possibility of 
reducing existing commitments of the TVA to AEC by 500,000 to 600,000 
kilowatts. 

As you requested, since March 3 we have been meeting separately and jointly 
with staff members of the Federal Power Commission and representatives of the 
Sponsors of the proposal in an endeavor to work out a fair and equitable arrange- 
ment to the Government which could serve as a basis for negotiations leading to a 
definitive contract. 

These discussions have been on the basis of an analysis of comparative costs 
between our TVA Paducah contract and the Dixon-Yates proposal as revised 
during the course of the meetings. 

We have proceeded on the basis that there would be no contract cancellation 
for a like portion of the AEC-TVA Paducak contract; that ANC would contract 
with the Sponsors for power needed by TVA for load growth in the Memphis 
area on the basis of replacement. This approach assures AEC of continuity and 
reliability of power to the Paducah project. 

On April 10, 1954, a joint meeting was held at the Atomic Energy Commission’s 
office and was attended by the leading representatives of the Sponsors; the Chief, 
Bureau of Power, Federal Power Commission, and the General Manager of the 
AEC. As a result of this meeting, the Sponsors withdrew their proposal of Feb- 
ruary 25, 1954, and later submitted the revised proposal attached to this letter. 

Under the revised proposal, the Sponsors have offered, subject to securing 
financing on the basis described in (b) below, (a) to form a new company 
sponsored by Middle South Utilities, Inc., and The Southern Company, (b) to 
secure the necessary capital requirements presently estimated at $107,250,000, 
by subscribing 5-percent equity capital which will bear a return of 9 percent and 
issuing 30-year bonds to institutional investors for the remaining 95 percent 
based on an interest rate of 3% percent, (c) to build a 650,000-kilowatt steam 
electric station near West Memphis, Arkansas, to provide transmission facilities 
from the Sponsors’ new facilities to the middle of the Mississippi River between 
Shelby County, Tennessee, and Crittenden County, Arkansas, including modifi- 
cations to existing river crossing interconnections between TVA and Arkansas 
Power and Light Company and its existing and future points of connection be- 
tween subsidiaries of the Southern Company, Mississippi Power and Light Com- 
pany, and TVA, and (d) to enter into a contract with the Atomic Energy Com- 
mission for a term of 25 years from date of commencement of commercial opera- 
tion of the first unit under the following provisions: 

(1) An annual base capacity charge, exclusive of taxes, of $8,775,000, which is 
equivalent to $14.625 per kilowatt-year, subject to variation (a) up or down in 
case of increase or decrease in actual cost of construction compared with present 
estimate, with a maximum annual increase of $285,000 or 47.5 cents per kilowatt- 
year, (b) up or down for changes in cost of fuel from 19 cents per million B, t. u. 
for the fuel component included in the base capacity charge required to keep the 
plant in operation under no load conditions, and (c) upward only for power 
factor correction of less than 93 percent. 

(2) An energy charge of 1,863 mills per kilowatt-hour subject to adjustments 
up or down in case of increase or decrease in fuel costs from 19 cents per million 
B. t. u. and for increases or decreases in labor rates based on the Hourly Earn- 

ings of Production Workers in Gas and Blectric Utility Industries as compiled by 
the Bureau of Labor Statistics, using $1.97 per hour as a base. 

(8) Reimbursement by the AEC for all taxes, licenses, and fees of every kind 
or character—State, local, or Federal—paid or payable by the new corporation 
during the term of the contract except that taxes arising out of use of facili- 


ties for purposes other than supply of capacity and energy to AEC will not be 
paid by AEC. 
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(4) Cancellation is provided for as follows: 

(a) For TVA to continue to receive and AKC to pay power at the contract 
rates during a three-year notice period. This period should be sufficient 
to permit TVA to make other arrangements for the meeting of the require- 
ments of the Memphis area. 

(b) After termination, company shall have first call on the capacity and 
will absorb as rapidly as load growth will permit, but in any event not 
less than 100,000 kilowatts per year. Costs associated with capacity absorbed 
by the Sponsors will be borne by the Sponsors. 

(c) Any capacity not absorbed by the Sponsors after the three-year notice 
period may be assigned to another Governmental agency at an increased 
price to be approved by FPC. 

(d) In event no capacity is used during the notice period, the base capacity 
charge will be reduced by $1,500,000 and proportionally in case of partial 
reductions. After termination, the base capacity charge less the $1,500,000 
will be reduced proportionately to the capacity absorbed by the Sponsors. 

(e) The total maximum cost of cancellation to the Government, assuming 
the plant is idle from date of notice of cancellation, is estimated at $40,012,500 
plus fair and reasonable expenses payable to third parties. 

(5) The making of appropriate arrangements by the AEC with the TVA for 
the receipt by it and delivery to the AKO in kind of power and energy to be 
supplied as indicated above. 

With respect to (1) above, the base capacity charge is subject to adjustment 
for changes in the cost of construction from an estimated cost of $107,250,000 
r $149.00 per kilowatt of capability. Under the formula provided in the pro- 
posal, AEC shares on a 50-50 basis with the Sponsors any decrease or increase 
n actual costs. In case the actual cost of the facilities is greater than $107,- 
250,000, AEC shares the increase in cost up to a maximum actual cost of $117,- 
000,000 which would result in the maximum annual increase of $285,000 to the 
capacity charge. Costs greater than this must be paid in their entirety by the 
Sponsors. 

The February 25, 1954, proposal used an estimate of $200 per kilowatt which 
the Sponsors assumed was the cost used by TVA for the Fulton steam plant. The 
Sponsors’ present estimate appears to be a realistic cost based on current con- 
struction costs of new capacity added by private utilities and TVA in a recent 
period. 

In (3) above, the revised proposal provides that since the capacity and energy 
charges do not include taxes except those included in other reimbursable costs, 
i. @., social-security taxes, etc., the AEC will pay such additional amounts as 
will result, after payment by Seller of Federal, State, and local taxes, licenses, 
fees, and other charges in the Seller having net operating revenue in the same 
amount as Seller would have had if Seller were not liable for such taxes, ete., 
except those tax liabilities arising out of use of facilities for others than AEC 
will not be included in additional charges for capacity and energy. The Spon- 
sors state that, based on present tax laws, the additional amount to be added 
to the capacity and energy charges is estimated at $2,319,000 of which $1,499,000 
represents State and local taxes, including $83,000 State income taxes, and 
$820,000 represents Federal taxes on income. The Sponsors have indicated that 
if a favorable ruling is secured from the Treasury Department to the effect that 
$262,000 included in the capacity charge for replacements is not to be considered 
as revenue for tax purposes, the taxes estimated above will be reduced by ap- 
proximately $313,000, resulting in a total of $2,006,000. 

The proposal is also subject to securing appropriate Treasury Department 
rulings or agreements with respect to the sinking fund depreciation upon which 
the computations are predicated. 

In the cancellation covered by (4) above, considerable time was devoted to 
developing the present provisions. While they are not on a formula basis similar 
to the OVEC and the EEI contracts, which are based on the expected load 
growth of the connected systems of the Sponsors and provide for a definite 
date on which the cancellation costs reduce to zero, they do provide for a mini- 
mum absorption of 100,000 kilowatts per year with the understanding the maxi- 
mum possible will be absorbed each year, the absorption to be cumulative with a 
minimum of 100,000 kilowatts for each ensuing year. 

Further discussion with Mr. Dixon on April 12, 1954, on possible revisions to 
the Sponsors proposal to develop a cancellation provision that would commit the 
Sponsors to an increasing absorption rate each year after full-scale commercial 
operation was not successful. They felt in view of the uncertain future in load 
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growth and recent experience with systems reserves in excess of normal, they 
could commit the Sponsors only to a firm 100,000 kilowatts with the provision 
that they would absorb as much as they could each year over and above this 
amount. It should be noted, however, that the cancellation provisions are com 
puted on the base capacity charge as modified and in this respect are reasonable 

There is no cancellation provision in the event of termination prior to full- 
scale operation. This was also discussed with Mr. Dixon in an effort to provid 
for this presently unforeseen possibility. His view was since this capacity is to 
provide for the normal load growth in the TVA and it would take at least three 
years for TVA to provide for replacement, he could foresee no need for cancella 
tion prior to full-scale commercial operation and did not desire to modify the 
proposal in this regard. Under concurrent major reductions in AEC load and 
lack of normal load growth in the TVA system, the lack of cancellation provisions 
prior to completion of the plan could prove to be disadvantageous to the 
Government. 

The attached table covering the major components of cost of the revised pro- 
posal has been prepared and is compared with the February 25 proposal and with 
our present estimate of cost of power, including escalation, to be delivered to 
ABC from the TVA Shawnee plant, under the terms of our present contract with 
TVA at 98 percent load factor, or 5.2 billion kilowatt-hours per year. 

As a result of the meetings previously cited, the additional annual cost over the 
Paducah contract has been reduced from $4,138,000 to $1,706,000, or less than the 
amount of estimated taxes. The additional costs exclude the costs associated 
with TVA transmission lines required to deliver energy from the points of inter 
connection of the Sponsors’ systems to TVA’s substation at Memphis. 

Consideration of the revised proposal by Dixon-Yates should not overlook the 
following : 

(a) The AEC presently has a firm contract with TVA for supply of power. 

(b) Reliability and continuity of power supply to the AEC must be 
protected. 

(c) The entire difference in cost between the Sponsor’s revised proposal 
and the TVA contract is accounted for by taxes. 

(ad) AKC would expect the Bureau of the Budget to obtain the concurrence 
of TVA to all provisions of the proposal and any subsequent definitive con- 
tracts relating to TVA. 

(e) The proposal provides that the power factor at point of delivery shal! 
be maintained by TVA at no lower than 93 percent. To maintain this powe! 
factor it may be necessary for TVA to provide reactive KVA in the Memphis 
area or a penalty may be applied in the form of increased demand charges. 

With the understanding that arrangements would be made through the Bureau 
of the Budget for TVA to enter into a 25-year contract with AEC to take the 
power provided for under this proposal subject to all provisions including can 
cellation, the ABC could enter into a contract with the Sponsors to provide TVA 
with 600 MW needed for its load growth on a basis of replacement. However, it 
is our position that any costs involved to ABDC over and above the cost of power 
under our present contract at Paducah should be borne by TVA. Otherwise the 

“TVA would be further subsidized through an operating expense appropriation 
to the ARC. 

We feel that higher executive authority or Congress should make this 
determination. 

In making such determination, the following information is pertinent: 

(a) By utilizing private utilities, the United States would save a capital 
outlay of at least $100,000,000, the cost estimated by TVA for the constructior 
of equivalent capacity at the Fulton site. 

(b) Excluding all taxes and TVA transmission, the Sponsors’ proposal is 
estimated to cost annually $613,000 less than the Paducah Contract. 

(ce) Including taxes, the estimated annual cost is $1,706,000 greater than 
the Paducah contract. This is accounted for entirely by taxes of which 
$820,000 would be returned to the Federal Government. The remaining 
$866,000 represents State and local income and ad valorem taxes, leaving a 
balance of $613,000 of the estimated annual taxes totaling $2,319,000 that 
can be included within the Sponsors’ proposal without exceeding the esti- 
mated annual cost under the Paducah contract. 

(d) The estimates of plant, operating, and other costs that are the basis 
of the revised proposal have been reviewed by representatives of the FPC 
and they believe them to be fair and reasonable. 
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(e) AEC would request the Federal Power Commission to formally indi- 
cate that the estimated costs are realistic, that cost allocations between 
capacity and energy are in accordance with their practice of approving rates 
for resale in interstate commerce, and that the rate terms and conditions are 
fair and reasonable to the Government. 

We believe that we have explored the subject proposal to the extent practicable 
at this time. Higher authority will now presumably determine what course of 
action is in the best interest of the Government. 

Sincerely yours, 

LEwIs L. Strauss, Chairman. 


Comparison of annual costs for power supply from alternate sources 


[600 megawatts capacity and 5.2 billion kilowatt-hours per year or 98 percent load factor] 


| Dixon-Yates 
| TV A-Padn- * is 
| cah contract Original | Revised 
| propos: = | proposal 

| Fe b. 25, 1954 | Apr. 10, 1954 


Production and transmission: | | | 

Capacity - } $8, 208, 000 $9, 626, 000 | 
Mills per kw. -hr___- ites ; (1. 578 851 
Energy 3 Weadledes | 10, 868, 000 , 868, 000 
Mills per kw.-hr ATES 2. 090) | 2. 090 


Total . | 9,076,000 | 20, 494, 000 
Mills per -kw.-hr. eva s Wd ; 3. 668) 3. O41 

Difference, Paducah versus Dixon-Y ates. - : 000 | 
rVA transmission required to primary point of delivery - 580, 000 


otal (excluding taxes) a 19,076,000 | 21,074,000 
Mills per kw.-hr_._.-- . ; (3. 668) | 053 
Taxes ‘ ma Seago | 2, , 000 
Mills per kw. iia isi ineesicnihva: atti s . 523 


Total (including taxes) | . 076, 000 23, 794, 000 
Mills per kw-hr 4s RRS 3. 668) 57 
Difference, Paducah versus Dixon-Yates | 
Less 
TVA transmission required to primary point 
delivery... 
Mills per kw.-hr 


Total (less TV A transmission) -................... 
Mills per kw.-hr 
Increase over Paducah, mills per kw.-hr 
Estimated annual cost increase (Paducah versus Dixon- 
Yates 
Maximum annual increase under capital cost provision 


Estimated maximum annual cost difference (Paducah 


| 


versus Dixon-Y ates) Saini ios ; 1, 991, 000 


This cost should be borne by TVA. 
2 This cost should also be borne by TVA. If the plant is built for less than $107,250,000, the estimated 
total annual difference in cost of power Would be less than the $1,706,000 shown. 


Note.—This comparison is based on the 98-percent load factor used by the AEC at Paducah. We 
understand the normal load factor on the TVA system in the Memphis area is 76 percent. This results 
in a difference of 1.2 billion kw.-hrs. per year between use by AEC and Paducah and TVA at Memphis 

If the TVA operates their system to take energy at 98-percent load factor from the facilities covered in 
the Dixon-Yates proposal, possible question concerning cost allocations by reasons of difference in the 
normal] load factors at the different locations should be eliminated 

Under our position that TVA should pay all costs associated with this power being provided for their 
account at Memphis, it should be to their advantage to take the power at the 98-percent load factor. 


ATTACHMENT 9-A 
UNItTep STATES, 
ATOMIC ENERGY COMMISSION, 
Washington 25, D. C., April 16, 1954. 
Hon. RowLanp R. HuGHEs, 
Director, Bureau of the Budget. 

Dear Mr. HuGHeEs: On April 15, 1954, the Chairman of the Atomic Wnergy 
Commission, Mr. Strauss, sent you a letter, outlining an analysis of the nego- 
tiations for certain power to be furnished by Middle South Utilities, Inc., and 
the Southern Company. 
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Under this proposal, the Atomic Energy Commission's contracting power would 
be used as a vehicle for the supply of 600,000 kilowatts of power in the Memphis 
area. 

With the knowledge of the other Members of the Commission, we are taking 
this opportunity to bring to your attention our personal view that the proposed 
action involves the ABC in a matter remote from its responsibilities. In an 
awkward and unbusinesslike way, an additional federal agency would be con- 
cerned in the power business. 

The proposal under discussion is an outgrowth of the response to the Presi- 
dent’s budget message, and your letter of December 24, 1953, requesting the 
AEC to explore the possibility of reducing existing commitments of the TVA 
to the Commission. In the course of that exploration, it was determined to be 
unwise to disturb the AEC arrangements with TVA, upon which our production 
schedules depend. Since that determination, the explorations have taken a 
different course. 

The present proposal would create a situation whereby the AEC would be 
contracting for power, not one kilowatt of which would be used in connection 
with Commission production activities. The creation of such a contractual 
relationship would place upon the Commission a continuing responsibility during 
the 25-year life of the contract for stewardship in respect to matters irrelevant 
to the mission of the Commission. 

It has been our observation in government administration that arrangements 
which are obviously incongruous at the outset tend to become even less clearcut 
because no one can foresee what contingencies may arise over a long term of 
vears. In addition, the proposed action certainly seems a reversal of the sound 
philosophy embodied in the community disposal legislation recently sent forward 
to Congress. One motivation for that legislation was the desire to eliminate 
responsibilities not essentially involved in the Commission’s sober and exacting 
principal mission. 

Of course, if the President or the Congress directs the Commission to accept 
such a responsibility, we will endeavor to discharge it fully. 

Sincerely, 
EUGENE M. ZUCKERT, 
Member, Atomic Energy Commission. 
Henry D. SMYTH, 
Member, Atomic Energy Commission. 


ATTACHMENT 9-B 


UNITED STATEs, 
ATOMIC ENERGY COMMISSION, 
Washington 25, D. C., April 17, 1954. 
Hon. RowLanp R. HUGHES, 
Director, Bureau of the Budget. 

Dear Mr. HuGHes: Late Friday, in accordance with your request, I finally 
reached Senator Saltonstall by telephone and discussed with him the reasons 
for my not appearing on Monday at TVA hearing as the Committee had pre- 
viously requested. 

Senator Saltonstall was very anxious that he have something for the record 
on Monday, and, as a result of our discussions, he requested that I send him 
a letter which was to be in his hands at 9:30 a. m., Monday. He expressed the 
hope that I could state enough to indicate that there might be reasonable chance 
of success in obtaining a private source for the power required by TVA. In 
fact, he wanted me to state that the proposal was acceptable, but I told him I 
could not do this because the TVA and your office had not yet analyzed the 
proposal. After he reads the letter he will determine if it is sufficient for his 
needs, and if not he will send for me to answer further questions concerning 
the proposal we have received from the Middle South Utilities, Inc., and The 
Southern Company. 

I tried to get in touch with you both at your office and at home on Saturday 
morning in order to check the letter with you prior to its dispatch but I was 
unable to reach you. The letter, a copy of which is attached, will be delivered 
by messenger to Senator Saltonstall between 9:00 and 9:30 a. m., Monday, 
April 19. 


Sincerely yours, 
K. D. NicHors, General Manager. 
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UNITED STATES, 
ATOMIC ENERGY COMMISSION, 
Washington 25, D. C., April 17, 1954. 
Hon. LEVERETT SALTONSTALL, 
Chairman, Subcommittee on Independent Ofices, 
Committee on Appropriations, United States Senate. 


Dear SENATOR SALTONSTALL: Confirming my conversation with you on Fri- 
day, April 16, I wish to inform you that the Atomic Energy Commission has 
received a proposal in writing from the Middle South Utilities, Inc., and The 
Southern Company in response to the President’s budget message and to the 
Bureau of the Budget’s request to the AEC to explore the possibility of reducing 
the existing commitments of the TVA to the AEC by 600,000 kilowatts. The 
proposal results from a series of meetings between representatives of the AEC, 
the Federal Power Commission, and the sponsoring companies. It proposes a 
fair and equitable arrangement which could serve as a basis for negotiations 
leading to a definitive contract. 

Essentially the proposal would provide for the AEC contracting with the 
sponsoring companies for the supply of power. The private power source would 
interconnect with the TVA network in the vicinity of Memphis. The sponsoring 
companies would secure private financing for the necessary facilities and would 
provide power at what appears to be reasonable rates. Preliminary examination 
indicates that the difference in cost between the sponsor’s revised proposal and 
our present TVA contract for supply of power at Paducah is accounted for by 
State and Federal taxes. It should be pointed out, however, that sufficient 
time has not elapsed since receipt of this proposal for the TVA to examine the 
proposal and for the Bureau of the Budget to analyze and determine if accept- 
ance of the proposal is in the best interest of the United States. 

At a conference on April 16, 1954, called by the Director of the Bureau of the 
Budget, Mr. Gordon Clapp, Chairman of the Board of Directors, TVA, and the 
General Manager of the ABC agreed to jointly analyze the proposal with the 
expectation that data could be provided the Bureau of the Budget so that an 
orderly presentation could be made to your Committee on Monday, April 26, 
or any time thereafter. It is felt that any presentation by the AEC prior to 
completion of this joint analysis would be incomplete and, in any event, recom- 
mendation cannot be made pertaining to acceptance of the proposal prior to 
the completion of the analysis. 

Sincerely yours, 
(Signed) K. D. Nichols 
K. D. NIcHOLS, 
General Manager. 


ATTACHMENT 10 
[Telegram] 
Aprit 28, 1954. 
ATOMIC ENERGY COMMISSION 
(Attn.: General Nichols or Mr. Strauss, Washington, D. C.): 

We represent responsible clients having large financial resources and the most 
extensive engineering experience who desire to submit a proposal to the AEC, 
which proposal is much more favorable to the Government than any of which 
we have knowledge. Our clients’ engineers, Messrs. Gibbs & Hill, Inc., will 
shortly contact you for an appointment. 

Burcu, Porter & JOHNSON, 
By Lucrus E. Burcu, Jr. 
MempHis, TENN. 


ATTACHMENT 11 


[Telegram] 
May 5, 1954. 
Lucrus BE. Burcs, 
Burch, Porter &€ Johnson, Memphis, Tenn.: 
Reference your telegram of May 3, Mr. Edward J. Bloch, Director of Pro- 
duction, will be pleased to meet with your group in Washington at the AEC 
Building, 1901 Constitution Avenue, on May 11, as you suggest. We have, sub- 
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ject to your concurrence, established 10 a. m. as a convenient hour. Please 
advise us of the full name and affiliation of personnel that will attend so that 
arrangements can be made for them to be cleared in the building upon arrival. 
If a different hour is more desirable, please advise. 

It is hoped, in the interest of time, that the proposal you desire to submit 
will clearly indicate the corporate identification of the group or individual firm 
submitting the proposal, financial backing, proposed method of financing, com- 
plete description of the facilities on which the proposal is based, with sufficient 
backup covering the cost components involved in the demand and energy charges, 
so that it will be possible for AEC to make a full and complete evalution of the 
proposal. 

R. W. Coox, 
Assistant General Manager for Manufacturing, United States Atomic 
Energy Commission, Washington, D. C. 


ATTACHMENT 12 


[Telegram] 


May 6, 1954. 


Lucius E. Burcu, Jr., 
Burch, Porter € Johnson, Memphis, Tenn.: 


Reference is made to our previous communications, and in particular to our 
request to you to advise us the full name and affiliation of personnel that will 
attend proposed meeting May 11, and your reply, in which you state that names 
and affiliation of personnel in attendance will be furnished day preceding meet- 
ing. Reference is also made to fact that your initial telegram stated that Gibbs 
and Hill, Inc., were your client’s engineers. I have been informed by Mr. Sloan, 
President of Gibbs and Hill, Inc., of New York, that they are not connected 
with your proposal. Appointment for a meeting May 11 is canceled. We are 
unable to consider setting a meeting with you until after you have indicated to 
us the firms which you represent. 

K. D. NicHoLs, 
General Manager, United States Atomic Energy Commission. 
WASHINGTON, D. C. 


ATTACHMENT 13 


[Telegram] 


May 14, 1954. 


ATOMIC ENERGY COMMISSION 
(Attention : Gen. K. D. Nichols) : 


As Attorneys for the group hereinafter identified, we are directed to express 
to you their desire to enter into negotiations for the construction of a steam 
generating plant of 600,000-kilowatt capacity to be located at a point to be 
designated by the appropriate governmental agency. The purpose of the pro- 
posed plant is to make available energy needed or to be needed by the Atomic 
Energy Commission at its Paducah facilities and to provide for future increased 
consumption in the area west of the TVA pool. The proposal to be made con- 
templates the construction of a facility for the generation of public power without 
the creation of public debt. Electric energy is proposed to be furnished at cost 
with any profits resulting te accrue to the appropriate governmental agency by 
way of patronage rebate. The proposal to be made further contemplates the 
cost of construction to be amortized by use of depreciation reserve fund over 
the contract period and at the end of the period the plant would become the 
property of the Government without further payment. Group of corporate 
vehicle to be formed under their sponsorship expects to profit through sharing 
a small percentage of the savings which the Government will receive through 
their risk and efforts. Since the proposal will contemplate financing by issue 
of bonds, bilaterally firm commitments for purchase and sale of energy for term 
of contract is desirable. To facilitate this and avoid the necessity of prohibitive 
cancellation penalty contemplated by 42 U. 8. C., section 1812, the proposal will 
be made to the Atomic Energy Commission and/or Tennessee Valley Authority 
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as seems best,in the public interest after full consideration by both agencies. 
This communication is authorized by and made on behalf of the following: 


Walter Von Tresckow, 400 East 52d Street, New York City 

Caldwell, Marshall, Trimble and Mitchell, 115 Broadway, New York City 
John N. Mitchell 

Harvey Weeks, 22 East 36th Street, New York City 

Schwartz Nathanson and Cohen, 165 Broadway, New York City 

Zelig R. Nathanson and George H. Schwartz 

Robert W. Larrow, 209 College Street, Burlington, Vermont 

Salmon Bros. & Hutzler, 60 Wall Street, New York City (by Rudolph Smutny) 


A conference to be attended by representatives of the group is requested. 
Burcu, Porter & JOHNSON, 
By Lucrus E, Burcu, Jr. 
1006 Exchange Bldg., Memphis, Tenn. 


ATTACHMENT 14 


WALTER VON TRESCKOW, 
FINANCIAL AND ECONOMIC CONSULTANTS, 
400 Hast 52d Street, New York 22, N. Y., May 26, 1954. 
Cable: Vontoro. 
Mr. R. W. Coox, 
General Manager for Manufacturing, 
Atomic Bnergy Commission, 
Washington, D. C. 

DeaR Mr. Coox: Your data sheet states that your power requirements are for 
600,000 kilowatts of firm power for delivery to the TVA at points near, or at 
Memphis, Tenn., for use in the Memphis area by TVA as a replacement of energy 
being delivered by TVA to you at Paducah, Kentucky. 

Our proposal to you for the supply of your power is made on two general 
assumptions : 

(a) That your agency and the U. S. Government are interested in the lowest 
possible cost for the power which is required. 

(b) That friendly cooperation between your agency, the TVA, and ourselves 
is possible and legally permitted in order to obtain the lowest possible cost. 

If the two above assumptions are correct, we estimate that under our plans 
we will be able to deliver this power to TVA at a maximum net cost of 4 mills 
per kilowatt-hour as against the 4.5 to 5 mills per kilowatt-hour under the Mid- 
South proposal to you. (The calculations are based—re Mid-South—on state- 
ments made on pages 2554 to 2558 of the records of hearings before the subcom- 
mittee of the Committee on Appropriations, House of Representatives, 83d 
Cong. ) 

The savings under our proposal would be in excess of $100 million during a 
25-year period, and $150 million during a 35-year period. This saving of $100- 
$150 million is not achieved because we expect to be able to build and operate the 
generating station at less cost than other competent people can do. The savings 
will be due to a new and more realistic approach to the financial side of the 
project. The major financial differences in our proposal, as against the Mid- 
South proposal you are considering are: 

(A) The capital will be obtained through the issuance of bonds. 

(B) There will be no stock financing beyond qualifying shares. There will be 
no common stock or equity investment requiring the customary 8-10 percent, or 
other return. 

(C) Our compensation shall be limited to an amount equal to one year’s sav- 
ings over and above the Mid-South proposal you are considering. 

(D) Power will be supplied to you at the cost of production. (Cost of pro- 
duction here means not only coal, labor, and supplies, but also all financial and 
management charges including taxes.) 

(E) The generating station will be turned over to the TVA for $1 when all of 
the bonds have been paid off. 


Detail 


1. We propose to build a 600,000-kilowatt plant equipped with three 200,000- 
kilowatt generators. 
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2. The location of the plant is to be at the site chosen by the TVA for the 
Fulton steam plant in Lauderdale County, Tenn. 

3. Our estimates are that the plant can be built at a cost of $150 to $162 per 
kilowatt of capacity, or a cost of between $90 and $100 million. 

4. The plant will be in full operation three years from the signing of the con- 
tract, barring force majeur, or conditions beyond our control. 

5. The power required is to be delivered to TVA for your account in the 
Memphis area. 
Cost of power to you 


1. On the assumption that 90 percent of the capability of the plant will be used 
(620,000 kilowatts), or 4.9 billion kilowatt-hours per year, the charge to you 
will be at the rate of 5 mills per kilowatt. 

2. At the end of each year you will receive a patronage dividend of all monies 
not required to pay for the cost of production of power, management expenses, 

taxes, interest, and the amortization of debt. This patronage dividend will 
produce a maximum net cost of power to you of 4 mills per kilowatt-hour, except 
for future increases in labor and material costs. 

3. Energy charge: We estimate that the cost of labor, fuel, and supplies will 
be between 2 and 2.2 mills per kilowatt-hour, with present coal, labor, and 
material costs. Under the Mid-South proposal this charge is estimated to be 
2 mills. 

4. Demand charge.—We estimate the cost of interest, amortization of debt, 
taxes, and management to be between 1.3 and 1.4 mills per kilowatt-hour. This 
is between $6.37 and $6.86 millions per year, as against approximately $12.3 
millions for the same items in the Mid-South proposal. 

5. Firm power.—Firming up the power from this plant can be done in two 
ways: 

(a) The addition of one generator of 200,000 kilowatts. 

(b) An arrangement with TVA for supplying power to firm up the 600,000 
kilowatt plant. 

The addition of one 200,000-kilowatt generator will make it possible to pro- 
duce power in excess of your requiremenis. If an arrangement with TVA can 
be made for the marketing of this excess power, savings will be realized. 

The other method—an arrangement whereby TVA would firm up the plant 
with some of its existing facilities—may be even more desirable. 

Both methods of firming up the power will require the friendly cooperation 
of yourselves and TVA. 

Term of contract 


Your requirements call for a 25-year contract including cancellation privileges 
and option to extend the contract. If the TVA will enter into a supplementary 
contract with us for an additional 10 years; and also agree to take the output 
of the plant in case you cancel your contract with us, as well as the excess 
power which may be available, then our program will be feasible. 


At the end of the construction period, plus 32 years, after all of the bonds 
have been paid off, title to the plant will be turned over to the TVA on payment 
of $1. 


Escalation clauses and miscellaneous 


1. All increases in the cost of operation including taxes are to be added to 
the previously quoted figure of 5 mills per kilowatt-hour. 

2. Engineering design, construction, and operation shall be subject to the 
AEC and or TVA approval. 

3. All differences of opinion are to be arbitrated. 

4. Replacement costs are to be charged for as made and approved by the TVA. 

Coal.—We have been advised that coal, in the quantities required (approxi- 
mately 2% million tons per year) can be delivered to the site of this plant at 
the present time, at between 18 cents and 20 cents per million B. t. u., or $4.86 
to $5.40 per ton. 

Transmission Connection with TV A.—This cost is not included because of lack 
of detailed information to us at the present time about requirements of TVA. 
Since you have this information and the cost is relatively standard, it is pos- 
sible for you to determine these costs. 

The engineering data on which our proposal is based are thoroughly within 
the actual experience of the last few years. Our estimated construction cost is 
$150-$162 per kilowatt. This compares with the actual experience of OVEC of 
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$150 per kilowatt, and the TVA, at Shawnee, of $145 per kilowatt. The energy 
cost charge we quote you of 2-2.2 mills per kilowatt-hour compares with the 
figures of 2 mills quoted you by Mid-South Utilities. 

Our proposal to you rests primarily on a willingness of your agency, the TVA, 
and ourselves to cooperate in achieving the lowest power cost possible; and 
secondarily is based on a new financial concept. If the cooperation required for 
your proposal is not feasible, and our financial ideas not acceptable to you, it 
would not be necessary to get into the detailed engineering phases of the project. 

rhe names of engineers, contractors, or probable operating personnel will be 
supplied to you at the proper time, bearing in mind that they will be people of 
recognized and proper standing to do the work required. We feel sure you will 
agree with us that, at this time, the actual names are not necessary for your 
evaluation of our proposal. 

If you will advise us concerning your interest in, and acceptability of the 
basic concepts of our proposal as outlined herein, namely: 

(A) Lowest possible cost for power ; 

(B) Friendly cooperation of parties involved; 

(C) The financial plan; 
we will be glad to come and see you with our engineers and others in the group 
ata mutually agreeable time. 

Hoping to have the pleasure of making your acquaintance at an early date. 

Cordially yours, 
WALTER VON TRESCKOW 
(For Messrs. Harvey Weeks, John N. Mitchell, Salomon Bros. & Hutz- 
ler, George H. Sehwartz, Zelig R. Nathanson, Robert W. Larrow). 


WALTER VON TRESCKOW 
Financial and Economic Consultants 
JUNE 2, 1954. 
Mr. R. W. Cook, 
General Manager for Manufacturing, 
Atomic Energy Commission, Washington, D. C. 

DEAR Mr. Cook: Attached hereto are the answers to the questions transmitted 
to you via long-distance phone May 28, 1954. 

You may consider the attached material, dated June 2, 1954, as addenda to 
our proposal to you dated May 26, 1954. 

Wherever differences appear between the attached material, dated June 2, 
and our proposal, dated May 26, you are to consider that data contained in the 
attached material (June 2) supersedes that in the proposal (May 26). 

The only questions unanswered in the attachments are relative to: 

(1) Taxes. 

(2) Limitation on Government liability on construction costs. 

Information on the above was still incomplete at the dictation of this letter, 
but it will be provided at the meeting in your office in Washington on June 3, 
1954. 

Cordially yours, 
WALTER VON TRESCKOW. 
What is included in the plant cost of $150 to $166 per kilowatt? 

(a) Cost of plant including boilers, turbogenerators, buildings, coal-handling 
facilities. 

(b) Necessary river work. 

(ec) High-voltage stepup substations. 

(d) Working capital. 

(e) Interest during construction. 

(f) Financing costs, including organization expenses. 

Transmission line costs are not included. 

"ype of securities to be issued 

We plan to issue a mortgage revenue bond secured by payments for power 
purchased by the Government. 
Interest rate 


Our calculations are based upon an interest rate of 314 percent for the bonds. 
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Amortization period 
The bonds will be 35-year bonds. Amortization will be within 30 years, begin- 
ning with the sixth year. 


What type of corporate structure is planned? 

The corporation to be formed is specifically for the purpose of constructing, 
owning, and operating the plant with sufficient capital to provide the initial 
funds required prior to permanent financing. 


Capacity and capability 

Our estimates are based on three units of a capacity of 200,000 kilowatts. 
The capability estimates are 220,000 kilowatts, or a total of 660,000 kilowatts 
The estimated net capability of the plant, after allowing for station use, is 
620,000 kilowatts. 

The estimates submitted herewith are based upon operation at 90 percent of 
capacity. 


Heat rate 

Two heat rates are used in our estimates: 9,200 B. t. u. per kilowatt and 
9,400 B. t. u. per kilowatt. This is a net heat rate for the plant before stepup 
substation. We estimate transformer loss to be about 1 percent in a plant 
of this size. 


Fuel cost 

We have been informed by large operators in the industry that, by close 
cooperation with mines over a number of years, it should be possible to get coal 
costs of between 18 cents and 20 cents per million B. t. u. We have also been 
informed that the normal market price today is between 20 cents and 22 cents 
per million B. t. u. We have used the latter figures in our estimates for the 
sake of conservatism. 


Guarantee of power cost 
The 4 mills per kilowatt-hour figure of the estimated cost of power to you is 
not a guaranteed figure. This is our estimate of the maximum net cost of power 


to you. 
Breakdown of energy charges 





| 
Low estimate | High estimate 


Kilowatt-hour output at 90 percent eee, (in billions) ot | 4.73 
Heat rate per kilowatt-hour_- 1m aad 
Coal cost per million B. t. u. 


Annual fuel costs (in thousands) - ; Sec cde: $8, 703 
Labor and superintendence (in thousands) - -- .---.-- ps th nko 600 
Lubricants and supplies (in thousands) - . a. seein | 130 
Maintenance (in thousands) -----. a 7 ss 1, 500 | 


Total (in thousands) ...........-- ; Sein ad lpuntiesicnaiate 10, 933 | 


Unit cost per kilowatt-hour (in mills) __..-.-.. siti sis tal inietedianioia 2. 31 | 


Comments on energy charges 
The maintenance item has been made deliberately high in comparison with 
experience, either in a new plant. This item is made large enough, in our 
opinion, to include all replacement costs except those covered by insurance. 
We also believe that the estimate for labor is relatively high, but we would 
rather overestimate this item than to underestimate it. 


Breakdown of demand charges 





High esti- 
mate 


Cost of plant (in thousands) ’ $100, 000 
Interest and amortization on an annual level-pay ment basis (in thousands) .. . $5, 437 
Unit cost per kilowatt-hour (in mills) 1.15 
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Comments on demand charges 

These figures are based upon the retirement of all debt at 3% percent in 30 years. 
In the first year of amortization the interest would be $344 million, and, in one 
case, the amortization would be $1,393,000; and in the other, $1,937,000. The 
interest charge becomes lower in every year, and the amortization becomes larger 
by the same amount that the interest drops. 


Low esti- High esti- 
mate mate 





Total cost of all energy and demand factors (in thousands) abe Jat2 $15, 826 $17, 457 

Unit cost per kilowatt-hour (in mills) ...........-...-.----- wag eet (3. 35) (3. 69) 
Back-up costs (in thousands) 1, 800 

Unit cost per kilowatt-hour (in mills) ............--.-......-- z saan! 7) 0. 38) 
Management (in thousands) -- 25 350 
Insurance (in thousands) -.............-...-..-- ppenattnimdnemeie 2 250 
Foxes: (ib GSD ncusecestessnccsvccscenccecaccectssebaesbusecdht ids 50 | 1, 100 


Total of all costs (in thousands) eal 7 20, 957 
Total unit cost per kilowatt-hour (in mills) ; ) (4. 44) 





— —_ ————— 


Our proposed compensation 
In order to avoid all confusion on the subject, we will state that our return 
shall be $4 million. 


Management 

We propose to form a management corporation made up of qualified experts. 
The functions of this management group are: 

(a) To take care of purchasing of coal and supplies; 

(b) To handle accounting; 

(ec) To function as treasurer ; 

(d) To exercise all executive and management functions except those relating 
strictly to corporate affairs. 


Term of contract 

According to paragraph D of section 1812, title 42, U. S. Code Annotated, the 
Atomic Energy Commission is limited to 25 years for electric utilities’ services. 

We therefore propose that your contract with us be for 25 years and, according 
to the same law, shall be subject to termination by you at any time. 

The term of the contract is to begin upon commencement of our delivery of 
power to you. 

We further propose a subsidiary contract with the Tennessee Valley Authority 
on the same terms as the contract with you, for 32 years from the commencement 
of our delivery of power to you, to take power from us when you do not need it, 
or if you cancel your contract with us. 

The demand in the TVA area is growing at the rate of 750,000 kilowatts per 
year. We therefore believe that they would absorb at most any time all the 
power you do not want or need. Therefore, cancellation costs to you, under this 
arrangement, would be at a minimum and maybe zero. 

At the end of 30 years from the commencement of delivery of power we will 
turn over to TVA not only the plant, but also all working capital and other 
assets of the corporation, if, at that time, TVA will assume all remaining out- 
standing bonded indebtedness and current obligations. 

The price to TVA shall be $1. 


Insurance 
Insurance is included in the operating costs. The estimate received was 
$150,000. We have increased this to $200,000 to $250,000 in our operating figures. 


Replacement costs 

There are three types of replacement: 

(1) The ordinary wear and tear which cccurs in operation. 

(2) Replacement of units of substantial cost because of technological advances. 

(3) Replacements covered by insurance. 

In our maintenance estimates all items falling under classification No. 1 are 
included. 

Items falling under classification No. 2 (due to technological advances) which 
would decrease the cost of power, these replacements would be made only with 
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your and/or the TVA approval. The method used for financing this type of 
replacement is to be agreed on at the time replacement occurs. 
Items falling under No. 3 are self-explanatory. 


Names of institutional lenders 


Nearly all of the men and firms in this syndicate have been associated with 
the financial field in one way or another most of their lifetimes. 

In our opinion the securities we propose to issue are attractive for institutional 
investors. They are to be privately placed rather than underwritten by Salomon 
Brothers & Hutzler. 

This type of security has been developed over the last three years through 
research which involved consultation with many institutional investors and 
others interested in the purchase and sale of securities. 

At the present time we have not asked for, or received, any commitments from 
institutional lenders. 


What is the unique method of financing? 


(A) The voluntary limitation of profits to a small fraction of what is presently 
the custom. 

(B) 100 percent debt financing on a mortgage-revenue-bond basis at conserva- 
tive interest rates. 

(C) Power contract obligations to cover debt service (amortization and in- 
terest) about 2 times. 

(D) Remitting of excess of income over and above all costs to the users of 
current at end of each fiscal year. 

(E) The repayment of all outstanding debt within 35 years. The debt may not 
be increased or refinanced except for the benefit of the consumer. No benefits 
from refinancing may go to the stockholders. 

(F) After repayment of all debt the charges for power to the consumer shall 
be lowered to accurately reflect this occurrence. 


Hotret WASHINGTON, 
PENNSYLVANIA AVENUE AT 15TH STREET, 
Washington, D. C., June 4, 1954. 
EK. BLocH, 
Director, Division of Production, 
Atomic Energy Commission, Washington, D. C. 

Dear Mr. Biocu: This is an addition to our letter of June 2, 1954. We are 
answering the questions on taxation and bonding which we were not able to pro- 
vide you with in writing yesterday and the other question which developed in our 
conversations of yesterday and today. 


1. Limitation on Government liability in construction costs 


We propose to obtain a performance bond to guarantee the Government that 
construction costs will not exceed $200 per kilowatt. 

The bond to be for $20 million, which wal protect the Government against 
increases in costs from $200 per kilowatt to $233 per kilowatt. 


2. Taxation 


(a) Federal tares.—We expect that there will be no federal taxes under our 
plan. 

(b) Tennessee tares.—There are two types of taxes which may be levied in 
Tennessee: (1) Real-estate taxes; (2) Gross-receipts taxes. There are no other 
taxes to be considered in Tennessee. 

The minimum estimated real-estate tax is $150,000. The maximum is about 
$500,000. 

It is the opinion of our attorneys that the low figure of $150,000 is the realistic 
one. 

The Gross Receipts tax rate is 3 percent. This tax would amount to $600,000. 
It is the opinion of our attorneys that this tax would not be payable under our 
method of operation. 

In our costs we have used the figure of $150,000 in our low estimate and the 
figure of $1,100,000 for our high estimate. 
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8. Our proposed compensation 


Mr. Morrison, your attorney, yesterday pointed out that if the $4 million were 
to be paid us in the fourth and fifth year, there might not be any further in- 
centive on our part for efficient management. 

In order to satisfy the point raised by Mr. Morrison we amend our proposal 
as follows: 

(a) The total to be received by us to be $4 million. 

(b) One million dollars to be received by us from the proposed Tennessee 
corporation in the fourth year. 

(ec) The balance of $3 million to be paid at such times during the period of the 
contract as you suggest. 

(ad) We are to receive 414 percent per annum on any unpaid balances after the 
fourth year. 

We will be glad to furnish any further information which you may require, 

Cordially yours, 
WALTER VON TRESCKOW. 


PRELIMINARY Hien Cost EstiMAtTe 600 MW SrTeAm GENERATING STATION 


Figures in 
millions 


1. Turbo generators and accessories__-_-_-~ i elena Bs ok ha chdbadiskl $17.0 
2. Boiler-plant equipment BMS: | 
3. Power piping pump heat exchangers................-...........-..- 19.0 
. Coal- and ash-handling equipment ; ‘ F 3.0 
. Station electrical equipment and wiring 0 
3. Step-up substation é .0 
. Powerplant structures and accessories_____~__ 5.0 
3. Intake structure, river work, ete___- 0 
9. Land, railway siding, site preparation 

. Working capital: 

a. Coal storage 


13, y 
12. Organisation expenee@e ic. si ch 


S.. Pines: | eeetth sob ek. wd en a. te 
5 BUTINitasee ds acl cuinkeu la, x 


ATTACHMENT 15 


UNITED STATES 
ATOMIC ENERGY COMMISSION, 
Washington, D. C., June 10, 1954. 
Hon. RowLanp R. HuGHEs, 
Director, Bureau of the Budget. 


DeaAR Mr. Hvueues: As you know, the Atomic Energy Commission has received 
a second proposal for the supply of 600,000 kilowatts of firm power to be delivered 
into the TVA’s system in the Memphis area. This proposal is in response to the 
President’s budget message and the request of the Bureau of Budget that the 
Atomic Energy Commission explore the possibility of reducing existing commit- 
ments of the TVA to AEC by 500,000 to 600,000 kilowatts. 

This second proposal has been submitted by a group composed of the following: 
Walter von Tresckow, Financial and Economic Consultant, New York City; 
Harvey Weeks, of New York City; John N. Mitchell, of Caldwell, Marshall, 
Trimble & Mitchell, attorneys of New York City; Salomon Brothers and Hutzler, 
Investment Bankers of New York City ; George H. Schwartz of Schwartz, Nathan- 
son and Cohen, attorneys, New York City; Zelig Nathanson of Schwartz, Nathan- 
son and Cohen, attorneys, New York City; and Robert W. Larrow of MacNamara 
and Larrow, attorneys, Burlington, Vermont. 

A copy of the proposal dated May 26, is enclosed, together with subsequent let- 
ters dated June 2 and June 4, containing supplemental information on the pro- 


54602—54—61 
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posal. You will note that with the exception of Salomon Brothers and Hutzler 
the proposal is submitted by the above-named group as individuals. 

We have attempted to secure as much information as possible to permit an 
analysis of this proposal. To this end, we have met with the sponsoring group 
on June 3, 1954, and have had subsequent discussions with Mr. von Tresckow, 
spokesman for the group. 

Essentiallly, this group has submitted a proposal to form a Tennessee cor- 
poration which would assume responsibility to finance, design, build, and operate 
a steam plant with a net capability of 620,000 kilowatts on TVA’s Fulton site 
under a no-risk contract with AEC and/or TVA. Such a plant would be fully 
integrated into and become a part of the TVA system. The financing would be 
100 percent debt financing on mortgage revenue bonds at 314 percent interest. 
These bonds would be 35-year bonds with amortization over a period of 30 years, 
beginning the sixth year after execution of a contract. The design, construc- 
tion, and operation of the plant would be in effect on a cost basis with no limit 
on liability of the Government and no risk on the part of the proposed corpora- 
tion except for a $20,000,000 bond to protect the Government against increases in 
construction costs from $200 per kilowatt to $233 per kilowatt for a 3-unit plant 
of 600,000 kilowatt nameplate rating. The Government would bear the ful cost of 
plant construction up to $200 per kilowatt and any costs in excess of $233 per kil 
owatt. The Government would pay for power at the rate of 5 mills per kilowatt- 
hour, and at the end of each year would receive a patronage dividend represent- 
ing the difference between the 5-mill rate and actual cost of operation includ- 
ing production, management expense, taxes, interest, and amortization of debt 
In discussion the group indicated willingness to consider downward adjustment 
in the 5-mill rate as long as any adjusted rate resulted in maintaining sufficient 
margin to adequately cover debt service charges. 

As compensation the sponsors would receive a fee of $4,000,000, which under 
the original proposal was to be paid during the fourth and fifth year after exe 
cution of a contract, i. e., prior to commencement of amortization debt payments. 
Mr. von Tresckow’s letter of June 4 proposed an alternate method of payment 
which would provide for payment of $1,000,000 in the fourth year; the balance 
of $3,000,000 would be paid at such times during the period of the contract that 
the Government might suggest, with interest at the rate of 4% percent per 
annum on any unpaid balances after the fourth year. 

The sponsoring group propose a contract with AEC for a period of 25 years 
following the commencement of delivery of power under the contract. They 
further propose a subsidiary contract with TVA on the same terms as the AEC 
contract for a period of 32 years from the commencement of delivery of power to 
AEC, deliveries under the TVA contract to start at the expiration of deliveries 
under the ABC contract (at the end of 25 years), or at an earlier date if AEC 
cancels prior to the end of its contract term. They further propose at the end 
of 30 years to turn over to TVA for one dollar the plant, together with all work- 
ing capital and other assets of the Corporation, if at that time TVA will assume 
all remaining outstanding bonded indebtedness and current obligations. An 
alternate discussed in the June 3 meeting would provide that the Government, 
either through AEC or TVA, could in the event of cancellation take title to the 
plant and also assume all outstanding liabilities of the Corporation. 

AEC believes it would have authority to enter into such an arrangement pro- 
vided TVA assumes the obligations indicated in the proposal. It is doubtful, 
however, that AEC has legal authority to enter into a contract of the type 
proposed unless TVA contracts at least to assume all remaining liabilities after 
the end of 25 years, and to assume a part of the costs upon termination within 
the 25-year period. Without TVA participation the ABC would be entering 
into a 25-year contract with a cancellation payment payable at the end of 25 
years. Section 12 (d) of the Atomic Energy Act would not appear to authorize 
an arrangement by which the Commission would still have a liability at the end 
of a 25-year period. Moreover, it would not seem consistent with the intent 
of that legislation for AEC to assume any termination liability to the extent 
that termination costs were in effect premised on a life of the contract exceeding 
25 years. 

On the other hand, if TVA has legal authority to contract for the purchase of 
power, the deliveries to start 25 years following the execution of such contract, 
it would appear that this authority certainly would permit them to contract 
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for the purchase of power during the intervening 25-year period. If this type 
of arrangement is feasible and legally permissible, it could better be made by 
a single contract between the sponsors and TVA rather than through two con- 
tracts. From a practical standpoint, aside from legal aspects, any arrange- 
ments such as are proposed by this group should be made between it and TVA 
since the proposal contemplates a plant which would have to be fully integrated 
into the TVA system, looking to that system for backup energy, and disposing 
of all plant output through TVA’s transmission system. 

We have discussed this proposal with Mr. Kampmeier of TVA but have not 
received any firm response as to whether TVA would or would not be willing 
to participate as required under this proposal, or whether TVA under existing 
laws could legally participate on the basis outlined. In effect, he feels that 
these are questions that are subsidiary to the basic determination for supplying 
additional power to TVA area, that they involve matters of policy which would 
have to be decided by higher authority. 

In their letter of June 2, this group submitted details of the estimated cost 
to AEC of power under their proposal. The estimates are based on a plant 
having net capability of 620,000 kilowatts delivering for the account of the 
AEC 4.73 billion kilowatt-hours per year. The group has given a low and 
high estimated annual cost ranging from $17,226,000 (3.64 mills per kw-hr.) 
to $20,957,000 (4.43 mills per kw.-hr.). We have attempted to analyze this 
proposal and compare it with the Dixon-Yates proposal. Our comparison is 
enclosed as Enclosure II. As indicated previously this is a cost-type proposal 
with all risk being assumed by the Federal Government and, therefore, a direct 
comparison with Dixon-Yates, which includes elements of risk and limitations 
on Government liability, is not valid. In attempting to evaluate a proposal 
such as this, a major factor is whether the group who would do the job have 
competence to do it at a reasonable cost, within the range of the estimates they 
have submitted. 

The group has advised us that Burns and McDonnell of Kansas City, Missouri, 
would be the engineering firm to design the plant and the Long Construction 
Company of Kansas City would be the constructors. sOth of these firms are 
reputable in their respective fields and have designed and built steampower 
plants; however, as far as we have been able to ascertain, neither of them have 
performed a job approaching the magnitude of a 600,000-kilowatt plant. 

We inquired as to who would operate the facility. The sponsoring group indi- 
cates that a separate management corporation would be organized to operate the 
plant. They have advised us that this management corporation would be staffed 
with properly qualified individuals. However, they preferred not to divulge at 
this time the identity of the individuals being considered for key jobs in the 
management corporation. 

We have used the sponsoring group’s high and low estimates and applied fac- 
tors necessary to enable a comparison with the Dixon-Yates proposal, as shown 
in Enclosure II. In summary, our analysis indicates the following: 

a. The proposal by this group would result in annual costs to the Gov- 
ernment, including cost of transmission and substation facilities which 
would have to be built by TVA, ranging from $18,793,000 (3.61 mills) to 
$22,556,000 (4.34 mills) as compared to $20,569,000 * (3.96 mills under Dixon- 
Yates) for the delivery of 5.2 billion kw.-hrs. per year. In arriving at this 
range we assumed under the sponsoring group’s low estimate that additional 
energy required (the difference between 4.73 billion kw.-hrs. and 5.2 billion 
kw.-hrs.) to place this proposal on a comparable basis to the Dixon-Yates 
proposal could be purchased from TVA at 2 mills per kw.-hr., which equals 
the energy costs under the sponsoring group's low estimate. In connection 
with the high estimate, which includes a provision of a fourth generating 
unit to provide backup, we have assumed that this additional energy will be 
generated at the cost of fuel, 2.07 mills per kw.-hr. It was also assumed 
that other energy generated from this unit would be sold to TVA at cost. 

b. We have also made an evaluation assuming an average heat rate over 25- 
year period of 9,674 B. t. u.’s and a fuel cost of 18.4 cents per million B. t. u.’s 
which is TVA’s estimate of the cost of fuel delivered to the Fulton site. This 

SR 


* Exclusive of $820,000 Federal Income Tax. 
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latter figure is in lieu of an estimated range of 20 to 22 cents per million 
B. t. u.’s made by the sponsoring group. On this basis the comparative costs 
range from $19,346,000 (3.72 mills) to $22,022,000 (4.24 mills) as com- 
pared to $20,569,000* (3.96 mills) for Dixon-Yates. Dixon-Yates costs are 
based on 19 cents per million B. t. u.’s fuel. At fuel cost of 18.4 cents per 
million B. t. u.’s Dixon-Yates costs would be $20,260,000’ (3.90 mills). 

c. We have also attempted to summarize possible annual costs under the 
maximum escalation on construction. We have assumed maximum Govern 
ment liability under this proposal as $200 per kilowatt. By doing so we 
discount the possibility of cost exceeding $233 per kilowatt and we also 
assume that a bond covering costs between $200 and $233 per kilowatt 
would afford adequate protection. We have been advised by Mr. von 
Tresckow that any bond which could be secured would be limited in coverage 
and would not, in fact, afford complete protection covering any and all con 
tingencies which might result in increased costs, such as, for example, the 
labor problems experienced at Joppa. On this basis the annual cost could 
range from $20,424,000 (3.93 mills per kilowatt) to $24,187,000 (4.65 mills 
per kilowatt) as compared to $20,854,000* (4.01 mills per kilowatt) for 
Dixon-Yates. 

We have the following comments on the estimates submitted in the proposal: 

a. The range for estimated capital cost appears reasonable assuming 
design and construction by competent groups experienced in large steam 
electric plant design and construction. 

b. The method of financing appears possible. The sponsoring group assume 
that this facility would not be under the jurisdiction of the Federal Power 
Commission or Securities and Exchange Commission. They also advise us 
that there is no requirement under Tennessee State Law which would pre- 
clude this method of organization and financing. The interest rate of 3% 
percent is the same as interest on bonded indebtedness under Dixon-Yates. 

ec. Estimates for insurance, labor and superintendence, supplies and main- 
tenance, including replacements, appear reasonable, again assuming opera- 
tion by a competent and experienced group. 

d. The estimate for backup charges could vary considerably, since they 
are dependent upon considerable information currently not available on 
type and performance of equipment and upon actual negotiations with TVA. 
In the case of the high estimate the figure $1.8 million for backup is intended 
to cover fixed charges of a fourth generating unit estimated at $30,000,000. 
A clearer way of showing this would be for the capital cost under the high 
estimate to have been $130,000,000 in lieu of $100,000,000. 

e. On the theory that this group could purchase coal as cheaply as TVA, 
the estimated fuel cost of 20 to 22 cents is probably high as previously 
discussed. 

f. The management expense is probably adequate although no information 
on numbers and salaries of management people it is intended to cover have 
been furnished. We understand it would cover management personnel in 
both the parent corporation and the management corporation in all categories 
above grade of General Superintendent. 

g. We are inclined to believe that the taxes would approach the high 
estimate. The meeting on June 3 with this group included Mr. Alfred J. 
McFarland, General Counsel, Railroad and Public Utilities Commission, State 
of Tennessee. He indicated that the real estate tax rate was subject to 
negotiation with County tax authorities. On the basis of past experience 
in industrial cases he felt that something less than the maximum shown in 
the proposal could be negotiated. In connection with the gross receipts tax 
the group felt that there were several possible methods of minimizing or 
eliminating this payment, one possibility being that upon expiration of the 
first 5 years from date of initial construction the corporation might be re- 
organized into a cooperative which would be exempt from gross receipts taxes. 

In view of AEC’s current experience in tax matters involving this cost- 
type operating contractors, we feel that the chances of any reduction in this 


*Exclusive of $820,000 Federal income tax. 
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item based on its relationship to the Federal Government are remote. We 
express no opinion on whether under Tennessee law exemption from gross 
receipts tax could be obtained by reorganizing as a cooperative. You note 
that no Federal income tax is estimated, on the ground that (except for the 
$4,000,000 compensation on which the sponsors would bear the tax) there is 
no net taxable income. 

In considering this proposal there are several significant points to bear in 
mind: 

a. Complete risk for all cost is assumed by the Federal Government and 
there is no ceiling on maximum liability except as may be covered by the 
performance bond previously discussed. 

b. The proposal appears practicable only on the basis of cooperation by 
TVA, the execution of a contract by TVA to purchase power after expira- 
tion or on termination of the AEC contract and integration of the plant into 
TVA’s system. 

c. The estimates used are quite general and as far as we have been able 
to ascertain are not based on any preliminary engineering studies or any 
firm commitments for fuel supply. 

d. Realization of the estimates depends entirely on the ability and skill 
of the groups who will design, build, and operate. There are no other safe- 
guards to insure reasonable limitation on costs. 

e. It is doubtful that AEC has legal authority to enter into such a contract 
unless TVA undertakes the commitments expressed in the proposal. We are 
not familiar with TVA’s legal ability to undertake their part of the proposal. 

f. The essential difference between this proposal and a direct appropria- 
tion to TVA is that a capital outlay by the United States of approximately 
$100,000,000, the cost estimated by TVA for construction of equivalent capac- 
ity at the Fulton site, would not be necessary. Under this proposal the 
capital would be provided by privately issued bonds at 3% percent, the full 
interest and amortization on which, together with a $4 million fee, would 
be paid ultimately by the Government. 

g. On the basis of the very general estimates and the limited information 
on which these estimates are founded and the lack of definite knowledge 
that there would be a competent, skillful operating organization, it is diffi- 
cult to conclude that one could safely assume any savings to the Federal 
Government under this proposal in its present form as compared with the 
Dixon-Yates proposal. 

We feel that an approach such as this, if considered reasonable, should not 
nvolve any AEC participation. There is nothing to be accomplished through 
joint AEC-TVA participation that could not be done better by TVA entering into 
such a contract alone. 

We believe that the AEC staff has explored the proposal to the extent prac- 
ticable and made the best comparison possible under the circumstances between 
it and the Dixon-Yates proposal. 

Sincerely, 

, Chairman, 
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Comparison of annual costs of power supply for replacement of 600 MW of 
power under contract with TVA for the Paducah project 


Von Tresckow group, 
May 26, 1954 


. Production and transmission capacity 
Mills per kilowatt-hour 
Energy 
At fuel cost per million B. t. u 
Mills per kilowatt-hour 


(cents) 


. Total (excluding taxes) 
Mills per kilowatt-hour 
Taxes 
Mills per kilowatt-hour 


. Total (including taxes) 
Mills per kilowatt-hour 
Adjustment to meet 5.2 billion 
hour requirement 
Mills per kilowatt-hour, 
kilowatt-hours 
Total cost, 5.2 billion kilowatt-hours 
Mills per kilowatt-hour 
Additional TVA transmission 
Mills per kilowatt-hour 
Total cost including TVA transmission 
Mills per kilowatt-hour 
. Less, Federal income taxes 
Mills per kilowatt-hour 
. Total, cost to Government 
Mills per kilowatt-hour 
. Possible fuel cost, at 18.4 cents and heat rate 
adjustment to 9,674 B. t. u.’s per kilowatt- 
hour 
Mills per kilowatt-hour 
. Total, adjusted for fuel 
(a) Total cost (items 9 and 12) 
Mills per kilowatt-hour 
(6) Cost to Government (items 11 and 
12) 
Mills per kilowatt-hour 
. Possible annual increase under capital cost 
provision 
Based on (per kilowatt) 
Mills per kilowatt-hour 
15. Total, including possible increase in capital 
cost 


A. Including sponsor’s estimate of fuel 


cost 
(1) Total cost (items 9 and 14) 
Mills per kilowatt-hour 
(2) Cost to Government (items 
11 and 14) 
Mills per kilowatt-hour 
B. Including 18.4 cents fuel costs 
(1) Total cost (items 13a and 14) 
Mills per kilowatt-hour 
(2) Cost to Government (items 
135 and 14 
Mills per kilowatt-hour.. 


kilowatt- 


470,000,000 


Low esti- 
mate (! 4.73 
billion 
kilowatt- 
hour) 


$7, 623, 000 
(1. 61 

9, 453, 000 
(20 

(2. 00 


7, 076, 000 
(3. 61) 

150, 000 
(0. 03) 


, 226, 000 
(3. 64) 


940, 000 


(2. 00 
, 166, 000 
(3. 49 
627, 000 
(0. 12 
, 793, 000 
(3. 61) 


, 793, 000 
(3. 61 


553, 000 
(0.11 


, 346, 000 
(3. 72 
, 346, 000 
(3. 72 
, 631, 000 


($200) 
(0. 31) 


20, 424, 000 
(3. 93 


, 424, 000 
(3. 93 

20, 977, 000 
(4. 03 


20, 977, 000 
(4. 03) 


High esti- 
mate (! 4.73 
billion 
kilowatt- 
hour) 


$9, 317, 000 
(1. 97) 

10, 540, 000 
(22) 

(2. 23) 

19, 857, 000 
(4. 20 

1, 100, 000 
(0. 23 


20, 957, 000 
(4. 43) 


972, 000 


(2. 07) 
, 929, 000 
22) 

627, 000 
(0. 12 

2, 556, 000 


(4. 34) 


2, 556, 000 


(4. 34) 


(534, 000) 
(0. 10) 


22, 022, 000 | 


(4. 24) 


22, 022, 000 
(4. 24) 


1, 631, 000 
($200) 
(0. 31 


24, 187, 000 
(4. 65 


24, 187, 000 
(4. 65) 
23, 653, 000 
(4. 55) 


23, 653, 000 
(4. 55) 


1 Items 6 through 15 are based on adjustment to 5.2 billion kilowatt-hours. 


2 Maximum. 


___| Dixon-Yates, 


TVA, 650 
MW, Fulton 
plant (5.2 
billion 
kilowatt- 
hour) 


Apr. 10, 1954 
(5.2 billion 
kilowatt- 

hour) 


$8, 775, 000 
(1. 69) 

9, 688, 000 9, 304, 000 
(19) (18. 4) 

(1. 86 (1.79 


$7, 580, 000 
(1. 46) 


18, 463, 000 16, 884, 000 
(3. 55 (3. 25) 
2, 319, 000 0 
(0. 45 (0 
20, 782, 000 16, 884, 000 
(4. 00 (3. 25) 


20, 782, 000 16, 884, 000 
(4. 00 (3. 25 

607, 000 0 

(0. 12 (0 

21, 389, 000 5, 884, 000 
(4. 11) (3. 25 

820, 000 

(0. 16 

20, 569, 000 
(3. 06 


16, 884, 000 
(3. 25 


(309, 000 
(0. 06 


21, 080, 000 
(4. 05 


16, 884, 000 
(3. 25 


20, 260, 000 
(3. 90 


16, 884, 000 


(3. 25 


2 285, 000 
($180 
(0. 05 


21, 674, 000 
(4.17 


20, 854, 000 
(4. 01) 


21, 365, 000 
(4. 11) 


20, 545, 000 
(3. 95 
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ATTACHMENT 16 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BuREAU OF THE BuDGET, 
Washington 25, D C., June 16, 1954. 
Hon. Lewis L. Srrauss, 
Chairman, Atomic Energy Commission, Washington 25, D. C. 


My Dear Mr. Strauss: I have your letter of April 15, 1954, transmitting the 
revised proposal of Mr. EB. H. Dixon, President, Middle South Utilities, Inc., and 
Mr. B. A. Yates, Chairman of the Board, The Southern Company, to supply 
power to the Atomic Energy Commission, and advising us of the Commission’s 
views with respect to the proposal. Since receiving your letter a thorough 
analysis of the proposal has been made by Bureau of the Budget staff in con- 
sultation with staff of the Atomic Energy Commission and the Tennessee Valley 
Authority. , The factual results of this analysis have been discussed with Mr. 
K. D. Nichols, General Manager of the Atomic Energy Commission, and Mr. 
Gordon Clapp, at that time Chairman of the Board of the Tennessee Valley 
Authority. Careful consideration has been given to the aspects of the proposal 
pointed out in your letter, as well as those raised in later discussion with 
Mr. Nichols and Mr. Clapp. 

I have also your letter of June 11, 1954, in which you present an analysis of a 
later proposal made on May 26, 1954, by a group headed by Mr. Walter von 
Tresckow, a financial and economic consultant of New York. This proposal and 
analysis have been reviewed by the Bureau of the Budget, with the assistance of 
Mr. Francis L. Adams and Mr. H. BE. Roberts, of the Federal Power Commission, 
who have been acting as technical consultants to the Bureau and who partici- 
pated with AEC staff in the analysis of both proposals and in discussions of 
them with TVA staff. 

It has been concluded with you that the von Tresckow proposal does not war- 
rant further consideration by AEC at this juncture for the following reasons: 

1. There are many elements of uncertainty and indefiniteness in the 
proposal. 

2. The organizatjon to accomplish the work does not exist. 

3. The Government would be required to take the entire financial risk 
with no real ceiling on the Government's liability. 

4. The proposal would not provide any clear savings to the Government 
over the Middle South-Southern proposal. 

Our analysis of the Middle South-Southern proposal and the alternative of 
providing additional capacity by the Tennessee Valley Authority leads to the 
following conclusions: 

1. The use of privately generated power will avoid an outlay of about 
$100 million of Federal tax revenues for capital investment over the next 
three years. 

2. The Middle South-Southern proposal is a firm offer with a stated maxi- 
mum capital cost reflected in the demand charges, whereas there can obvi- 
ously be no guarantee as to the ultimate capital cost of a TVA plant, despite 
the favorable construction record of that agency in recent years. 

3. The annual costs of the private proposal are reasonable in comparison 
with those estimated by TVA, when all factors are considered. The sig- 
nificant differences are that the private company must pay State and local 
taxes and has a higher cost of money, than the Federal Government on its 
borrowings. 

4. The Middle South-Southern proposal provides cancellation privileges in 
the event that AEC operations are reduced or terminated during the life 
of the contract, whereas additional TVA capacity would necessarily remain 
in the Government under the same circumstances; moreover, this proposal 
will reduce the magnitude of necessary adjustments in the TVA system 
which would result in the event of a reduction or termination of AEC 
operations in the future. 

The President has asked me to instruct the Atomic Energy Commission to 
proceed with negotiations with the sponsors of the proposal made by Messrs. 
Dixon and Yates, with a view to signing a definitive contract on a basis generally 
within the terms of the proposal. He has also requested me to instruct the 
Commission and the Tennessee Valley Authority to work out necessary con- 
tractual, operational, and administrative arrangements between the two agen- 
cies so that operations under the contract between AEC and the sponsors will 
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be carried on in the most economical and efficient manner from the standpoint 
of the Government as a whole. 

In working out the arrangements between AEC and TVA, is it contemplated 
(1) that the AEC will bear all local, State, and Federal taxes payable by the 
Government under the terms of the contract, and (2) that the TVA will bear 
all costs necessary to receive the contract power at contract delivery points, 
and all costs to move this power through the TVA transmission system. 

The contractual and billing arrangements between the two agencies should 
be as simple as possible and so place responsibility on each agency as to assume 
satisfactory results. I should like to be advised of the arrangements that are 
worked out. 

It is desirable that the Commission proceed as rapidly as possible with the 
necessary negotiations with the sponsors and with the Tennessee Valley Au- 
thority. 

I am sending a copy of this letter to Vice Chairman Curtis of the Tennessee 
Valley Authority and am also writing him directly. Attached for your infor 
mation are copies of my letters to the Tennessee Valley Authority. 

Sincerely yours, 
RowLanp HuGues, Director. 


ATTACHMENT 17 


UNITED STATES ATOMIC ENERGY COMMISSION, 
Washington 25, D. C., June 22, 1954. 
Memorandum for: Mr. Strauss, Dr. Smyth, Mr. Murray, Mr. Zuckert, Mr 
Campbell. 
Subject: Contract Negotiations With Middle South Utilities, Inc., and The 
Southern Company. 


It now appears that the Joint Committee hearings concerning the proposed 
contract between the AEC and a new company to be formed by Middle South 
Utilities, Inc., and The Southern Company, to supply the AEC with 600,000 kilo 
watts of firm power through the construction of a new plant in West Memphis to 
deliver this power to the TVA network on a replacement basis to assure supply 
of the Commission’s requirements at Paducah and Oak Ridge, have been con 
cluded. In addition, the proposed hearings by Senator Saltonstall have been 
indefinitely postponed. 

Enclosed is a letter to me from Mr. William Mitchell, General Counsel, cover- 
ing the proposed contract and concluding that the AEC has authority under 
section 12 (d) of the Atomic Energy Act to make a 25-year contract with the 
sponsors of the proposal. 

Enclosed also are copies of letters from Mr. Hughes, Director of the Bureau 
of the Budget, to the Chairman, AEC, stating the President has asked him to 
instruct the Atomic Energy Commission to proceed with negotiations with the 
sponsors of the proposal made by Messrs. Dixon and Yates, President of the 
Middle South Utilities, Inc., and The Southern Company, respectively, with a 
view toward signing a definitive contract on a basis generally within the terms 
of the proposal. Copies of letters to TVA advising them of the Administration’s 
determination and instructions to the AEC were enclosed. 

Enclosed also is a copy of a letter from Mr. Hughes, Director of the Bureau 
of the Budget, to Senator Saltonstall, Chairman, Independent Offices Subcom- 
mittee, Committee on Appropriations, advising him of the policy determination by 
the Administration and that at the request of the President he has instructed the 
AEC to proceed with contract negotiations. 

In view of the above, I plan to authorize that definitive contract negotiations 
proceed with a view of concluding a definitive agreement with the sponsors and 
mutually acceptable agreements with the TVA at the earliest possible date. 


K. D. NicHoLs, General Manager. 
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ATTACHMENT 18 


Untrrep States ATOMIC ENERGY COMMISSION, 
Washington, D. C., June 30, 1954. 
Hon. Harry A. CURTIS, 
Vice Chairman of the Board of Directors, Tennessee Valley Authority, 
Knocville, Tenn. 
My Dear Mr. Curtis: This is to advise you that, in accordance with the letter 
aed June 16, 1954, from Rowland Hughes, Director, Bureau of the Budget, 

conveying instructions of the President and his letter of the same date advising 
you, we are proceeding with negotiations with the sponsors of the proposal made 
by Messrs. Dixon and Yates. 

Prior to firming up certain provisions in the contract such as delivery of power 
and energy, primary and secondary delivery points, minimum schedule, power 
factor, load factor, termination, ete., discussions with TVA will be necessary. 

In addition, we will soon desire to initiate discussions concerning contractual, 
yperational, and administrative arrangements between TVA and the AEC so that 
operations between AEC and the sponsors will be carried on in the most efficient 
and economical manner from the standpoint of the Government as a whole. 

Mr. R. W. Cook and Mr. 8S. R. Sapirie have been designated to represent the 
Atomic Energy Commission in the discussions and contract negotiations. Please 
idvise who has been designated by you to represent TVA so that arrangements 
can be made for the initial meeting. y 

Sincerely yours, 
———,, Chairman. 


ATTACHMENT 19 


UNITED STATES ATOMIC ENERGY COMMISSION, 
Washington 25, D. C., June 30, 1954. 

Mr. EF. H. Drxon, 

President, Middle South Utilities, Inc., 

2 Rector Street, New York 6, N. Y. 

Mr. J. M. Barry, 

Chairman of the Executive Committee, The Southern Co., 

Birmingham, Ala. 


GENTLEMEN: As Mr. Cook informally advised Mr. Dixon this date, your pro- 
posal dated April 10, 1954, offering to furnish 600,000 kilowatts of firm power in 
the Memphis area constitutes a satisfactory basis for negotiation of a definitive 
contract. 

We are ready to begin negotiations. I have designated Mr. R. W. Cook and 
Mr. 8. R. Sapirie to represent the Atomic Energy Commission in the negotiations. 
Please advise who has been designated by you so that arrangements can be made 
for the initial meeting. 

Sincerely yours, 
K. D. NicHOoLs, 
General Manager. 


ATTACHMENT 20 


TENNESSEE VALLEY AUTHORITY, 
Knovrville, Tenn., July 9, 1954. 
Mr. Lewis Strauss, 
Chairman, United States Atomic Hnergy Commission, 
Washington 25, D. O. 

DeaR Mr. Strauss: Thank you for your letter, received earlier this week, 
noting some of the matters that would need to be discussed between AEC and 
TVA before any firm arrangements could be made by AEC to purchase power 
from Messrs. Dixon and Yates, and raising for our consideration the question 
of TVA’s representation in such discussions between us. 

We have asked the Bureau of the Budget to reconsider the question of 
accepting the Dixon-Yates proposal. For your information, I am enclosing a 
copy of my letter of July 2 to Budget Director Hughes. 

Very truly yours, 
Harry A, Curtis, Vice Chairman, Board of Directors. 
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TENNESSEE VALLEY AUTHORITY, 
Knocville, Tenn., July 2, 1954. 
Hon. ROWLAND HUGHES, 
Director, Bureau of the Budget, 
Washington 25, D. C. 

Dear Mr. HucHes: The TVA Board has studied carefully your two letters of 
June 16, one relating to the Dixon-Yates proposal to sell 600,000 kilowatts of 
power to the Atomic Energy Commission for delivery to TVA near Memphis, 
and the other advising us of your decision to deny our request for funds for 
additional capacity to supply the expanding requirements at Oak Ridge. We 
have reviewed the copies you sent us of your related letters to Senator Salton 
stall, Chairman of the Independent Offices Subcommittee of the Senate Com 
mittee on Appropriations, and Chairman Lewis L. Strauss of the Atomic Energy 
Commission. We have also been advised by our staff of the testimony with 
respect to the Dixon-Yates proposal which was given by various witnesses for 
the Bureau of the Budget, Atomic Energy Commission, TVA, and others, before 
the Joint Committee on Atomic Energy on June 17 and 18. 

As you know, TVA had no opportunity to comment in advance on the instruc 
tions contained in your letters to Mr. Strauss and to me. Because these letters 
seem to us to be inconsistent with the statements on TVA power supply in the 
President's budget message of January 21, 1954, and because we believe them 
to be seriously prejudicial both to TVA and to the interests of the Government, 
we feel we should convey to you and through you to the President our view that 
these instructions should be reconsidered. 

The President’s budget message of January 21, 1954, included the following 
passage, which confirmed a statement in your letter of December 18, 1953, to us: 

“In order to provide, with appropriate operating reserves, for reasonable 
growth in industrial, municipal, and cooperative power loads in the area through 
the calendar year 1957, arrangements are being made to reduce, by the fall of 
1957, existing commitments of the Tennessee Valley Authority to the Atomic 
Energy Commission by 500,000 to 600,000 kilowatts. This would release the 
equivalent amount of Tennessee Valley Authority generating capacity to meet 
increased load requirement of other consumers in the power system and at the 
same time eliminate the need for appropriating funds from the Treasury to 
finance additional generating units. In the event, however, that negotiations for 
furnishing these load requirements for the Atomic Energy Commission from 
other sources are not consummated as contemplated or new defense loads develop, 
the question of starting additional generating units by the Tennessee Valley 
Authority will be reconsidered.” 

As we understand the situation, it was in accordance with this statement in 
the President’s budget message and because the power was to be supplied for 
AEC’s use that the AEC, at the direction of the Bureau of the Budget, solicited 
the Dixon-Yates proposal, conducted the discussions, and assumed the responsi- 
bility for the terms of the proposal. The power was not intended for purchase by 
TVA, either for the general load growth of the area or to supply new defense 
loads such as the Oak Ridge addition projected shortly thereafter. When the 
Dixon-Yates proposal had been developed, you invited TVA to participate in its 
analysis. We made our staff available for that purpose. It was our under- 
standing that the acceptability of the proposal would be determined by the 
result of the analysis. This analysis was to show whether the private utility 
offer did, in fact, provide an economical source of power supply for AEC as 
compared to the cost to the Government of TVA’s continuing to supply power to 
AEC while at the same time providing for growth in other TVA loads by building 
a new plant at the Fulton site. It soon became clear that the proposal would 
involve a very much larger cost to the Government than the Fulton alternative 
proposed by TVA, and there has been a difference of opinion among those who 
participated in the analysis only as to the dimensions of the extra cost. 

The instructions of June 16, at least as interpreted by AEC in the testimony 
before the Joint Committee on Atomic Energy, would not result in furnishing 
power for AEC as contemplated by President’s budget message. As AEC inter- 
preted the instructions, and that interpretation should be corrected if it is in 
error, the 600,000 kilowatts of power that would be delivered at the middle of 
the Mississippi River near Memphis from a plant which would be constructed by 
Dixon-Yates in Arkansas would be for TVA’s use, and not AEC’s. According to 
AEC, it would pay the bills of the Dixon-Yates combine, but adjustments would 
be made between TVA and AEC whereby the entire cost of this block of power 
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supply would fall upon TVA, including the extra costs required to absorb the power 
in the TVA system, except for the “local, State, and Federal taxes payable under 
the terms of the contract” between AEC and Dixon-Yates, such taxes to be reim- 
bursed to Dixon-Yates from AEC funds. Rather than increasing its commitment 
from private utilities and reducing its commitments from TVA as contemplated 

the President’s budget message, AEC is to protect its present power supply 
sources by maintaining its full contract rights for power to be supplied by 
TVA. It would be contracting with the Dixon-Yates group, therefore, not on 
its own behalf but primarily for TVA. 

According to the estimates of AEC and the Bureau of the Budget, the Dixon- 
Yates proposal would add $3,685,000 a year to the Government’s cost. Of this 
amount $1,499,000 is the estimate of State and local taxes, reimbursable by AEC 
with the remaining $2,180,000 imposed upon TVA, according to AEC. The esti- 
mates of the TVA staff indicate that the additional cost to be borne by TVA 
under such arrangements would be over $3%4 million a year, and the tote il addi- 
tional cost to the Government would be $5,567,000. All these estimates are on 
the assumption that Dixon-Yates will be able to stay within their construction 
cost estimates. If these cost estimates should be exceeded by as little as 9 
percent, the annual costs would be subject to an incrase of at least $285,000. None 
of these estimates include amounts payable by AEC in reimbursement of Federal 
income taxes. 

A word should be said about the State and local taxes to be reimbursed by 
AEC. At the hearings of the Joint Committee, some of the witnesses seemed 
inclined to give little weight to this part of the additional cost to the Federal 
Government on the ground that whatever it lost the State of Arkansas would 
receive. Whatever the merits of this argument under other circumstances, it 
fails to take account of the fact that such payments would be pyramided on top 
of the payments which TVA is required to make to State and local taxing agencies 
under section 13 of the TVA Act. TVA pays to the States and counties in which 
it operates 5 percent of its gross receipts from sales other than to the Govern- 
ment. If the Dixon-Yates offer made available an additional 600,000 kilowatts of 
power on the TVA system for its general area loads, TVA would pay to the 
States about a million dollars from the proceeds of the sale of this power. The 
result would be two sets of tax payments upon the same block of power. On 
these facts there seems no sound basis to disregard or to minimize the importance 
of this element of the additional costs. 

In addition to the extra costs that have been estimated, there are other serious 
objections to the Dixon-Yates proposal. The location of the proposed plant on 
the Arkansas side of the Mississippi River near Memphis was selected for the 
convenience of Dixon-Yates rather than of the Government. The location is far 
inferior to the Fulton site on the east side of the river from the standpoint of a 
realistic estimate of initial costs, plant operating costs, and costs to assimilate 
the output within the TVA system. 

The most serious aspect of this whole arrangement is the lack of control which 
the TVA Board would have over the costs TVA would incur. The contract would 
be between Dixon-Yates and AEC with the administration of its terms exercised 
by AEC on behalf of the Government. Since AEC contemplates that TVA would 
pay all costs, exclusive of taxes, neither AEC nor Dixon-Yates would have the 
normal incentives to insist on economies in construction and operation. The 
TVA Board is charged under the TVA Act with the responsibility for success- 
fully carrying out the provisions of the Act, including widespread distribution 
of power at the lowest possible rates adequate to make the power projects self- 
supporting and self-liquidating. We fail to see how this Board can carry out 
its responsibilities and be held accountable for efficient and economical per- 
formance when the crucial managerial function of cost control is assumed by 
another agency—an agency with no stake of its own in the efficiency or economy 
of the arrangements, the construction of the facilities, or their operation. 

In view of the inconsistencies between the President’s budget message and the 
instructions in your letters of June 16 and the serious problems that would 
result from carrying out these instructions, we respectfully ask that the matter 
be reconsidered. We should be pleased to present more fully in person our 
reasons for this request. 

Very truly yours, 
TENNESSEE VALLEY AUTHORITY, 
Harry A, CURTIS, 
Vice Chairman, Board of Directors. 
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ATTACHMENT 21 
UNITED STATES 
ATOMIC ENERGY COMMISSION, 
Washington 25, D. C., July 15, 1954. 
Mr. Lucrus E. Buro#, Jr., 
Burch, Porter & Johnson, 1006 Bachange Building, 
Memphis, Tenn, 


Dear Mr. BurcH: Recently in reviewing the files I find that we have not 
formally responded to the proposal you submitted to the Atomic Energy Com- 
mission under date of May 26, 1954, as amended by your letters of June 2 and 
June 4. 

As you know, the AEC did not receive the determination of the Adminis- 
tration until five minutes before we left the office for the hearings before the 
Joint Committee on June 17. During the hearings, attended by you, Mr. Nichols 
read into the record the letter from Mr. Hughes, Director of the Bureau of the 

sudget, to Mr. Strauss, Chairman of the Atomic Energy Commission, indicating 
reasons consideration would not be given the proposal submitted by the von 
Tresckow group, which you represented, and instructing the ANC to proceed 
with negotiations with the sponsors of the proposal made by Messrs. Dixon and 
Yates. However, this constitutes formal confirmation from the AEC for non- 
acceptance of your proposal. 

We appreciate the time and interest of you and your client in the receipt of 
the proposal made in response to the President’s budget message. 

Very truly yours, 
R. W. Cook, 
Assistant General Manager for Manufacturing. 


ATTACHMENT 22 


UNITED STATES 
ATOMIC ENERGY COMMISSION, 
Washington 25, D. C., August 12, 1954. 
Memorandum for Mr. Strauss. 
Subject: Proposed Power Contract with MPCC—Sponsored by Middle South 
Utilities, Inc., and The Southern Co. 


In accordance with letter dated June 16, 1954, from Mr. Hughes, Director, 
Bureau of Budget, advising of the decision of the President and requesting that 
we negotiate and enter into a contract generally in accord with the proposal of 
April 10, 1954, submitted by the sponsors, Middle South Utilities, Inc., and the 
Southern Company, the AEC staff has been in negotiation with the Sponsors each 
week starting July 7, 1954. 

During the course of negotiations, drafts have been made available to the 
Federal Power Commission and the BOB, so we could obtain the benefit of their 
reviews and comments for subsequent meetings with the sponsors. 

The proof dated August 11, 1954, attached, is the sixth proof and represents in 
essentially final form the contract that will be executed by the Commission at a 
later date after review and concurrence by the FPC and the BOB. 

Prior to executing the contract, we plan to discuss with TVA in the next two 
weeks certain sections of the contract pertaining to TVA such as Primary and 
Secondary delivery points, characteristics of supply at delivery points, measur- 
ing instruments, voltage tolerance, reactive, load factor, delivery arrangements, 
etc. 

The present proof is an overall improvement over the proposal particularly in 
the major respects outlined in attachment A. 

For the purpose of complying with the Ferguson Rider, it is believed the pro- 
posed contract is in substantially final form and should, in order to save time, 
be submitted to the JCAE as soon as the AEC bill passes the Senate and prior to 
adjournment. 

The proposed letter of transmittal by the AEC to the JCE is covered in Attach- 
ment B. 
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A proposed letter from the BOB to the JCAE outlining the importance of early 
action by the JCAE to forestall deferral to the next session of Congress is covered 
in Attachment C, 

Approval of transmittal of the proposed contract (proof dated August 12, 1954) 
is recommended. 

K. D. Nico ts, General Manager. 

Enclosures 

1. Attachment A, Improvements over proposal. 
2. Attachment B, Proposed ltr of trans to JCAE. 
3. Attachment C, Proposed ltr from BOB to JCAE. 


ATTACHMENT A 


Improvements over proposal 


| | 
Page | Section Ti Provides for 


1.04 Contract capacity. Increased contract capacity to AEC in event actual net 
capability of’plant is greater than 650,000 kilowatts 
2.06 a | Review and recommenda- | Better provisions for review by AEC of review of de 
tions by AEC. sign, construction, and operations, 

facilities and progress reports. 
|(Compliance with Gore amendment to place former 

Base capacity charge separate reimbursement for Federal income-tax pay- 

Periodic adjustments - ) ments in basic capacity charge with provisions for an 

| adjustment to provide for changes in tax rate 

Tax cost | Strengthening of AEC control over tax costs 

| Reimbursement for con- | Separate section for cost of replacements with prior 
approval of AEC required for replacements in excess 
of $100,000 

Refinancing by company | Credit to AEC in event of refinancing at lower rates. 

at lower interest rate. 

Overall billing adjustment.| Credit to AEC in event earnings are over those contem- 
plated based on actual cost as it may depart from tar- 
get earnings at construction cost of $107,250,000. 
This eliminates sponsors retaining all possible earn- 
ings in excess of return on equity with obligations of 
AEC to pay Federal income tax. 

Rett .25. Cancellation prio: to com- | Cancellation prior to completion not included in pro- 
pletion. posal. 

8.01. Purchase of fuel... --. Right of AEC to purchase fuel 

8.16 (3)_..-- Representation and war- | That the company will not apply for accelerated amorti- 
ranty and agreements of zation without approval of AEC, 
the company. 


access to the 





i = — _ ————$__$______— — a anti 


There are also many improvements in language as to rights or understandings 
as they affect the AEC in existing sections or new sections added. 


ATTACHMENT 23 


UNITED STaTES ATOMIC ENERGY COMMISSION, 
Washington, D. C., August 16, 1954. 
Hon. ROWLAND R. HUGHES, 
Director, Bureau of the Budget, 
Washington 25, D. C. 

Dear Mr. HucHes: In accordance with the President’s budget message and 
your letter dated June 16, 1954, stating, ‘The President has asked me to instruct 
the Atomic Energy Commission to proced with negotiations with the sponsors 
of the proposal made by Messrs. Dixon and Yates with a view to signing a 
definitive contract on a basis generally within the terms of the proposal,” a pro- 
posed contract has been negotiated. 

The proof of the contract, dated August 11, 1954, attached, is the sixth proof 
and represents in substantially final form the contract that I am prepared to 
recommend to and execute in behalf of the Commission after formal review 
by the Federal Power Commission and the Bureau of the Budget. Many improve- 
ments in favor of the Government over the proposal dated April 10, 1954, have 
been incorporated, as well as provisions to cover the requirements of the pend- 
ing Atomic Energy Act of 1954. 
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Prior to executing the contract, discussions will be held with TVA regarding 
certain sections of the contract affecting TVA, such as primary and secondary 
delivery points, characteristics of supply at delivery points, measuring instru- 
ments, voltage tolerance, reactive, load factors, delivery arrangements, etc. In- 
formal discusions wil be held with staff of the Federal Power Commission on 
the proposed contract next week; subsequently the Commission itself will be 
requested for an expression of its views on certain aspects of the contract. 

During the course of negotiations various proofs prior to the present one have 
been made available to the Bureau of the Budget, and we have had the benefit 
of informal views and comments from your staff. We should now appreciate 
your review of the proposed contract, attached, and your concurrence in our 
view that the contract is in compliance with the instruction of the President. 

Enclosed for your information is a copy of a draft letter to Mr. Cole, chair- 
man of the Joint Committee on Atomic Energy, transmitting the proposed con- 
tract to them for their consideration in accordance with section 164 of the pend- 
ing Atomic Energy Act of 1954. This letter will be dispatched as soon as the 
Atomic Energy Bill passes the Congress and prior to adjournment. 

Sincerely yours, 
K. D. NIcHOLs, 
General Manager. 


ATTACHMENT 24 


UNITED STATES ATOMIC ENERGY COMMISSION, 
Washington 25, D. C., August 18, 1954. 
Hon. W. STERLING COLE, 
Chairman, Joint Committee on Atomic Energy, 
Congress of the United States. 

DEAR Mr. COLe: In accordance with the President’s budget message and the 
letter from Mr. Hughes, Director of the Bureau of the Budget, dated June 16, 
1954, stating “The President has asked me to instruct the Atomic Energy Com- 
mission to proceed with negotiations with the sponsors of the proposal (April 10, 
1954) made by Messrs. Dixon and Yates, with a view to signing a definitive 
contract on a basis generally within the terms of the proposal,” a proposed 
contract has been negotiated. This contract is within the terms of said proposal, 
and many improvements in favor of the Government over said proposals have 
been incorporated, as well as provisions to cover the requirements of the Atomic 
Energy Act of 1954. 

During the course of the negotiations, the various proofs prior to this one 
have been made available to.the Federal Power Commission and the Bureau of 
the Budget and we have had the benefit of their informal reviews and comments. 
The proof dated August 11, 1954, attached, is the sixth proof and represents in 
substantially final form the contract that I am prepared to recommend to and 
execute in behalf of the Commission after concurrence by the FPC and the BOB. 
Prior to executing the contract, agreement must be reached with TVA regarding 
certain sections of the contract pertaining to TVA, such as primary and secondary 
delivery points, characteristic of supply at delivery points, measuring instru- 
ments, voltage tolerance, reactive, load factor, delivery arrangements, etc. 

It will be necessary to begin construction at an early date to provide for the 
availability of the power covered by the proposed contract by the fall of 1957 as 
contemplated by the President’s budget message. Of the total of 600,000 kilo- 
watts of capacity that will be available to the AEC under the terms of the 
proposed contract, 500,000 kilowatts are applicable for trade with the TVA for 
supply of a portion of our power load at Paducah in order to release 500,000 
kilowatts for TVA use, in accordance with the President’s budget message, and 
100,000 kilowatts will be applicable against the increase in AEC load at Oak 
Ridge which has developed since the President’s budget message was transmitted. 

If any changes in the proposed contract result from an agreement with TVA 
or from review by the FPC or BOB, you will be advised. Also, an analysis of 
the proposed contract with the proposal will be submitted at an early date. 

It is recommended that the JCAE consider the proposed contract as being 
essentially in final form. We, therefore, request that at the appropriate time 
the JCAE consider waiving the thirty-day requirement under section 164 of the 
Atomic Energy Act of 1954. 

Sincerely yours, 
K. D. NicHOLs, General Manager. 
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Aprenpix C 
NOVEMBER 9, 1954. 
Memorandum for the Commission. 
Subject: Arbitration provisions of contract with Mississippi Valley Generating 
Co. 


At the hearings on the contract with Mississippi Valley Generating Co. some 
questions were raised with respect to the validity of the arbitration provisions 
f the contract (see. 8.23). I have reviewed the memorandum of counsel to 
the joint committee dated November 3, 1954, and have considered the other 
questions which have been raised at the hearing. It is my opinion that those 
provisions are valid and enforceable. 

First, the Court of Claims has sustained the validity of arbitration provisions 
in Government contracts (George J. Grant Construction Co. v. United States, 
144 St. Cl. 202). The Comptroller General has in several cases approved 
arbitration provisions in Government contracts limited to issues calling for 
basically factual determinations (20 Comp. Gen. 95, 22 Comp. Gen. 140). The 
Comptroller General has reviewed the present contract, including the arbitra- 
tion provisions, and has advised that AEC has authority to execute the contract 
and to obligate the United States to make payments as required by it. Accord- 
ingly, I conclude that AEC has authority to agree to the arbitration section of 
the contract. 

Second, the Federal Arbitration Act (61 Stat. 669, 9 U. S. C. 1-14), specifically 
makes valid, irrevocable, and enforceable agreements to submit to arbitration 
in contracts involving interstate commerce, and provides procedures for such 
enforcement. The present contract clearly involves interstate commerce, and 
since neither the act nor its legislative history disclose an intent to exclude the 
United States from the scope of its provisions, I conclude that the remedies 
established by the act will be available to the United States. 

Third, the fact that in some areas the arbitrators may be called upon, in 
effect, to modify the contract in order to preserve its original intent does not 
render the arbitration unenforceable. The basic intent of the Federal Arbi- 
tration Act was to place arbitration agreements ‘on the same footing as other 
contracts” (H. Rept. No. 96, 68th Cong., 1st sess., p. 1), so as to make agree- 
ments to submit to arbitration enforceable according to their terms. While 
certain decisions of the New York courts have held that the New York Arbi- 
tration Act (not applicable here) does not apply to provisions under which the 
arbitrators would be authorized to modify contract obligations, those decisions 
rest on somewhat different statutory language and have not been carried over 
into the interpretation of the Federal act. Several cases indicate that no con- 
stitutional problem is presented by a provision allowing arbitrators to modify 
existing contractual obligations or create new obligations (e. g. Brotherhood of 
R. & 8. Cl. vy. Norfolk So. Ry., 143 F. 2d 1015 (C. A. 4, 1944); Hvans v. Hudson 
Coal Co., 165 F. 2d 970 (C. A. 3, 1948)). The present contract does not go as far 
as the provisions involved in those cases; the arbitrators are not authorized to 
make a new contract, but simply to make “equitable adjustments” to preserve 
the intent of the present contract. 

Fourth, a review of the provisions subject to arbitration makes it clear that 
they provide adequate standards for the arbitrators’ decision. 

I attach a memorandum of law setting forth in greater detail the authorities 
in support of the foregoing views. 

WILLIAM MITCHELL, General Counsel. 


QUESTIONS RELATING TO ARBITRATION SEcTION oF AEC-MVGC Conrract 


At the hearings before the Joint Committee on Atomic Energy on the AEC 
contract with Mississippi Valley Generating Co., certain questions have been 
raised with respect to the arbitration provision of the contract (sec. 8.23). This 
memorandum will state AEC’s reasons for concluding that the provision as writ- 
ten is valid and enforcible. 


I. THE AEC CAN VALIDLY SUBJECT TO ARBITRATION ITS RIGHTS UNDER THE PROVISIONS 
TO WHICH THE ARBITRATION SECTION APPLIES 


The arbitration section was included in the contract at the suggestion of 
AEC in order to provide machinery for creating enforcible rights under 
certain provisions of the contract which in previous drafts had simply called 
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for mutual agreement. Since a large number of these called for adjustments 
which could only be to AEC’s advantage, it appeared to be to AEC’s advantage 
to provide for submission to arbitration in the event of inability to agree. 
It was not AEC’s intent, however, to subject all its rights under the contract 
to arbitration. 

While the state of the law is not wholly clear, the more recent authorities 
appear to sustain the validity of provisions in Government contracts submitting 
certain types of matters to arbitration. 

Some early cases held such provisions invalid. United States v. Ames 
(24 Fed. Cas. 14,441 (C. C. D. Mass., 1845)), rejected an award of arbitrators 
as a defense to a suit by the United States for the flooding of its lands. 
The court held that there is “want of authority in any officer of the United 
States to enter into a submission in their behalf, which shall be binding. All 
judicial power is by the Constitution vested in the Supreme Court, and such 
inferior courts as Congress may, from time to time, ordain and establish (Const. 
U. S. art. 3, sec. 1). No department nor officer has a right to vest any of it 
elsewhere; and it has been questioned even if Congress can vest it in any 
tribunals not organized by itself.” In McCormick v. United States (1 Ct. Cl. 
Rep. No. 199, 36th Cong., Ist sess., 1, 44 (1860)), the Court of Claims held 
that a naval contracting officer, without being specially authorized to do so, 
could not bind the Government by a submission of matters in dispute to 
arbitration. 

On the other hand in United States v. Farragut (22 Wall. 406 (1875)) the 
Supreme Court gave effect to an arbitral award, awarding prize moneys out 
of the United States Treasury to Admiral Farragut, on behalf of himself and 
the officers and crews of his fleet. And in Great Falls Manufacturing Co. 
v. United States (16 Ct. Cl. 160, 193-196 (1880), affirmed 112 U. S. 654 (1884)), 
the Court upheld an award of compensation for property taken by the con- 
struction of a dam, which award was made before the dam was built, as an 
“appraisement” rather than an arbitration, and as an appraisement to be a 
proper incident to the power to purchase. The Supreme Court found it un- 
necessary in affirming the Court of Claims to pass on the authority to submit to 
arbitration (112 U. S. at 654) ; and still later in 1885 the Court of Claims said 
it had not as yet been finally determined how far submission to arbitration 
is an incident of the power to settle and adjust claims (Brannen v. United 
States, 20 Ct. Cl. 219, 224 (1885) ). 

With the enactment of the Federal Arbitration Act of 1925 (61 Stat. 669, 
9 U. S. C. 1-14), one of the main bases of the decision in United States v. Ames, 
supra, was destroyed. That act, which will be discussed below, was passed 
“to make valid and enforcible agreements for arbitration contained in con- 
tracts involving interstate commerce or within the jurisdiction or (sic) ad- 
miralty * * *” (H. Rept. 96, 68th Cong., Ist sess., p. 1). In the light of 
this clear intention of Congress it has been authoritatively said that it is 
the obligation of the courts to “shake off the old judicial hostility to arbitration” 
(Kulukundis Shipping Co. v. Amtorg Trading Corp., 126 F. 2d 978, 985 (C. A. 
2, 1942)). In particular, the courts have rejected the notion, relied upon in 
United States v. Ames and other early cases, that arbitration involves an inter- 
ference with the jurisdiction of the courts. As the Supreme Court said in 
The Anaconda v. American Sugar Refining Co. (322 U. 8. 42, 45 (1944)): 

“Far from ousting or permitting the parties to oust the court of jurisdiction 
of the cause of action the statute recognizes the jurisdiction and saves the 
right of an aggrieved party to invoke it.” 

See also the decision of Judge Learned Hand in Murray Oil Products Co. v. 
Mitsui and Co. (146 F. 2d 381, 383 (C. A. 2, 1944)), analogizing arbitration 
to “a reference to a master, or an ‘advisory trial’ under Federal Rules of Civil 
Procedure, Rule 39 (c) * * *.” 

Government corporations, such as the Defense Plants Corporation, appear to 
have used arbitration clauses in their contracts regularly, and at least one award 
of arbitration against the Defense Plant Corporation has withstood attack in a 
lower New York court, Application of P. J. Carlin Construction Co. (61 N. Y. 8S. 
2d 771 (Sp. Term, N. Y. Co., 1946)). According to certain authorities the 
argument in favor of implying power in such corporations to arbitrate has rested 
on their separate identity from the government for certain purposes in order to 
enable them to employ commercial methods and the powers of private enterprise, 
which would include all the powers incident to making contracts, settling claims 
and conducting litigation. See examples of such arbitration clauses and discus 
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sion of the legal theories, 9 Williston, Contracts (Graske, War Contract Claims, 
1945), chapter XV, particularly sections 251-253; Graske, the Law of Govern- 
ment Defense Contracts (1941), sections 157-162; “Authority of Government 
Corporation To Submit Disputes to Arbitration,” 49 Columbia Law Review 97 
(1949); Braucher, “Arbitration Under Government Contracts,” 17 Law and 
Contemporary Problems 473, 480-483 (1952). 

In George J. Grant Construction Co. v. United States (124 Ct. Cls. 202), the 
Court of Claims upheld an arbitration provision in a contract of the Defense 
Plant Corporation, executed for it by the Commodity Credit Corporation, and 
denied recovery to a contractor who had failed to ask for arbitration. In so doing, 
t did not rely on any distinction between Government corporations and Govern- 
ment agencies generally. In discussing the position of both the Defense Plants 
Corporation and the Commodity Credit Corporation the court said simply, “Both 
were agencies of the Government” (124 Ct. Cls. at 203). The basis for the court’s 
decision appears in the following statement: 

“The plaintiffs say that the provision for arbitration is void, citing United 
States v. Ames (24 Fed. Cas. 784 (No. 14441) ) ; Welch, assignee of McCormick vy. 
United States (1 Ct. Cls. Rep. 1859-60, No. 199, p. 39; 33 Ops. Atty. Gen. 160). 
We think, however, that the numerous Supreme Court decisions, the latest of 
which are United States v. Moorman (338 U.S. 457 (1950) ), and United States v. 
Wunderlich (342 U. S. 98 (1951) ) both cited above, approving the provisions of 
article 15 of the standard form of Government contract, show that the plaintiffs 
are wrong. That article provides that, in case of dispute, the decision should 
he made by the contracting officer, subject to the contractor’s right to appeal to 
the head of the department, whose decision should be final. That is a sort of 
arbitration, albeit by agents of one party to the contract. Yet it violates as 
completely as arbitration by third persons, as provided for in the instant contract, 
would violate, any doctrine that Congress has consented to have decisions made 
against the Government only in the Court of Claims. We think, therefore, that 
the plaintiffs, feeling aggrieved by the refusal to give them extra compensation 
for having the key seats cut, were required to ask for arbitration of the grievance, 
which the contract permitted them to do, and that they are not entitled to have it 
adjudicated here” (124 Ct. Cls. at 206-207). 

Compare also R. F. C. v. Harrison and Crosfield (204 F. 2d 366 C. A. 2, 1953) ), 
enforcing, without discussion of the legal theory, an arbitration provision in a 
contract of the Rubber Reserve Company. 

Several decisions of the Attorney General and Comptroller General, relying 
on the early court decisions cited above, have held arbitration provisions in 
Government contracts invalid. In 1922 the Attorney General held that the head 
of an executive department authorized by statute to fix the terms of sale of Gov- 
ernment property could not delegate that power to arbitrators (33 Op. A. G. 160, 
165-166 (1922)). Reliance was placed upon the 1860 Court of Claims opinion, 
McCormick v. United States, supra, and the earlier United States vy. Ames deci- 
sion, supra. 

In 1928 the Comptroller General asserted that boards of arbitration may not 
determine the rights of the United States (8 Comp. Gen. 96, 97 (1928) ; 7 Comp. 
Gen, 541 (1928)). No reference was made to the United States Arbitration Act 
enacted in 1925 (43 Stat. 883, 9 U. S. C. 1-14), but reliance was placed upon. 
United States v. Ames, supra, and two statutes concerning the payment of ex- 
penses of commissions and boards (R. 8. 3681 (1878), 31 U. S. C. 672: 35 Stat. 
1027 (1909), 31 U. S. C. 673), and on the Budget and Accounting Act of 1921 
(42 Stat. 23 (1921), as amended, 31 U. S. C. 41-56, 71). 

In 1940 (19 Comp. Gen. 700) the Comptroller General rejected, as without 
authority, arbitration provisions as to the selling price in a lease between the 
United States and a private party containing an option to purchase, even though 
the expenses of the arbitrators were to be paid by the private party. 

And, as recently as January 1953, the Comptroller General advised the Navy 
Department that in the absence of statutory authority, express or implied, officers 
of the Government have no authority to submit, or to agree to submit, to arbi- 
tration claims which they themselves would have no authority to settle and pay, 
in this case possible claims for unliquidated and conjectural damages arising out 
of a contract dispute with the Swedish Bofors gun manufacturing firm (32 Comp: 
Gen. 333). 

In other recent decisions, however, the Comptroller General has approved arbi- 
tration provisions in Government contracts. In 1940 (20 Comp. Gen. 95). the 
Comptroller General indicated approval of arbitration provisions in War Depart- 
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ment aircraft contracts designed to determine the value of certain plant facilities 
at the end of 5 years, apparently upon the ground that these were provisions 
for a determination of the fact of reasonable value, without imposing any obli- 
gation on the Government and leaving no questions of legal liability for determi- 
nation by arbitrators (20 Comp. Gen. at 99). 

Again, in 1942 (22 Comp. Gen. 140), he approved an arbitration provision in 
a lease submitted by the Civil Aeronautics Administrator involving cafeteria 
space at the National Airport. The lease contained an option for renewal at 
the end of the term except that the percentage of gross receipts to be paid by 
the lessee and other charges were to be fixed by mutual agreement prior to re- 
newal, in no event less favorable to the Government than provided in the original 
term, but if the lessee and the Government were unable to agree, the amount to 
be fixed by a board of arbitrators, one appointed by the Government, one by the 
lessee, and the third by the other two arbitrators. The Comptroller General 
disposed of the problem of the 1909 act (31 U. S. C. 673), citing Attorneys Gen- 
eral opinions apparently not taken into cognizance in some of the earlier Comp- 
troller General’s decisions involving arbitration agreements (e. g., see 27 Op. 
A. G. 482, 437 (1909) ; id. 300, 308, 406, 459 (1909) ; 28 Op. A. G. 270 (1910) ; 37 
Op. A. G. 484 (1934) ), which opinions of the Attorney General made it clear that 
it was sufficient if the appointment of a board were authorized “in a general way 
by law.” The Comptroller General than proceeded to follow his decision in 20 
Comptroller General 95, supra, and approved the arbitration provision in the 
lease, saying: 

“* * * Tt is clearly a situation requiring an impartial determination, if the 
parties should not be able to agree, and, therefore, the method proposed appears 
wholly appropriate in connection with the performance in such respects of the 
statutory duties of the Civil Aeronautics Administration. * * * It is noted that 
while the contemplated board of three to determine the matter, if such determina- 
tion be required, is designated a ‘board of arbitrators’ in the renewal option 
article proposed to be incorporated in the lease, the contemplated duties would 
appear to be more in the nature of those of appraisers than of arbitrators. * * * 
However, a more important consideration is that under the proposed article any 
determination which such a board may make cannot serve to impose any addi- 
tional obligation on the Government. That is, as it is expressly provided that 
the terms for the renewal period ‘shall in no event be less favorable to the Gov- 
ernment than those provided for the original term,’ it is evident that the Govern- 
ment can lose nothing, but may gain substantially, by the arrangement. * * *” 

Also relevant to the power of the Government to subject its right to arbitration 
is the recent decision of the Supreme Court in Kern-Limerick, Inc., v. Scurlock 
(347 U. S. 110) that “where there is no prohibition of a particular type of con- 
tract and no direction to use a particular type, the contracting officers are free 
to follow business practices.” 

The limited number of provisions which are to be arbitrated under the present 
contract appear to fall in the areas in which the Comptroller General has sus- 
tained arbitration clauses. As is shown by the more detailed analysis below, 
most of them call either (a) for the determination of an ascertainable fact, such 
as the net capability of a plant or the costs of construction or (b) for adjustments 
of the contract price in accordance with indicated standards. Moreover, many 
of the adjustment provisions call only for downward adjustment. 

In view of the Court of Claims’ analogy to the submission of disputes to 
contracting officers under disputes clauses, it is significant that most, if not all, 
of the arbitrable provisions relate to matters which would be deemed issues 
of fact for purposes of such clauses. Thus, the question of what are allowable 
costs under a contract is a typical example of a dispute coming within a disputes- 
of-fact clause. See, e. g., United States v. Wunderlich (342 U. S. 98 (1951)); 
United States v. Holpuch (328 U. 8S. 234 (1946)); United States v. Callahan 
Walker (317 U. 8S. 56 (1942)); similarly, questions of what is an appropriate 
“equitable adjustment” of price to reflect changed circumstances have been 
deemed questions of fact within such clause (United States vy. Callahan Walker, 
supra). 

The foregoing considerations also appear to dispose of any question of improper 
delegation of authority. Unlike the situation presented in the Bofors case (32 
Comp. Gen. 333), the arbitrators here will not be dealing with issues which are 
beyond the authority of the AEC contracting officers. Hence, there would not 
be any attempt to delegate authority which the contracting officers themselves 
did not have. The cited decisions of the Comptroller General indicate that 
authority may be conferred on arbitrators to decide certain essentially factual 
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matters. Compare also Kern-Limerick v. Scurlock, supra, authorizing contract- 
ing officers to create purchasing agents. In any event, however, it does not 
appear that, properly analyzed, the agreement upon a forum and procedure for 
resolving differences should be said to involve a delegation of authority. While 
the power of arbitrators may differ from those of judges (see below), arbitra- 
tion is essentially “a form of trial” (Murray Oil Products Co. v. Mitsui, 146 F. 2d 
381, 383 (C. A. 2, 1944)), and an agreement to adopt that form of trial would 
not seem to involve any more delegation of authority than an agreement for 
reference to a master. 

The arbitration provisions of the present contract have been discussed with 
representatives of the Office of the Comptroller General. By letter dated October 
5, 1954, the Acting Comptroller General has advised that AEC has authority to 
execute the contract and to obligate the United States to make payments as 
required by the contract. In his letter of October 12, 1954, to Mr. Cole, and the 
memorandum attached thereto, the Acting Comptroller General specifically dis- 
cusses the arbitration section without raising any question as to its validity. 
The letter (see p. 718 of the printed hearing) states the Acting Comptroller 
General’s conclusion that “the contract complies with all statutory contract 
requirements applicable to its execution by the Atomic Energy Commission.” 


Il. THE ARBITRATION SECTION IS VALID AND ENFORCEABLE 


1. The Federal Arbitration Act is applicable 

Section 2 of the Federal Arbitration Act (cited above) validates arbitration 
clauses “in any maritime transaction or a contract evidencing a transaction 
involving commerce,” and agreements to submit to arbitration existing disputes 
arising out of such a contract or transaction. Section 1 defines ‘“‘commerce” to 
include “commerce among ‘the several States or with foreign nations, or in 
any territory of the United States or in the District of Columbia,” or between 
any such places, with an exclusion not here pertinent. Section 3 provides that 
if a suit is brought in a court of the United States upon an issue referable to 
arbitration under an agreement in writing for such arbitration the court, upon 
being satisfied that the issue is referable to arbitration under the agreement, 
shall on application of one of the parties stay the trial until such arbitration has 
been had. Section 4 (as amended by P. L. 779, approved Sept. 3, 1954) provides 
that a party aggrieved by the failure of another to arbitrate under a written 
agreement may petition a United States district court for an order directing 
arbitration. The remaining sections 5 through 14 deal with court procedure and 
enforcement, with provision in section 9 for confirming of awards by court orders. 

The act is very broadly drawn and would not seem of itself to exclude the 
Government, particularly since it deals in terms of general court jurisdiction 
and is a remedial, beneficial statute rather than one which divests preexisting 
rights or privileges. Nothing in its legislative history discloses an intent to 
exclude Government contracts from its scope. Under the general rules of con- 
struction, the sovereign is entitled to the same remedies as other persons, natural 
and artificial, to protect its property and contracts (Cotton v. United States, 
11 How. 229, 231 (1850); Dugan v. United States, 3 Wheat. 172, 181 (1818) ; 
United States v. Gear, 3 How. 120 (1845)). In this regard the situation is the 
reverse of that in United States v. United Mine Workers (330 U. 8S. 258 (1947)), 
where the court held that the Government is not included within the meaning 
of a statute which divests preexisting rights or privileges unless express words 
are used to include the Government. Further, the Arbitration Act by its terms 
deals with “parties” to contracts and proceedings, and not some narrower de- 
scription such as “persons” which might be deemed not to include the sovereign 
(id. 380 U. S. at 275). But cf. Helwering v. Stockholms Bank (293 U. S. 84, 92 
(1934) ), where “resident” was held to include the United States. Though there 
appears to be no case passing on the application of the act to an arbitration 
clause in a Government contract, sections 2 and 3 of the act were applied to 
the International Refugee Organization, an international organization to which 
the United States is a party and which enjoys immunity from suit (/nternational 
Refugee Organization v. Republic SS Corp., 93 F. Supp. 798 (D. ©. Md., 1950), 
mandamus granted on other grounds 189 F. 2d 858 (C. A. 4, 1951) ). 

Since the contract here contemplates the generation of electricity in Arkansas 
for delivery into the TVA system in Tennessee in order to supply, by replace- 
ment or otherwise, needs of AEC at projects in Kentucky, Tennessee, and Ohio, 
there can be no doubt that the contract evidences “a transaction involving com- 
merce.” Compare United States v. Public Utilities Commission of California 
(345 U. S. 295 (1953) ). 
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B. By the Federal Arbitration Act, erecutory agreements to arbitrate are spe- 
cifically made enforceable 

At common law, once a dispute had been submitted to arbitration, the award was 
generally held binding on the parties. Executory agreements to arbitrate, how- 
ever, were deemed revocable and could not be effectively enforced. Alternatively, 
courts denied enforcement to them as contrary to public policy. See generally, 
Sturges, Arbitration (1930); 6 Williston, Contracts (Rev. ed., 1938) chapter 
LVII. 

The Federal Arbitration Act was expressly designed to change this. See House 
Report 96, 68th Congress, Ist session; Senate Report 536, 68th Congress, Ist 
session. In contrast to the former judicial hostility to arbitration, the act 
represents a “congressional approval of arbitration” (Shanferoke Co. v. West- 
chester Co., 298 U. 8. 449, 453). As the Supreme Court said in The Anaconda 
v. American Sugar Co. (322 U. 8. 42, 44): 

“Within the spheres of its operation—maritime transactions and transactions 
in commerce, interstate and with foreign nations—the Arbitration Act rendered 
a written provision in a contract by the parties to such a transaction, to arbi- 
trate controversies arising thereout, specifically enforceable. Thereby Congress 
overturned the existing rule that performance of such agreements could not 
be compelled by resort to court of equity or admiralty.” 

The purpose of the act was to render arbitration agreements enforceable in 
accordance with their terms. This is clearly stated in section 2 of the act, which 
provides : 

“A written provision in any maritime transaction or a contract evidencing a 
transaction involving commerce to settle by arbitration a controversy thereafter 
arising out of such contract or transaction, or the refusal to perform the whole 
or any part thereof, or any agreement in writing to submit to arbitration an 
existing controversy arising out of such a contract, transaction, or refusal, 
shall be valid, irrevocable, and enforceable, save upon such grounds as exist at 
law or in equity for the revocation of any contract.” (Italie added.) 

The legislative history clearly reflects this intent to make contractual pro- 
visions irrevocable and enforceable according to their terms. The Senate report 
quotes this section as setting forth the purpose of the act (S. Rept. 536, 68th 
Cong., Ist sess., p. 2). The House report states : 

“The purpose of this bill is to make valid and enforceable agreements for 
arbitration contained in contracts involving interstate commerce or within the 
jurisdiction or (sic) admiralty, or which may be the subject of litigation in the 
federal courts * * *. Arbitration agreements are purely matters of contract, 
and the effect of the bill is simply to make the contracting party live up to his 
agreement. He can no longer refuse to perform his contract when it becomes 
disadvantageous to him. An arbitration agreement is placed on the same footing 
as other contracts, where it belongs * * *” (H. Rept. 96, 68th Cong., 1st sess., 
p. 1). 

To similar effect are the statements of those in charge of the bill on the floor 
of Congress. (See 65 Congressional Record 1931 (1924) (Mr. Graham) ; 66 
Congressional Record 984 (1924) (Senator Walsh).) 


C. The fact that certain of the provisions to be arbitrated are phrased in terms 
of calling for amendments to the contract does not render the arbitration 
provision invalid or unenforceable 

It has been suggested that the arbitration provision is invalid or unenforceable 
because the provisions to be arbitrated constitute “agreements to agree” and the 
arbitrators are therefore called upon to write a contract for the parties. The 
suggestion does not appear well taken. 

At common law, it appears that an arbitral award would be enforced even 
though it could be characterized as making an agreement for the parties. One 
example is the not unusual contract in which the parties do not agree on a price, 
or valuation, but agree to abide by the determination of a disinterested appraiser. 
A typical case is that of an agreement to buy or sell property at a price to be fixed 
by appraisers. In such a case, the parties have not agreed on an essential term 
of their contract—the price—and they ask third persons to establish for them 
that term of the contract. Such contracts were held valid at common law and, 
indeed, contrary to the usual rule on arbitration, the reference to appraisers was 
held irrevocable. See e. g., Omaha Water Co. vy. City of Omaha (162 Fed. 225 
(C, A. 8, 1908) (Sale of city waterworks at price to be fixed by appraisal) ) : 
Martin v. Vansant (99 Wash. 106, 168 Pac. 990 (1917) ), and cases cited ; Sturges 
Arbitration (1980) (sec. 20), and cases cited. ; 
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It has, furthermore, been stated more broadly that at common law an agree- 
ment to agree could be arbitrated. In Continental Bank Supply Co. v. Inter- 
national, Htc. (201 S.W. 2d 531 (Ct. Appl. Mo. 1947) ), the court said, “The very 
purpose and object of this contract for arbitration was to arrive at the terms of, 
and to bring into existence, a specific contract setting forth * * * right and 
obligations” (p. 535). And it added, “The common law * * * authorized the 
submission, in writing, of controversies of the character here considered” (p. 536). 
See also Robinson v. Robinson (61 N. Y. 8S. 2d 857, 860 (Sup. Ct. 1945) ), stating, 

The general rule of the common law was that any civil controversy, whether 
constituting a cause of action or not, could be submitted to arbitration * * *.” 

An interesting case, in this connection, is Milwaukee American Ass'n. v. Landis 

19 F, 2d 298 (N. D. Ill. 1931)). That case involved the agreement between the 

ajor and minor league baseball clubs creating a commissioner of baseball and 
empowering him to investigate any practice charged to be “detrimental to the 
best interests of the national game of baseball” and to “determine * * * what 
preventive, remedial, or punitive action is appropriate in the premises * * *.” 
While an agreed code had been adopted, the court held the commissioner was not 
limited to that code. It said (p. 302): 

“* * * Apparently it was the intent of the parties to make the commissioner 
an arbiter, whose decisions made in good faith, upon evidence, upon all ques- 
tions relating to the purpose of the organization and all conduct detrimental 
thereto, should be absolutely binding * * *.” 

It added (p. 308) : 

“* * * the commissioner is given almost unlimited discretion in the determi- 
nation of whether or not a certain state of facts creates a situation detrimental 
to the national game of baseball * * *.” 

On these facts the court, applying the common law rule that an executed ar- 
bitration agreement will be enforced, held that plaintiff, having submitted to the 
commissioner the validity of its contract with a ballplayer, could not obtain 
an injunction restraining him from interfering with its contract. 

Some of the early decisions under the New York arbitration statutes held 
that they were inapplicable to cases of submissions to third parties to make an 
agreement (e. g., In Re Fletcher, 237 N. Y. 440, 143 N. BE. 248 (1924) ; In Re Buf- 
falo and EF. Ry. Co., 250 N. Y. 275, 165 N. BE. 291 (1929); Matter of Stern, 285 
N. Y. 239, 33 N. FE. 2d 689 (1941) ; see also Burton v. Malley, 245 N. Y. 337, 157 N. B. 
259 (1927) ; Matter of Kallus, 292 U. S. 459, 55 N. EB. 2d 737 (1944).°. The more 
recent trend in New York, however, appears to be in the other direction, and the 
cases cited above have been explained as resting on the language of the Civil 
Practice Act, section 1448, which authorized submission only of existing contro- 
versies “which may be the subject of an action” (Robinson v. Robinson, 61 N. Y.S. 
2d 859 (Sup. Ct. 1945) ; see Continental Bank Supply Co. v. International, Fic., 
201 8. W. 2d 531 (Ct. App. 1947)). Thus, in Robinson v. Robinson, supra, the 
court held the limitations expressed in Matter of Stern, supra, were not applica- 
ble to agreements to arbitrate future controversies. 

Particularly in the field of labor arbitration the former judicial attitude 
has been completely reversed. Subsequent to In Re Buffalo and B. Ry. Co., supra, 
section 1448 of the Civil Practice Act was amended specifically to cover arbitra- 
tion of labor controversies, without the limiting language “which may be the 
subject of an action.” Under this provision, recent decisions in labor arbitration 
cases have stated that “there is no inherent objection to committing to an 
arbitrator the power to impose a new agreement on the parties” (Towns € 
James v. Barasch, 96 N. Y. S. 2d 32, 35 (Sup. Ct. 1950), aff'd 98 N. Y. S. 
2d 212 (App. Div. 1950) ), and that “parties to a collective bargaining agreement 
can, of course, place in the hands of an arbitrator the power to revise the wage 
schedule and thus to impose on them a new agreement” (Application of Berger, 
79 N. Y. S. 2d 490 (Sup. Ct. 1948) ). 

In labor arbitration cases in the Federal courts no difficulty appears to have 
been had with grants to the arbitrators of power to make new agreements. 
Thus, in Brotherhood of R. and 8. Cl., Etc. v. Norfolk So. Ry. (148 F. 2d 1015 
(C. A. 4, 1944) ) the issues before the arbitrators were thus described: 

“The Brotherhood contended that the existing agreement should bt modified 
to provide payment for overtime work in excess of 8 hours per day at the rate 
of time and one-half for such overtime. The railroad was willing to grant such 


1 The real ground of decision in the last-mentioned case appears to have been that the 
arbitrators had not been authorized to act contrary to the agreement between the parties, 
rather than that matters had not been agreed upon. 
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a rate for time spent in excess of 10 hours per day, but not for the 9 and 10 
hours. Unable to adjust their differences in direct negotiations, or through 
mediation on the part of the National Mediation Board, the parties agreed to 
submit the dispute to arbitration.” 

The court assumed, without question, that these issues were properly 
arbitrable under the Railway Labor Act (45 USCA, sec. 157, 158). 

In a series of cases under section 3 of the Federal Arbitration Act the Court 
of Appeals for the Third Circuit had before it the question whether to stay 
judicial proceedings in order to allow arbitrators to develop a formula for pay- 
ment of overtime wages to replace one held invalid under the Fair Labor Stand- 
ards Act. In the last of these cases, Hvans v. Hudson Coal Co. (165 F. 2d 970 
(1948) ), the court stated its holding that “despite the inadequacy of illegality” 
of the existing contract provision, “the Board of Conciliation could proceed to 
develop a formula which would meet all the requirements of the act and apply 
it in the arbitration proceeding to the claims of the Mine Workers there in 
volved” (p. 973). It added, “a new, proper and legal formula to replace that 
presently contained in section 7 can and must be arrived at by the Board of 
Conciliation acting pursuant to the arbitration agreement (p. 974). 

These cases clearly indicate that there is no constitutional obstacle to a provi 
sion empowering arbitrators to make a contract for the parties, where the parties 
have agreed to confer such a power. At a minimum such agreements would 
appear enforceable, under common-law rules, once the matter has in fact been 
submitted to the arbitrators for decision. Moreover, no reason appears from 
the text of the Federal act or the decisions under it, for adopting the restrictions 
embodied in the New York cases above cited. 

Unlike the New York act, the Federal act contains nq requirement limiting its 
application to controversies “which might be the subject of an action.” Sec- 
tion 2 of the act validates and renders enforceable a contract provision to settle 
by arbitration a “controversy thereafter arising” or an “existing controversy” 
arising out of a contract involving admiralty transactions or transactions in 
interstate commerce. Section 4 similarly applies without limitation to cases of 
“failure, neglect, or refusal * * * to arbitrate under a written agreement for 
arbitration” ; the further reference to the filing of the application by any court 
“which, save for such agreement, would have jurisdiction * * * of the subject 
matter of a suit arising out of the controversy between the parties” appears to be 
a requirement of venue which does not purport to limit the character of the 
issues referrable to arbitrators. And in view of the declaration in section 2 that 
agreements to arbitrate are enforceable “save on such grounds as exist at law or 
in equity for the revocation of any contract,” it would seem that any limitation 
on the broad principle of enforcement of the parties’ agreement would have to be 
clearly and unequivocally stated. 

An eminent commentator has observed that “the construction of the statute 
by the New York courts has, in the main, been restrictive” (Simpson, Specific 
Performance of Arbitration Contracts, 88 U. of Pa. 160 (1934)). Perhaps to 
counteract a possible similar tendency, recent Federal decisions have declared 
that the Federal act should not be “limited by implication” (Donahue v. Susque 
hanna Collieries Co. (138 F. 2d 3, 5 (C. A. 3, 1943) ), and have emphasized that 
“in a case like this, involving the Federal act, we should not follow English or 
other decisions which have narrowly construed the terms of arbitration agree- 
ments or arbitration statutes” (Kulukundis Shipping Co. v. Amtorg Trading 
Corp., 126 F. 2d 978, 985 (C. A. 2, 1942) ). 

The suggestion that arbitrators, under the Federal act, should be confined to 
matters ‘“‘which may be the subject of an action” also appears somewhat incon- 
sistent with decisions indicating that in statutory arbitrations under the act the 
arbitrators are not limited to proceeding as judges would. Thus it has been held 
that in appropriate situations the arbitrators may act on the basis of their own 
knowledge and investigation of matters of fact (American Almond Prod. Co. v. 
Consolidated Pecan 8. Co., 144 F. 2d 448 (C. A. 2, 1940) ) ; and indicated that the 
arbitrators need not “decide strictly according to legal rules” (Wilko v. Swan, 
201 F. 2d 489, 444 (C. A. 2, 1952) ; revised, Wilke v. Swan, 346 U. S. 427, 434). 

The dominant purpose of the 1925 act was to promote freedom of contract with 
respect to arbitration by providing that the agreement of the parties should be 
enforced. The act thus abolished a common law rule of public policy which 
denied enforcement to executory agreements to arbitrate. The terms of the act, 
its legislative history, and the decisions construing it, all indicate that it should 
be applied to effectuate what the parties have agreed to and not subjected to 
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limitations which are not clearly expressed in it. In particular, neither the terms 
of the act, nor the decisions under it, afford support for reading into the act the 
limitation, early adopted by the New York courts, to matters which could 
be the subject of suit. Finally, it is clear that no constitutional issue is presented 
by permitting abritrators to “make agreements for the parties” where the parties 
have clearly conferred that power on them. 

For the foregoing reasons, it appears that, if the parties so agree, as they 
frequently do in labor cases the arbitrators can be called upon to modify the 
contract or to create new obligations for the parties. The present agreement 
does not go nearly so far as the labor arbitrations discussed above. The matters 
which are subjected to arbitration are essentially of two types: (1) Determina- 
tions of matters of fact, such as net capability (sec. 1.04), cost of facilities (sec. 
$02), and determination of requirements for replacement (sec. 4.11) and main- 
tenance (sec. 4.14). These seem clearly matters which could be the subject of 
suit; they call for determination of essentially factual matters in accordance 
with agreed-upon standards (see below). (2) Various “equitable adjustments” 
of rates designed to achieve the basic intent of the contract in the event of 
various contingencies. These provisions also do not leave the arbitrators at 
large to write a new agreement in accordance with their own concepts of equity ; 
the parties have agreed on the basic objectives to be attained by the rate structure 
and the task for the arbitrators is merely to work out the necessary mechanics 
for carrying out that basic intent. The standards established for the arbitrators 
will be discussed in greater detail in the immediately following section. 

D. Adequate standards are established for the arbitrators’ decision 

A related question to that just discussed is the adequacy of the standards pro- 
vided for the arbitrators’ decision. In the time available for research, no cases 
have been found holding an arbitration provision invalid for failure to establish 
adequate standards to guide the arbitrators’ decision. In general, it has been 
said that “arbitrators are not expected or required to follow strict rules of law, 
it being sufficient that they have due regard for natural justice” (Smith v. 
Hillerich & Bradsby Co., 253 S. W. 2d 629. See Wilko v. Swan, supra). 

Here, however, the arbitrators are not thus left at large. They are required 
to render decisions “in accordance with any applicable standards” set up in the 
contract and “consistent with the provisions” of the contract. A review of the 
terms of the sections to be arbitrated indicates that sufficient standards are 
established to guide their decision. 

Section 1.04 provides that the net capability of the facilities shall be determined 
by mutual agreement not later than 18 months after commencement of operation, 
at 5-year intervals thereafter, and at such other times as may be mutually agreed 
upon. Section 1.10 contains a detailed definition of “net capability” which 
appears to be clearly sufficient to provide standards for arbitration in the event 
of a failure to agree under section 1.04. 

Section 3.01: The only matter which this section contemplates shall be settled 
by agreement, negotiation, or amendment concerns the right of AEC to schedule 
or take service at a rate less than the equivalent of 70 microwatts at the primary 
delivery points. Page 4 of the memorandum of understanding and the memo- 
randums of September 14 and 16 attached thereto sufficiently indicate that the 
agreement on this point is to be based on engineering data, derived from operating 
experience with this plant, indicating the practical lower limit of operation. 
This would appear to be a matter of engineering fact which can be determined by 
arbitration. 

Section 4.02 provides for mutual determination of the cost of the facilities 
which is to enter into the base capacity charge. Costs to be considered are 
defined as “all components of cost for organization and financing of the company 
and for investigating and planning for and construction of the facilities.’ The 
elements of cost included in the term “construction” are to be determined in 
accordance with the uniform system of accounts. The memorandum of under- 
standing specifically excludes travel expenses and salary of the officers of the 
sponsors in preparation and presentation of the proposals and negotiation of the 
contract and puts an upper limit on interest during construction. Appendix C 
further enumerates the components of cost which were considered in arriving 
at the base capacity charge. Contract provisions providing for determination of 
allowable items of cost, for direct reimbursement or other purposes, are frequent 
and have been often applied under disputes machinery or in litigation. The 
definition of cost in the present contract is at least as specific as that which was 
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construed and applied by the court in du Pont v. Lyles & Lang Construction Co., 
presently pending before the Court of Appeals for the Fourth Circuit.’ 

Section 4.03: Subparagraph (2) of this section provides a formula for ad- 
justing the tax component of the capacity charge and further provides that “in 
the event of changes in applicable laws making the provisions of this paragraph 
2 inequitable, the parties will agree on an amendment of this provision to the 
end that such changes in law shall alter the effect of this provision to the mini 
mum extent practicable.” The effect of the provision is to provide the company 
With a cost component the capacity charge of which would approximate the 
difference between the gross income necessary to yield, after estimated taxes, 
the agreed rate of return, and the anticipated net income representing such a rate 
of return. The intent of the quoted sentence is that if by reason of changes in 
law the contract formula fails to achieve that result, amendments should be 
adopted so as to produce, as nearly as may be, the intended result. While this 
provision calls for amendments to the contract, the direction that the effect of 
the provision is to be altered to the minimum extent practicable affords a clear 
guide to the arbitrators. 

Section 4.06: This provides for adjustment of the energy charge to reflect 
changes in the basic index of hourly earnings of production workers in gas and 
electric utility industries compiled by the Bureau of Labor Statistics. The last 
sentence provides “if the basis or method of compiling said hourly earnings of 
production workers in gas and electric utility industries should be changed in 
any way, the parties agree that this section will be amended as may be neces- 
sary in order to preserve without alteration the effect. of the adjustment herein 
provided for.” This deals with a common problem in escalation clauses keyed 
to an existing index. As in the case of the preceding provision the objective to be 
attained by the arbitrators is clear. 

Section 4.09 provides that if the company fails to get and keep a tax ruling 
permitting it to deduct depreciation on a sinking fund basis, the parties will enter 
into appropriate amendments to make “adjusted payments to the company for 
power and energy hereunder in an amount estimated to be adequate to provide 
the company with funds, together with the applicable portion of the debt money 
component of the capacity charge, sufficient to maintain the intended relationship 
between depreciation and debt retirement and also to permit the company to com 
ply with any sinking fund or analogous requirements of any instrument pur- 
suant to which indebtedness of the company shall have been issued or incurred 
as contemplated by this contract.” The intent of the contract is to provide the 
company with funds sufficient. to meet its interest and debt retirement charges 
If a ruling permitting depreciation on a sinking fund basis is obtained this will 
be achieved by the yearly capacity charge. If an adverse tax ruling is obtained, 
some adjustment reflecting the changes in annual costs to the company will be 
needed; the objective to be attained by the arbitrators is, however, clearly 
spelled out. 

The last sentence of section 4.09 will be discussed in connection with section 
4.12, 

Section 4.11: This calls for division of the replacement reserve “as shall be 
agreed by the parties to be fair and equitable in the light of prior operations 
hereunder and the results thereof and giving effect to accumulated replacement 
requirements necessary to place the facilities in a dependable and efficient oper- 
ating condition in accordance with practices prevailing among prudent operators 
of similar properties.” The memorandum of understanding will have, as an 
attachment, a list of units of property the replacement of which will be con 
sidered a proper charge in the replacement reserve. To the extent that the 
determination is limited to a determination of what is equitable in the light 
of past experience under section 4.11 and the company’s accumulated replace- 
ment requirements, the objective to be attained is reasonably clear—the com- 
pany is to be provided with funds, over the life of the contract, sufficient to 
meet its replacement requirements. The company has taken the position that 
this section also calls for consideration of the overall equities of the contract. 


1The contract provision in that case provides for payment of the operator's actual cost 
and defined actual cost in the following terms: “Actual cost as used herein shall be defined 
as all out-of-pocket expenses that have been incurred by the operator in connection with 
such building or buildings up to the date of termination, including, but not limited to, the 
acquisition of land, construction, furnishings, eperation, and maintenance together with 
the net costs required to settle any outstanding obligations that may have been incurred up 
to the date of termination but not including any costs for personal time or services rendered 
by the principals of Lyles & Lang Construction Co. (operator), to wit: Dan D. Lang and 
John T. Lyles.” 





UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO. 977 


AEC has not agreed to this interpretation, but to the extent that the provision 
should be so interpreted, the standards for decision would be of the same char- 
ter as those in section 4.12, about to be discussed. 

Section 4.12 provides that if the company shall refinance part or all of its 

curities so that the aggregate interest payable is at less than 3% percent per 
annum, “the parties will review operations hereunder and the results thereof 
from the inception of such operations, any increase in the debt security financing 
costs of the facilities over an overall rate of 3% percent per annum, and all 
other factors having a bearing upon the effects of this contract as compared with 
its anticipated effects, and the parties hereto will enter into appropriate amend 
ments to this contract to make any equitable overall downward adjustment to 
which they may mutually agree.” Section 4.09 contains a related provision that 
if the company is able to and elects to deduct the Federal tax depreciation on 
the basis of a formula more favorable than the depreciation formula contem- 
plated by the section, “the parties will review the effect of such a change in the 
formula as well as the considerations specified in section 4.12, and will enter 
into appropriate amendments to this contract to make any equitable overall 
downward adjustment to which they may mutually agree.” Section 4.13 pro- 
vides that if the company shall add units to the facilities, “the parties will 
review the effect of such change upon the company’s cost of delivering power and 
energy hereunder, as well as the considerations specified in section 4.12 and will 
enter into appropriate amendments to this contract to make any equitable overall 
downward adjustment to which they may mutually agree.” 

The capacity charge includes an identifiable component for interest, and the 
standards for determining whether the debt security financing costs are less 
than anticipated and adjusting the rates accordingly are reasonably clear. 
Similarly, the basis for adjustment in the event the company obtains a more 
favorable depreciation formula is reasonably clear since the intent is to main- 
tain the intended relationship between depreciation and the debt retirement. The 
determination of the effect of adding new units on the company’s cost of 
delivered power and energy under the contract should also be a matter suscep- 
tible of arbitration since it involves essentially engineering and accounting 
determinations. Thus the specific matters mentioned for consideration uncer 
these sections are such that clear-cut objectives are provided for the arbitrators 
to attempt to achieve. 

In addition to the specific matters mentioned, all of these provisions require 
review of “all other factors having a bearing upon the effects of this contract 
as compared with its anticipated effects.” This also would seem to provide a 
standard susceptible of arbitration. Basically, the intent is that the company 
will receive payments for power and energy sufficient to meet its fixed charges 
(including a component for estimated taxes) and operating costs and to yield 
not in excess of 9 percent profit on the equity. Clearly, if it is determined that 
the overall operations are yielding more than the anticipated profit, the arbi- 
trators would be justified in making a downward adjustment. Whether there 
would be other grounds on which they could make such an adjustment cannot 
be completely anticipated. But in essence, the determination called for would 
appear to be not more difficult than that called for under the Renegotiation 
Act, or under contract provisions (which have been frequently enforced) 
calling for an “equitable adjustment” in the contract price in the event of a 
change in the scope of work. 

Section 4.13 : See comments on section 4.12. 

Section 4.14: This section calls for mutual determination of the amount 
necessary, giving effect to accumulated maintenance requirements, to place or 
provide for placing the facilities in dependable and efficient operating condition. 
The principles on which this determination will be made are stated at pages 9-10 
of the memorandum of understanding. The objective to be achieved by the 
arbitrators would seem clearly defined. 

Section 7.08: Under this section, if AEC exercises its options for service after 
the contract term, certain adjustments are to be made in the contract rates to 
give recognition to conditions then existing. These provisions do not affect the 
validity of the contract for its stated term, and relate to matters as to which 
the parties might well have agreed only to a right to negotiate. In any event, 
however, the determination called for would appear to be no more difficult than 
the task of setting a reasonable rate which administrative agencies and courts 
are frequently called upon to do. 
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Aprenpix D 


Unirep Srares TREASURY DEPARTMENT 


Washington 25 
Mailed September 6, 
IT: BV: PU 
RCS 


In re Plectric Energy, Inc., St. Louis, Mo. 


Reip & Priest, 
2 Rector Street, New York 6, N. Y. 

GENTLEMEN : Reference is made to your letter dated August 1, 1951, in which 
you requested a ruling on behalf of this taxpayer, with respect to computing 
depreciation for Federal income-tax purposes, on the projected Joppa (Illinois) 
generating plant and related facilities, by the sinking fund method, on the basis 
of a3 percent interest rate and a 25-year useful life. 

We are advised that the Bureau will accept this method, interest rate and 
useful life as set forth in principle in exhibit B attached to your letter. The 
method, interest rate, and useful life, any one or all, are subject to such revision 
as subsequent experience may indicate is necessary to conform the depreciation 
deduction to the Internal Revenue Code and regulations issued thereunder which 
may be in effect at the time. Such revisions will not be applied retroactively 
beyond the income-tax return last filed. , 

Very truly yours, 
(Signed) E. I. McLarney, 
Deputy Commissioner. 


UNITED STATES TREASURY DEPARTMENT, 
OFFICE OF COMMISSIONER OF INTERNAL REVENUE, 
Washington 25, January 8, 1953. 


In re Ohio Valley Electric Corp., Columbus, Ohio. 


Rep & PRIEST, 
2 Rector Street, New York 6, N. Y. 
(Attention Leslie J. Flower, attorney for taxpayer.) 

GENTLEMEN: Reference is made to your letter dated December 29, 1952, in 
which you request a ruling on behalf of the above-named taxpayer, and its 
wholly owned subsidiary Indiana-Kentucky Electric Corp., Indianapolis, Ind., 
with respect to the method of determining allowable depreciation for Federal 
income-tax purposes for each company, on the projected Portsmouth, Ohio, 
power generating facilities, and related transmission facilities to be located 
in the vicinity of Cheshire, Ohio, at an annual rate of 244 percent prior to full- 
scale operation and by the sinking fund method, on the basis of a 3% percent 
interest rate and a 25-year useful life after full-scale operation. 

You are advised that the Bureau will accept this method, depreciation rate 
prior to full-scale operation, interest rate, and useful life after full-scale oper- 
ation as set forth in principle in exhibit B attached to your letter. The method, 
interest rate, and useful life, any one or all, are subject to such revision as 
subsequent experience may indicate is necessary to conform the depreciation 
deduction to the Internal Revenue Code and regulations issued thereunder which 
may be in effect at the time. Such revision will not be applied retroactively 
beyond the income-tax return last filed. 

Very truly yours, 
NoRMAN A. SUGARMAN, 
Assistant Commissioner. 
By R. 8S. GAyTon, 
Head, Special Technical Services Division. 
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Aprenpix E 
Contract No. AT—(49—1)-814 
POWER CONTRACT 


THIS AGREEMENT dated the 11th day of November, 1954, by and between Mrs- 
SISSIPPI VALLEY GENERATING COMPANY, a corporation organized under the laws 
of the State of Arkansas (herein called the Company), and the Unrrep SraTes 
or AMERICA, acting by and through the Atomic ENerGy CoMMISSION (herein 
called the AEC, which term shall be deemed to include the duly authorized 
representative or representatives of the Atomic Energy Commission), 

WITNESSETH THAT: 

WHEREAS, the President of the United States in his Budget Message trans- 
mitted to the Congress of the United States on January 21, 1954, said with refer- 
ence to Tennessee Valley Authority, among other things: 

“In order to provide, with appropriate operating reserves, for reasonable 
growth in industrial, municipal, and cooperative power loads in the area 
through the calendar year 1957, arrangements are being made to reduce, 
by the fall of 1957, existing commitments of the Tennessee Valley Authority 
to the Atomic Energy Commission by 500,000 to 600,000 kilowatts. This 
would release the equivalent amount of Tennessee Valley Authority generat- 
ing capacity to meet increased load requirements of other consumers in the 
power system and at the same time eliminate the need for appropriating 
funds from the Treasury to finance additional generating units.” 

AND WHEREAS, in accordance with the foregoing, Middle South Utilities, Inc. 
and The Southern Company (herein called the Sponsoring Companies) sub- 
mitted a Proposal dated April 10, 1954, to the AEC to cause to be supplied 
600,000 kilowatts of firm power on terms and conditions therein set forth; and 

WHEREAS, the Proposal contemplates that the Company will construct and 
own a generating station having a net capability of approximately 650,000 kilo- 
watts and will furnish, even though one unit in the generating station may be 
out of service, 600,000 kilowatts of power to the AEC, or to the Tennessee Valley 
Authority (herein called TVA) for account of the AEC in replacement of power 
furnished by TVA to the AEC; and 

WHEREAS, the Proposal contemplates that, of the approximately 650,000 kilo- 
watts of net capability of the new plant, approximately 50,000 kilowatts will 
be available toward providing the required reserve to supply service hereunder, 
and inasmuch as such 50,000 kilowatts is not adequate for such purpose when 
one generating unit is out of service, the Company is making arrangements 
with the systems of the Sponsoring Companies so that, in return for the Com- 
pany’s making available to such systems such 50,000 kilowatts of capacity when 
no units are out of service, such systems will make available to the Company, 
as additional reserve for the Company’s obligation to the AEC, at no additional 
cost to the AEC, up to approximately 200,000 kilowatts of additional back-up 
capacity when a unit or units of the Facilities are caused to be shut down; and 

WHEREAS, the Proposal was stated by the AEC to constitute a satisfactory 
basis for negotiation, and this contract has been negotiated pursuant thereto; 
and 

WHeErEAas, the Proposal and this contract are based upon the utilization by 
the AEC, an agency related in the main to national defense, of power and 
energy delivered hereunder or its equivalent in pursuance of the statutory pur- 
poses of that agency, and the Company has stated that in this special situation 
the Company is willing and able to assume an undertaking which it could not 
otherwise assume; and 

Wuereas, the AEC is making arrangements with TVA whereby TVA will 
accept deliveries of power and energy hereunder for or on account of the 
AEC; and 

WHEREAS, in pursuance of the Proposal, the Sponsoring Companies have caused 
the Company to be organized and have respectively agreed to subscribe to 
and purchase for cash capital stock of the Company as follows: Middle South 
Utilities, Inc., $4,345,000; The Southern Company, $1,155,000; and 

WHEREAS, among the considerations which induced the Sponsoring Companies 
to make the Proposal and to cause the same to be carried out is the reservation 
to the Company of the right to take use of the Facilities hereinafter described 
for purposes other than the supply of capacity and energy to or for the AEC at 
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such times and to such extent as such service to or for the AEC does not prevent 
such other use; and 

WHEREAS, arrangements are being made on behalf of the Company with cer- 
tain institutional investors and banks pursuant to which they will lend funds 
up to $120,000,000 for that part of the capital required by the Company not 
represented by the equity participations of the Sponsoring Companies referred 
to above; and 

Wuereas, this contract is authorized by and executed pursuant to the Atomic 
Energy Act of 1954, for the purpose of providing electric utility service to the 
AEC, or to TVA in replacement of electric utility service furnished to the AEC 
by TVA, in connection with the construction or operation of the project; 

Now, THEREFORE, THE PARTIES HERETO AGREE AS FOLLOWS: 


ARTICLE I, 
DEFINITIONS. 


Section 1.01. Facilities: The Facilities, to be constructed, installed and owned 
by the Company, will consist of a steam electric generating station of approxi- 
mately 650,000 kilowatts of net capability, together with all other lines, prop- 
erty and equipment, including general equipment, near West Memphis, Arkan 
sas, all as described in greater detail in Appendix A hereto. The Company in 
the future shall have the right to build additional facilities, including additions 
to the Facilities at the same site, provided that any such additions shall not 
affect this contract except as provided in Section 4.13 or result in an increase in 
the obligations of the AKC hereunder. : 

Section 1.02. Primary Delivery Points: The Primary Delivery Points shall 
consist of points of delivery over which principal deluveries hereunder are in- 
tended to be made, established by agreement among the AKC, the Company and 
TVA at the Tennessee-Arkansas state line between Shelby County, Tennessee, 
and Crittenden County, Arkansas. 

Section 1.03. Secondary Delivery Points: In view of the fact that the flow of 
energy cannot always be confined to Primary Delivery Points, Secondary De- 
livery Points (described or referred to in Appendix B) shall consist of other 
existing and future direct and indirect connections between the systems of the 
Company and of subsidiaries of the Sponsoring Companies, and TVA. 

Section 1.04, Contract Capacity: Contract Capacity, which shall be applica- 
ble after the commencement of commercial operation of the third unit included 
in the Facilities, shall be 600,000 kilowatts, which is the amount of capacity to 
be available to the AEC at the Primary Delivery Points and Secondary Delivery 
Points on the terms and conditions herein set forth, even though one generating 
unit of the Facilities may be out of service; provided, however, that if the 
Facilities when completed and in commercial operation shall have a net capa- 
bility greater or less than 650,000 kilowatts, then Contract Capacity shall be 
increased or decreased, as the case may be, by 60/65ths of the difference between 
such net capability and 650,000; and provided further, that Contract Capacity 
shall be subject to reduction upon termination or cancellation as provided in 
Sections 7.02, Section 7.08 and paragraph 3 of Section 7.07. For the purpose 
of this provision net capability shall be determined by mutual agreement as 
soon as practicable but not later than 18 months after the commencement of 
commercial operation of the third generating unit, at 5 year intervals there- 
after, and at such other times as may be mutually agreed upon; provided how- 
ever, that if during any such interval actual operating experience shall indi- 
cate that the net capability as last determined is too high or too low, the par- 
ties agree that a new determination shall be made promptly. For the period 
between the commencement of commercial operation of the first generating 
unit and the initial determination of net capability, the net capability for the 
purpose of determining Contract Capacity shall be taken at 650,000 kilowatts. 
For any period subsequent to a determination of net capability and prior to the 
next succeeding determination of net capability, net capability shall be as last so 
determined. 

SecTion 1.05. Capacity Charge: The Capacity Charge shall consist of the Base 
Capacity Charge as adjusted, all as hereinafter provided in Sections 4.01, 4.02, 
4.08 and 4.10. 

Section 1.06. Energy Charge: The Energy Charge shall consist of the Base 


Energy Charge as adjusted, all as hereinafter provided in Sections 4.04, 4.05 and 
4.06. 
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SecTion 1.07. Preliminary Contract Capacity: See Section 4.07. 

SEecTION 1.08. Preliminary Capacity Charge: See Section 4.07. 

Section 1.09. Project: Project shall mean the Oak Ridge installation, the 
Paducah installation, or the Portsmouth installation of the AEC or any other AEC 
installation for which it may become lawful for the AEC to receive electric utility 
service under this contract. 

Section 1.10. Net Capability: Net capability shall mean the maximum amount 
of power which can be continuously generated during a reasonable test period, 
less the amount required in the generating station for auxiliary uses and losses 
in the step-up transformers to the high voltage bus, under conditions in which all 
normally operated equipment is in service, equipment is in an average state of 
maintenance and cleanliness, with the fuel consumed being of the average quality 
purchased, with normal steam conditions and normal interstage extraction from 
the turbines, with generators operating with usual coolant pressure and at the 
voltage required under normal operating conditions and at the power factor for 
the total net output not less than the power factor calculated as required to 
deliver the total net output, less losses, at the Primary Delivery Points at 93% 
power factor, and with circulating water temperature and cleanliness normal for 
mid-summer. 

ARTICLE IT. 


COMPANY TO PROVIDE FACILITIES. 


Secrion 2.01. Construction and Operation of Facilities: The Company will 
expeditiously design and construct the Facilities, and will exert its best efforts 
to have the generating units included in the Facilities ready for commercial 
operation on dates determined as follows : 

Months after 
Effective Date of 
this Contract 
Ist Unit —- » 82 
2nd Unit nieces n 34 
3rd_ Unit ae, aa acta 36 


The Company agrees to use its best efforts to have the transmission circuits and 
control equipment included in the Facilities ready for commercial operation as 
needed in connection with the commercial operation of the foregoing generating 
units. The Company further agrees that the Facilities when and as completed 
will be operated and maintained, in accordance with the practices prevailing 
among prudent operators of similar properties, to provide for the delivery of 
electric energy to or for the AEC as provided herein. 

Section 2.02. Interconnections with Sponsoring Companies: The Company 
will establish or cause to be established interconnections between the Facilities 
and the systems of the Sponsoring Companies, directly or indirectly, by means 
of which there will be afforded additional security of service under this contract 
from such systems, and an outlet for power and energy produced at the Facilities 
and from time to time not needed for deliveries to or for the AEC hereunder. 
The Company represents that it is entering into a contract or contracts with the 
Sponsoring Companies or subsidiaries thereof to provide power to the Company 
over such interconnections for a period of 25 years after the beginning of initial 
commercial operation for the purposes of (a) enabling the Company to deliver 
hereunder the full Preliminary Contract Capacity or the full Contract Capacity, 
as the case may be, even though one generating unit of the Facilities may be 
out of service and (b) making available from the Facilities to subsidiaries of the 
Sponsoring Companies or others power which from time to time is not needed 
by the Company to furnish the power to which the AEC is entitled hereunder. 
Energy taken by systems of the Sponsoring Companies will be charged to such 
systems at not less than the incremental cost thereof. 

Section 2.03. Cooperation in Coordination of Systems: The Company will 
cooperate with the AEC and TVA in the coordination of design and operation 
of line terminal positions, circuit breakers, and system relay protection and 
communication and telemetering and control equipment, including equipment 
to meet the Company’s bias frequency obligations to and from the interconnected 
power systems, to the extent required to obtain reliable and satisfactory per- 
formance of such equipment, to assure reliability of deliveries as scheduled 
and to minimize disturbances to any of the interconnected systems. The Com- 
pany will also cooperate in the scheduling of maintenance and overhaul of the 
Facilities to the end that service under this contract shall be interfered with 
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to the minimum practicable extent. The AEC may designate TVA from time 
to time as its authorized representative to act for the AEC in various technical 
aspects of this contract, such as the coordination of design and construction, 
the scheduling of power, billing verification (including the scheduling and wit- 
nessing of meter tests) and coordination of maintenance operations. It is con- 
templated that any such designations will be worked out after discussions between 
the AEC, the Company and TVA. 

SECTION 2.04. Priority Assistance: The AEC will use its best efforts in aiding 
the Company and the Sponsoring Companies or their subsidiaries to obtain any 
priorities which may be necessary for the expeditious construction of the Facili- 
ties and of such generating and transmission facilities of subsidiaries of the 
Sponsoring Companies as the AEC deems necessary for the security of service 
to it hereunder. 

SECTION 2.05. Ownership of Facilities; All the Facilities shall be the respon 
sibility of the Company and shall be and remain the property of the Company 

SECTION 2.06. Review and Recommendations by the AEC: While it is recog 
nized that the construction and operation of the Facilities are the responsibility 
of the Company, the costs thereof are related to the AEC’s cost of power under 
this contract. Accordingly, the AEC may review and discuss with the Company 
its engineering design, purchasing, subcontracting, construction and operating 
plans, estimates, practices and procedures and make recommendations with 
respect thereto which in the judgment of the AEC may provide for economies 
in construction and operation, for assuring reliability of service hereunder, and 
for assurance that the Facilities are designed to conform as nearly as is prac 
ticable with this contract and Appendix A hereto; and the Company will adopt 
such recommendations of the ABC as may be mutually agreed upon. The ABC 
shall have access to the Facilities for this purpose. The Company will keep 
the AEC reasonably informed as to prospective dates of commercial operation 
of the various units included in the Facilities, and shall furnish the AEC monthly 
progress and cost reports in such reasonable detail as will adequately reflect 
current status. 


ARTICLE IIT, 


POWER SUPPLY. 


Section 3.01. Service to be Supplied by Company and Taken by AHC: After 
commencement of commercial operation of the first unit and prior to commence 
ment of commercial operation of the third unit of the Facilities, the Company 
shall be obligated to supply, and the AEC to pay for, the Preliminary Contract 
Capacity under and subject to the provisions of this contract, and after com 
mencement of commercial operation of the third unit the Company shall be 
obligated to supply, and the AEC to pay for, the Contract Capacity under and 
subject to the provisions of this contract; provided however, that if more than 
one generating unit included in the Facilities shall be shut down by reason of 
conditions beyond the Company’s control, or if one such unit shall be shut down 
for scheduled maintenance or overhaul or with the consent of the AEC and 
another one or more of such units shall at the same time be shut down by 
reason of conditions beyond the Company’s control, the Company’s obligation 
shall be to supply Preliminary Contract Capacity or Contract Capacity, as the 
case may be, less one-third of Contract Capacity for each unit in excess of one 
which is shut down. -The AEC may schedule or take service at any rate which 
would not require the operation of any generating unit of the Facilities at a 
rate less than the equivalent of 70 Mw at the Primary Delivery Points except 
as may be mutually agreed to from time to time and which would not, except 
upon reasonable notice, result in starting up or shutting down any such unit 
Reasonable notice, for the purpose of this Section, will be established by agree 
ment among the Company, the AEC and TVA. The AEC will not be entitled to 
service at a rate greater than is provided in the first sentence of this Section, 
but it at any time the AEC shall wish service at such greater rate, the Company 
will use its best efforts to furnish such service. To the extent that service at 
such greater rate shall be less than Preliminary Contract Capacity or Contract 
Capacity, whichever shall be then applicable, such service shall be furnished 
to the AEC at the cost to the Company of obtaining such service from the most 
economical outside source at the time available. To the extent that service at 
such greater rate shall exceed Preliminary Contract Capacity or Contract Ca- 
pacity, whichever shall be then applicable, such service shall be at such just 
and reasonable rate or rates as may be quoted at such time by the Company. 
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SecTION 3.02 Delivery Arrangements with TVA and Utilization of Power and 
Energy: The AEC will arrange with TVA for the acceptance by TVA of power 
and energy scheduled by or for the ABDC and delivered by the Company hereunder 
and for the delivery of such amount of power and energy by TVA to the AEC; 
and it is understood that all such power and energy as provided in Section 3.01 
will be available to the AEC at all times up to 100% load factor and will not be 
for resale by the AEC except as specifically provided. 

SecTion 3.03. Supply of Reactive Power: The Company will be obligated to 
supply such reactive power as is applicable to a 93% power factor of the amount 
of power at the time deliverable in accordance with the Company’s obligation 
hereunder, except that at a time when the AEC has scheduled power deliveries 
hereunder at a rate less than the Company is then obligated to provide and as a 
result there is reactive capacity in any generating unit being operated which re- 
active capacity is in excess of that required to supply the scheduled power deliver 
ies, and which reactive capacity it would be possible to utilize, consistent with the 
standard of operation referred to in the last sentence of Section 2.01, to generate 
additional reactive power without adversely affecting scheduled power deliveries 
to the AEC, the Company will at the request of the AKC supply additional reactive 
power from the capacity so available for such purpose. The ABC will make 
arrangements with TVA so that reactive power shall not be taken from the Con 
pany in excess of that which the Company has hereinbefore agreed to supply. 

SecTIoNn 3.04 Resales to Contractors, Tenants and Concessionaires: The AEC 
shall have the right at any time to resell or provide power and energy to which it 
s entitled hereunder to its contractors, tenants and concessionaires for their con 
sumption at or in the vicinity of a Project. 

SEcTION 3.05. Use of Power by Successors at a Project: The AEC shall have 
the right to resell or dispose of any part of the power and energy to which it is 
entitled hereunder at any time, to any public or private successor operator of a 
Project or any portion thereof or to any other agency of the United States Gov 
ernment for consumption at the site of a Project. 

Section 3.06. Transfers of Power for Use at Other Government Installations 
Except as provided below in this Section, the AEC shall have the right at any 
time, to the extent that power and energy shall no longer be required at a Project, 
to transfer all or any part of the power and energy to which the AEC is entitled 
hereunder, in blocks of not less than 7,500 Kw, to supply service for any new re- 
quirement not previously served or any new requirement in excess of that pre 
viously served by the Company or the systems of the Sponsoring Companies at a 
United States Government installation for consumption in operations at such in 
stallation, provided such transfer hereunder shall be lawful and shall not impair 
the validity of this contract. If the AEC shall desire to exercise such right, it 
shall give notice thereof to the Company. If the AEC shall desire to make such 
transfer through facilities provided by the Company or the systems of the Spon 
soring Companies and if the Company and such systems agree thereto, such 
power and energy shall be delivered by the Company for such period as may be 
mutually agreed upon, to the point agreed upon at the rates provided for herein, 
adjusted to reflect any change in cost to the Company resulting from the method 
of delivery employed. If, however, within 60 days after receipt of such notice 
the Company shall undertake to release the AEC from liability with respect to 
all further charges payable by the AEC with respect to such power and energy 
as of (i) the later of (a) one year after such notice, or (b) the day on which 
such power and energy could have been used at such United States Government 
installation, or (ii) such earlier date, if any, when the Company shall be able to 
absorb such power and energy in its system or in the systems of the Sponsoring 
Companies, then, in either such case, the Company shall, as of the date when the 
AEC is released from such liability, have the right to dispose of such power and 
energy in any manner it may determine. 

SEcTION 3.07. Characteristics of Supply and Points of Delivery: 

1. All electric service delivered hereunder at the Primary Delivery Points 
shall be 3 phase, 60 cycle at a voltage of approximately 170 Kv, or such other 
voltage as may be mutually agreed upon from time to time. The Company will 
cooperate with the AEC and TVA to maintain the agreed upon voltage at the 
Primary Delivery Points so that it will not vary more than plus or minus 5% 
or such other limits as may be mutually agreed upon. 

2. All electric service delivered hereunder at the Secondary Delivery Points 
shall be 8 phase, 60 cycle at practicable delivery voltages. 
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ARTICLE IV. 
RATES. 


SecTIon 4.01. Base Capacity Charge and Capacity Charge: The Base Capacity 
Charge for the Contract capacity hereunder shall be $9,052,050 per year, which 
takes into account but is not limited to interest and amortization on debt incurred 
in providing the Facilities and on $1,135,000 for certain transmission facilities 
not included in the Facilities, return on equity, fixed operation and maintenance 
no-load fuel, costs with respect to federal income taxes, and all other elements 
of cost (except costs provided for in Sections 4.08 and 4.11), all as described or 
referred to in Appendix C, incurred for the purpose of putting the Company in a 
position to deliver the Contract Capacity hereunder. The Capacity Charge shal! 
be the Base Capacity Charge as adjusted by the adjustments sepecified in Se 
tions 4.02, 4.03 and 4.10 and shall be payable, in accordance with Article V, at 
the rate of one-twelfth each month. 

Secrion 4.02. Adjustment of Base Capacity Charge for Changes in Cost of 
Facilities: There shall be added to or subtracted from the Base Capacity Charge 
50% of an amount computed at the rate of $56,050 per year for each $1,000,000 
by which the sum of the cost of the Facilities plus $3,135,000 is greater or less 
than $107,250,000; provided however, additions to the Base Capacity Charge fo. 
or on account of the adjustment provided for in this paragraph shall not exceed 
$273,244 per year. For the purpose of this adjustment, the cost of the Facilities 
shall include all components of cost of organization and financing of the Company 
and for investigating and planning for and construction of the Facilities. The 
elements of cost included in the term “construction” in the last preceding sentence 
shall be determined in accordance with the Uniform System of Accounts Pre 
scribed for Public Utilities and Licensees Subject to the Provisions of the Federal 
Power Act (herein called the Uniform System of Accounts). Cost for purposes 
of this Section shall be mutually determined not later than 18 months after the 
commencement of commercial operation of the third generating unit included i: 
the Facilities; provided however, that for the period between the commencement 
of commercial operation of the first generating unit and the determination of 
such cost, the cost of the Facilities shall be estimated as nearly as practicable, 
subject to retroactive adjustment upon final determination of such cost. 

Section 4.03. Periodic Adjustments: 

1. There shall be added to or subtracted from the portion of the Base Capacity 
Yharge applicable to each month an amount computed at the rate of $3,500 per 
month for each 1¢ by which the average cost of coal delivered (unloaded) at 
the Facilities during the immediately preceding six-months’ period ending with 
June 30 or December 31, as the case may be, is greater or less than 19¢ per 
million Btu; provided however, that such adjustment for the period ending with 
the next succeeding June 30 or December 31, as the case may be, after the com- 
mencement of commercial operation of the first unit of the Facilities, shall be 
made after such June 30 or December 31 and shall be based upon the average 
cost of coal delivered (unloaded) at the Facilities prior to such date, and such 
average cost of coal so delivered prior to such date shall also constitute the basis 
for the monthly adjustment provided for in this Section during the next suc- 
ceeding six-months’ period. The “cost of coal delivered (unloaded) at the Facili- 
ties,” as used in this Section and in Section 4.05, means the cost to the Com 
pany of the coal through the first handling thereof from the barges, cars or other 
conveyances of the carrier by which the coal is shipped to the Facilities, including 
operation and maintenance of unloading equipment and any taxes and other 
imposts assessed against or upon the coal, its extraction, sale, transportation or 
use, which the Company is required to pay. 

2. On the first day of each calendar quarter, there shall be subtracted from 
or added to the portion of the Base Capacity Charge applicable to each month 
of the succeeding quarter 1/12 of the amount by which $536,250 is greater or 
less than the result of a calculation pursuant to the following formula: 


100—R 
In the foregoing formula: 

E=Return on equity capital which is fixed at $495,000 when the cost of the 
Facilities, determined in accordance with Section 4.02, is exactly 
$104,115,000, and is increased by an amount computed at the rate 
of $28,025 for each $1,000,000 by which such cost of the Facilities is 
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less than $104,115,000, or is decreased by an amount computed at 
the rate of $28,025 for each $1,000,000 by which such cost of the 
Facilities is greater than $104,115,000 and not in excess of $113.865,000, 
and is decreased by an amount computed at the rate of $56,050 for 
each $1,000,000 by which such cost of the Facilities is greater than 
$113,865,000 until E equals zero. 

R=Estimated composite rate of applicable Federal taxes levied upon or 
measured by income, expressed as a percentage and determined for 
the succeeding quarter-yearly period by agreement. 

Until determination of the cost of the Facilities as provided in Section 4.02, 
such cost shall be estimated as nearly as practicable by the Company and con- 
curred in by the AEC. In the event of changes in applicable laws making the 
provisions of this paragraph 2 inequitable, the parties will agree on an amend- 
ment of this provision to the end that such changes in law shall alter the effect 
of this provision to the minimum extent practicable. 

SecTION 4.04. Base Energy Charge and Energy Charge: The Base Energy 
Charge for all energy delivered at Primary Delivery Points and Secondary 
Delivery Points hereunder shall be 1.863 mills per Kwh, which takes into 
account but is not limited to the cost of coal or other fuel for operation of 
the Facilities, the cost of operating labor and other operating and maintenance 
expenses and all other elements of costs and expenses (except costs provided 
for in Section 4.08 and 4.11), all as described or referred to in Appendix C, 
incurred or paid in providing services hereunder except those taken into account 
in the Capacity Charge. The Energy Charge for all energy so delivered shall 
be the Base Energy Charge adjusted by the adjustments specified in Sections 
4.05 and 4.06. 

Section 4.05. Adjustment for Cost of Coal: The Base Energy Charge for each 
month shall be adjusted upward or downward by an amount computed at the 
rate of 1/11th mill per Kwh for each 1¢ of increase above or decrease below 
19¢ per million Btu in the cost of coal delivered (unloaded) at the Facilities 
during the immediately preceding six-months’ period ending with June 30 or 
December 31, as the case may be; provided however, that such adjustment for 
the period ending with the next succeeding June 30 or December 31, as the case 
may be, after the commencement of commercial operation of the first unit of 
the Facilities, shall be made after such June 30 or December 31 and shall be 
based upon the average cost of coal delivered (unloaded) at the Facilities prior 
to such date, and such average cost of coal so delivered prior to such date shall 
also constitute the basis for the monthly adjustment provided for in this Section 
during the next succeeding six-months’ period. 

SecTion 4.06. Adjustment for Cost of Labor and Other Operating and Mainte- 
ance Expenses: For each month during each six-months’ period beginning with 
January or July, there shall be added to or substracted from the Base Energy 
Charge an amount computed at the rate of 1/100th mill per Kwh for each 4¢ 
of inerease above or decrease below $1.97 in the six-month average of Hourly 
Earnings of Production Workers in Gas and Electric Utility Industries, com- 
piled by the Bureau of Labor Statistics, or compiled by anv Governmental 
successor of said Bureau which may take over the compilation of such statistics, 
for the preceding six-months’ period ending with September or March. Each 
such adjustment shall be made on the basis of the delivery of 400,000,000 kilo- 
watt hours in each month after commencement of commercial operation of 
the third unit of the Facilities, and on the basis of the delivery of such pro- 
portion of 400,000,000 kilowatt hours as Preliminary Contract Capacity bears to 
Contract Capacity in each month prior to commencement of operation of the 
third unit. If the basis or method of compiling said Hourly Farnings of Pro- 
duction Workers in Gas and Blectric Utility Industries should be changed in 
any way, the parties agree that this Section will he amended #s may be neces- 
sary in order to preserve without alteration the effect of the adjustment herein 
provided for. 

Section 4.07. Preliminary Contract Capacity and Preliminary Capacity 
Charge: Prior to commercial operation of the third unit included in the Faecti- 
ties, the full Contract Capacity provided for herein shall not apply but Pre 
liminary Contract Capacity shall apply. Preliminary Contract Capacity shalt 
be as follows: upon commencement of commercial operation of the first uml} 
Preliminary Contract Capacity shall be 200,000 Kw; and upon commencement 
of commercial operation of the second unit and until the third unit shall com, 
mence commercial operation, Preliminary Contract Capacity shall be 400,000 


54602—5 163 





986 UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING Co. 


Kw. During the period while Preliminary Contract Capacity is applicable 
the Preliminary Capacity Charge shall be the amount which bears the same 
ratio to the Capacity Charge as the then applicable Preliminary Contract 
Capacity bears to the full Contract Capacity. Until completion of the Facilities 
and determination of their cost as provided in Section 4.02, Preliminary Ca 
pacity Charges shall be determined by utilizing the Base Capacity Charge, and 
such determinations shall be subject to adjustment upon the determination of 
the cost of the Facilities as provided in said Section. 

Section 4.08. Certain Tax Costs Other Than Federal Income Tages: 

1. ln addition to the Capacity Charge, determined as provided in Sections 4.01 
4.02, 4.03, 4.07 and 4.10, and the Energy Charge, determined as provided in 
Sections 4.04, 4.05 and 4.06, the AEC will pay to the Company for capacity and 
energy hereunder an amount equivalent to all state, local and federal taxes of 
every kind or character (except federal income taxes), payable by the Com 
pany or accrued during the term of this contract, including such taxes, if any, on 
all amounts paid to the Company under this Section, so that the amounts received 
by the Company for capacity and energy hereunder shall be net after all such 
taxes; provided however, that the AEC shall not be required to pay to the 
Company an amount equivalent to taxes at rates in effect April 10, 1954, for 
Social Security, such as State Unemployment, Federal Unemployment, Federal 
Old Age Benefits and similar taxes then applicable to payrolls, or equivalent 
to sales and use taxes on operating supplies and taxes and other imposts on 
coal, its extraction, sale, transportation or use, as provided in Sections 4.03 and 
4.05, or to the extent that an amount equivalent to any taxes or imposts may 
hereafter be taken into account in the Capacity Charge or the Energy Charge paid 
by the AEC to the Company ; and provided further, that income tax costs (other 
than for federal income taxes), based upon net income, included in the pay- 
ments to be made by the AEC under this Section with respect to any tax year 
shall not exceed taxes on taxable income represented by earnings after taxes 
for such year of $495,000, except that, to the extent that income taxes based upon 
$495,000 of earnings shall not be paid with respect to any year due to the fact 
that the Company did not realize earnings in that amount, the difference between 
the tax cost payment actually made with respect to such year and the tax cost 
payment which would have been made with respect thereto had the Company 
earned $495,000 in such year, shall be available as a carry-forward in deter- 
mining the maximum taxes payable in any future year or years; and provided 
further, that to the extent that the Facilities are used for purposes other than 
che supply of capacity and energy to or for the AKC and the Company derives 
sancome therefrom and incurs tax liabilities as a result of such use or income, 
and to the extent that the Company may incur tax liabilities based upon activi- 
ties other than those for or arising out of the performance of this contract or 
properties other than those acquired in that connection, such tax liabilities shall 
be discharged at the sole cost and expense of the Company. The Company will 
maintain records of the revenues derived from any such other use, activity or 
ownership, and of the incremental cost of generating the energy produced through 
such other use or income derived from such other activity, so that the tax 
liabilities arising therefrom may be determined and excluded from bills pay- 
able by the AEC. 

2. (a) The Company agrees to notify the AEC of any state or local tax of any 
kind or character levied or purported to be levied on or collected from the Com- 
pany and constituting a reimbursable item of costs under paragraph 1 above if 
due and payable, but which (1) in the opinion of the Company or of the AEC, 
as communicated to the Company, is inapplicable or invalid, or (2) is of a cate- 
gory as to which the AEC has notified the Company that the AEC reserves the 
right of approval of payment. The Company further agrees to refrain from 
paying any such tax, unless authorized by the AEC. Any tax paid with the 
approval of the AEC or on the basis of advice from the AEC that such tax is 
applicable and valid, and which would otherwise be a reimbursable item of cost, 
shall not be disallowed as an item of cost by reason of any subsequent ruling 
or determination that such tax was in fact inapplicable or invalid except to the 
extent that a refund of such tax is obtained. 

(b) The Company agrees to take such action as may be required or approved 
by the AEC to cause any such tax referred to in (a) above to be paid under pro- 
test, and to take such actions as may be required or approved by the ABC to 
seek recovery of any payment made, including assignment to the Government 
of all rights to an abatement or refund thereof, and granting permission for 
the Government to join with the Company in any proceedigizs.tor.the recovery 
thereof. 
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c) The Company shall give the AEC immediate notice in writing of any action 
d against the Company arising out of its compliance with the provisions of 
his paragraph 2 and shall furnish promptly to the AEC copies of all pertinent 
papers received by the Company with respect to such action. The Company, with 
e approval of the AEC, may settle any such action and, if requested by the 
\EC, shall authorize representatives of the Government to settle or defend any 
h action and to represent the Company in, or to take charge of, any such action. 
he settlement or defense of any such action is undertaken by the Govern- 
the Company shall furnish all reasonable assistance in effecting a settle- 
nt or asserting a defense. If the Government does not authorize a settlement 
assume the defense of such action, the Company shall proceed with the defense 
good faith and, in such event, the defense of the action shall be at the expense 
he AEC. If the AEC directs the Company to institute litigation to enjoin 
e collection of, or to recover payment of, any such tax, the Company shall pro- 
eed with the litigation in good faith as directed from time to time by the AEC, 
and, in such event, the AEC shall reimburse the Company for its costs and 
xpenses incurred on account of such litigation. 
1) The Government shall save the Company harmless from penalties, interest 
d other expenses, costs and charges of any kind incurred by the Company 
ough compliance with this paragraph 2 
3. In the event that any of the taxes or imposts at rates in effect at April 10, 
1954, which are nrentioned in the first proviso of paragraph 1 of this Section, 
should be reduced below such rates or should be repealed, an equitable adjust- 
ent to give effect thereto will be made in the Capacity Charge or the Energy 
irge, as the case may be. 
CTION 4.09 idjustment in Absence of Sinking Fund Depreciation Ruling: 
This contract was entered into with the intention that the amount of debt retire- 
ent would be approximately equivalent to the amount of depreciation on an 
nnual basis and that depreciation would be allowable under a sinking fund 
iethod. If the Company should be unable to obtain from the Secretary of the 
[reasury or other duly authorized official a ruling, closing agreement or other 
creement satisfactory to the Company permitting it to deduct depreciation for 
purposes of federal income taxes on the depreciable property included in the 
Facilities on a 3l-year sinking fund formula with interest at the rate of 344% 
per annum, or if such ruling, closing agreement or other agreement once obtained 
should be reversed, rescinded or rendered invalid or ineffective, with the result 
at the Company will not be able on the aforesaid basis to recover fully the un- 
depreciated cost of the Facilities over the unexpired portion of the 31-year period, 
1@ parties will enter into appropriate amendments or supplements to this con- 
tract to provide that the AEC shall thereafter at such intervals and during such 
riods of time as may be from time to time agreed upon make adjusted payments 
» the Company for power and energy hereunder in an amount estimated to be 
idequate to provide the Company with funds, together with the applicable por- 
n of the debt money component of the Capacity Charge, sufficient to maintain 
he intended relationship between depreciation and debt retirement and also to 
permit the Company to comply with any sinking fund or analogous requirements 
of any instrument pursuant to which indebtedness of the Company shall have 
been issued or incurred as contemplated by this contract. The deduction of 
depreciation for Federal income tax purposes on the basis stated above consti- 
tutes a part of the basic cost structure of this contract and of the furnishing of 
facilities for the supply of services hereunder, and therefore the obligation of the 
ARC under this Section is a portion of such basic cost structure. Consequently, 
nless the Company shall obtain from the Secretary of the Treasury or other 
duly authorized official a closing agreement or other agreement satisfactory to 
he Company covering such sinking fund depreciation, the obligation of the AEC 
under this Section shall survive any cancellation or termination of this contract 
other than the expiration of this contract at the end of the 25-year term provided 
for in Section 7.01, except that the parties may agree in writing that such obliga- 
tion may be modified or terminated and cancelled in connection with any can- 
ellation or termination of this contract. If the Company shall he able and shall 
elect to deduct depreciation for purposes of Federal income taxes on the basis 
if a formula more favorable than the sinking fund depreciation formula contem- 
lated by this Section, the parties will review the effect of such change in the 
formula as well as the considerations specified in Section 4.12 and will enter into 
appropriate amendments to this contract to make any equitable over-all duwn- 
ward adjustment to which they may mutually agree. 
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Section 4.10. Termination or Cancellation Adjustments: Upon termination 
of this contract in whole or in part as provided in Section 7.02, the Capacity 
Charge, the amounts payable pursuant to Section 4.11, and the amount of 
tax costs payable under Section 4.08 which are not directly distributable as pro 
vided below, shall be reduced at the same time or times and in the same pri 
portion as the Contract Capacity is reduced pursuant to Section 7.02, Section 
7.03 or paragraph 8 of Section 7.07. Tax costs provided for in Section 4.08 
which are levied on any basis capable of direct distribution shall be allocated 
directly to the AEC and the Company in amounts reflecting the proper share 
of each. 

Section 4.11. Replacement Reserve: As a part of the cost structure of this 
contract and for the purpose of providing for the cost of replacements to thx 
Facilities, the AEC will make payments to the Company as provided in this 
Section. With respect to each of the first sixty months after the commence 
ment of commercial operation of the first unit included in the Facilities, the 
AEC will pay to the Company an amount equivalent to one-twelfth of $524,000 
provided however, that with respect to any period as to which there is in effect 
a ruling of the Internal Revenue Service that payments under this Section ar: 
not subject to Federal income taxes, the amount so to be paid to the Company 
shall be equal to one-twelfth of $262,000. Starting with the 15th day of the 
60th month after the commencement of commercial operation of the first unit 
included in the Facilities, and on the 15th day of the last month of ¢ach 
calendar quarter thereafter, the Company will prepare an estimate of the cost 
to be incurred by the Company for replacements during the succeeding calendar 
quarter and will furnish a copy of such estimate to the AEC. Such cost of re 
placements shall consist of the sum of 

(i) the estimated amount of expenditures by the Company during such 
quarter in respect of replacements, less estimated net salvage credits, which 
expenditures will be chargeable to property and plant in accordance with 
the Uniform System of Accounts; provided however, that such estimated 
amount of expenditures and all prior credits to the replacement reserve 
as hereinafter provided for shall not exceed an amount, cumulative over 
the term of this contract (and, if extended pursuant to Section 7.08, over 
the period of any such extension or extensions) equal to one-fourth of 
1% annually of the cost of the Facilities, such cumulative amount to be in- 
creased or decreased, however, by the percentage by which such estimated 
amount of expenditures and all prior charges to the replacement reserve 
exceeds or is less than the total original cost, at the time of installation, 
of all units of property previously replaced or to be replaced during such 
quarter; and 

(ii) with respect to any period as to which there is no ruling of the 
Internal Revenue Service that payments under this Section are not subject 
to Federal income taxes, an amount equivalent to the amount derived pur- 
suant to clause (i), less any additional estimated depreciation accruing 
during such quarter and applicable to replacements theretofore made by the 
Company and paid for out of funds derived from charges to the replacement 
reserve. 

With respect to each month commencing with the 61st month after commence- 
ment of commercial operation of the first unit in the Facilities, the AEC shall 
pay to the Company 44rd of the amount of the cost of replacements determined 
pursuant to clauses (i) and (ii) with respect to the quarter in which such month 
occurs. The Company will maintain on its books a replacement reserve and 
will credit to such reserve all amounts received by it from the AEC under this 
Section after deducting therefrom Federal income taxes, if any, which may be 
payable by the Company with respect to the receipt by it of such payments after 
retlecting the effect of any additional depreciation referred to in clause (ii). All 
charges for replacements, except replacements paid for out of the proceeds of 
insurance or out of amounts paid to the Company by third parties, shall be 
charged to the replacement reserve. Any net earnings, after any applicable taxes 
thereon, resulting from investment of the Company's funds allocable to the 
replacement reserve, will be credited to such reserve. The Company will apply 
promptly for a ruling of the Internal Revenue Service that payments under this 
Section are not subject to Federal income taxes. The prior approval of the AEC 
shall be o>tained for any replacement of a unit of property at a cost in excess 
of $100,000, provided that if any such replacement shall be necessary under any 
indenture or other agreement pursuant to which indebtedness of the Company 
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hall have been issued or incurred in order to prevent a default thereunder, no 
such approval shall be required. When the aggregate amount of charges (net of 
salvage) to the replacement reserve equals the adjusted cumulative amount 
derived pursuant to the proviso in clause (i), or at the end of the fifth year after 
the beginning of full-scale operation, whichever is earlier, and at intervals of 
hree years thereafter, and at such other time or times as the parties may agree 
upon, the parties hereto will jointly examine and review the matter of payments 
nder this Section and will enter into appropriate amendments of this contract 
n order that the Facilities shall be kept in a dependable and efficier* operating 
condition and that the provisions of this Section shall be equitab.. ‘o both 
parties with respect to costs incurred by the Company by reason of this Section 
and payments made by the AEC hereunder. Upon the expiration of this contract, 
either at the end of the term provided for in Section 7.01 or any extended term, 
by termination or otherwise, any amount of the Company’s funds in the 
eplacement reserve shall be retained by the Company, paid to the AEC or 
divided between the Company and the AEC as shall be agreed by the parties to 
be fair and equitable in the light of prior operations hereunder and the results 
thereof and giving effect to accumulated replacement requirements necessary to 
place the Facilities in a dependable and efficient operating condition in accord- 
ance With practices prevailing among prudent operators of similar properties. 

SECTION 4.12. Refinancing by Company at Lower Interest Rate: If in the future 
the Company shall refinance all or any part of its debt securities so that the 
aggregate interest thereafter payable by the Company on all its outstanding 
debt securities shall be at a rate of less than 314% per annum thereon, the parties 
vill review operations hereunder and the results thereof from the inception of 
such operations, any increase in the debt security financing costs of the Facilities 
over an over-all rate of 344% per annum, and all other factors having a bearing 
upon the effects of this contract as compared with its anticipated «ffects, and 
the parties hereto will enter into appropriate amendments to this contract to 
make any equitable over-all downward adjustment to which they may mutually 
agree, 

SecTion 4.18. Effect of Adding Units to the Facilities: If in the future and 
at the site of the Facilities the Company should build additional facilities or 
additions to the Facilities, the parties will review the effect of such change upon 
the Company’s cost of delivering power and energy hereunder, as well as the 
considerations specified in Section 4.12, and the parties hereto will enter into 
appropriate amendments to this contract to make any equitable over-all down- 
ward adjustment to which they may mutually agree. 

SECTION 4.14. Over-All Billing Adjustment: 

1. In addition to the adjustments set forth in Sections 4.02, 4.03, 4.05 and 4.06, 
there shall be a cumulative adjustment, the effect of which shall be to divide 
equally between the AEC and the Company all revenue derived from service 
rendered to the AEC under this contract in excess of revenue required to provide 
net income for the Company at the rate of $495,000 per annum, increased or 
decreased by the same amount by which the Base Capacity Charge is decreased 
or increased, respectively, under Section 4.02. Such latter net income is referred 
to in this Section as Adjusted Net Income. To the extent that the aggregate 
revenue derived from operations under this contract for any twelve-month period 
starting with the commencement of commercial operation of the third generating 
unit included in the Facilities, or starting with any anniversary thereof, and for 
all such prior twelve-month periods, shall exceed the aggregate revenue required 
to provide the Company net income equivalent to Adjusted Net Income for such 
twelve-month period and all such prior twelve-month periods, the Company shall 
credit such excess revenue to a Special Reserve Account, and shall impound 
and deposit such excess in a Special Fund which shall not be available to the 
Company or the AEC except upon the making of payments there from pursuant 
to the following provisions. Any net earnings. after any applicable taxes thereon, 
resulting from the investment of such imnounded funds shall be credited to the 
Special Fund. Net income earned by the Company from the sale of reserve 
capacity or of energy produced through the use of reserve capacity or Contract 
Capacity not taken by the AEC, or otherwise resulting from activities of the 
Company other than those for or arising out of the performance of this contract, 
shall be separately accounted for and shall have no effect upon the determination 
of net income or Adjusted Net Income under this Section. To the extent that net 
income derived from operations under this contract for any such twelve-month 
period is less than Adjusted Net Income, the Company shall charge the Special 
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Reserve Account and shall be entitled to payment from the Special Fund of 
such amount as shall be necessary to make up net income for such twelve-month 
period for the Company equivalent to Adjusted Net Income. When and if the 
Special Reserve Account shall exceed $500,000 on any December 31, the AEC 
shall be entitled to one-half of the excess thereof over $500,000 and one-half of 
such excess shall become available to the Company as a part of its general funds. 
Upon expiration of this contract, either by expiration of the term provided for 
in Section 7.01, by termination or otherwise, any balance remaining in the Special 
fund shall be divided equally between the Company and the AEC. By agree- 
ment between the parties the operation of the provisions of this Section may be 
put on a calendar year basis. For purposes of this Section net income shall 
be derived in accordance with the Uniform System of Accounts for Public Utilities 
and Licensees prescribed by the Federal Power Commission as effective January 
1, 1937, and further shall be determined after setting aside in a Reserve for 
Deferred Maintenance any unexpended portion of the estimated maintenance 
expense set forth in Appendix C for the period in question. Any net earnings, 
after any applicable taxes thereon, resulting from the investment of funds 
reserved for deferred maintenance shall be credited to the Reserve for Deferred 
Maintenance. Upon expiration of this contract, either by expiration of the 
term provided for in Section 7.01, by termination or otherwise, the Company and 
the AEC shall agree upon the amount necessary, giving effect to accumulated 
maintenance requirements, to place, or to provide for placing, the Facilities in 
the dependable and efficient operating condition required for providing the 
service herein provided for during the unexpired term, including permissible 
extensions thereof under Section 7.08 hereof, all in accordance with practices 
prevailing among prudent operators of similar properties. If, after providing 
for such maintenance, any amount shall remain in the Reserve for Deferred 
Maintenance, such amount shall be equally divided between the parties. 

2. In the event of partial termination as provided in Section 7.02, the amount 
of Adjusted Net Income and the $500,000 level for the Special Reserve Account 
shall be reduced in the same proportion as the Contract Capacity is reduced 
pursuant to Section 7.02, Section 7.03 or paragraph 3 of Section 7.07. If at 
the effective date of any such reduction, there should be any amount in the 
Special Fund in excess of the reduced level therefor, such excess shall be divided 
equally between the Company and the AEC. 

3. In the event that any income taxes should in the future be required to be 
paid on account of the receipt of any amount deposited in the Special Fund, 
such taxes shall be charged to the Special Reserve Account and paid out of the 
Special Fund, and any refunds of taxes so paid shall be credited to the Special 
Account and deposited in the Special Fund. Similarly, if, after payment of 
any such taxes out of the Special Fund, the payment or credit out of the Special 
Fund to the AEC of amounts with respect to which such taxes had been so 
paid results in a reduction of taxes otherwise payable by the Company, then 
an amount equal to such reduction shail be credited to the Special Account and 
deposited in the Special Fund and shall promptly thereafter be paid or credited 
to the AEC, 

ARTICLE V. 


BILLING AND PAYMENT. 

Section 5.01. Billing: 

1. The Company shall submit to the AEC as early as practicable in each month 
a bill for (a) the portion of the Base Capacity Charge and the Base Energy 
Charge or, if available, for the portion of the Capacity Charge and the Energy 
Charge, for power and energy hereunder during the preceding month, and (b) 
the aggregate amount payab.e by the Company in the next succeeding month 
for or on account of taxes constituting the basis for payments by the AEC pur- 
suant to Section 4.08. The Company shall also submit to the AEC as early as 
practicable in each month a bill or credit memorandum for any amounts due the 
Company or the AEC for the preceding month on account of any of the adjust- 
ments provided for in Sections 4.02, 4.03, 4.05, 4.06 and 4.08 and not included 
in the bill provided for in the preceding sentence; provided however, that the 
Company may render such bills or eredit memoranda for any or all such adjust- 
ments on a quarterly basis or such other basis as may be mutually acceptable, 
and may include therein the adjustment for any item not included in a pre- 
vious bill or credit memorandum. Each such bill or credit memorandum shall 
include such detail as the AEC may request. After the termination of this 
eontract, whether by expiration of the term hereof or otherwise, adjustments, 
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hy payment, credit or otherwise as may be agreed upon, shall be made for all 
liabilities hereunder accrued up to the date of termination. 

2. The Company may bill the AEC separately each month for reimburse- 
ment of the cost of replacements as provided in Section 4.11 or may include 
such charges as separate items in bills submitted pursuant to paragraph 1 of 
this Section. 

Section 5.02. Payment: Bills submitted pursuant to Section 5.01 shall be 
paid by the AEC within fifteen days after receipt thereof. Each such bill and 
each credit memorandum submitted pursuant to Section 5.01, whether or not 
paid or otherwise tuken into account, all be subject to such subsequent cor- 
rections as may be appropriate, including corrections as a result of audits, 
corrections arising by reason of subsequent determination or redetermination of 
taxes by any taxing authority, and any other correction based wpon a subse- 
quent ascertainment or determination of data underlying the amount of such 
bill or credit memorandum; and any amount found to be due to either party 
is the result of any such correction shall be discharged by payment to such 
party by the other, by being taken into account in a subsequent bill or credit 
memorandum, or otherwise. 

ARTICLE VI. 


MEASURING INSTRUMENTS. 


Section 6.01. Measuring Instruments: The Company shall own and main 
tain on its property the metering equipment which will be necessary to provide 
complete information regarding the flow of power and energy from the Com 
pany’s generating station to the Primary Delivery Points as well as to others. 
The measurements taken on such metering equipment will be appropriately 
adjusted for losses in transmission between the points of measurement and the 
Primary Delivery Points. The AEC may, at its option and expense, install 
check meters. The Company will make such periodic tests and inspections of 
its meters as may be necessary to maintain the same at the highest practical 
commercial standard of accuracy and will advise the AEC promptly of the 
results of any such test which shows any inaccuracy more than 1% slow or 
fast. The AKC shall be given notice of and may have representatives present 
at such tests and inspections. The Company will make additional tests of its 
meters at the request of the AEC and in the presence of the AEC’s representa 
tives. If such periodic or additional tests show that a meter used for billing 
is aceurate within 1% slow or fast, no correction shall be made in the billing 
to the AEC; but if such tests show that such meter is inaccurate by more than 
1% slow or fast, correction shall be made in the billing to the AEC for the 
previous month, or from the date of the latest test if within the previous month 
and for the elapsed period in the month during which the test was made; pro 
vided however, that no correction shall be made for a longer perio han that 
during which it may be determined by mutual agreement that e inaccuracy 
existed. Measuring instruments of existing Secondary Delivery Points are 
covered by existing agreements or arrangements between TVA and others which 
are not affected by this contract. The Company will use its best efforts to see 
that arrangements for Secondary Delivery Points between subsidiaries of the 
Sponsoring Companies and TVA shall provide the AEC with substantially the 
same terms and conditions of test and billing adjustment as are provided for 
Primary Delivery Points by this Section. 

Secrion 6.02. Measurement of Maximum Demand: Whenever it shall be neces- 
sary to measure or compute the maximum demand of the AEC load, such maxi- 
mum demand shall be taken as the highest average simultaneous load measured 
in kilowatts, or otherwise as agreed, at the Primary Delivery Points and Sec- 
ondary Delivery Points during any clock hour in the period under consideration 


ARTICLE VII. 
TERM OF AGREEMENT. 


Section 7.01. Duration: The term of this contract as a contract for electric 
utility service shall be for a period of 25 years starting with the date of the 
commencement of commercial operation of the first unit of the Facilities. Such 
date shall be the first day on which the first unit is in a position to deliver com- 
mercially hereunder Preliminary Contract Capacity substantially as defined in 
Section 4.07. The Company shall notify the AEC on this date and said 25-year 
term shall commence with said date the same as if it were written into this 
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Section. The Company will similarly notify the AEC of the date of the com- 
mencement of commercial operation of each of the other units of the Facilities 

Section 7.02. Termination: After the commencement of commercial operation 
of the third unit of the Facilities, or 42 months after the effective date hereof, 
whichever is earlier, the AEC shall have the right to deliver to the Company a 
written notice of termination of this contract in whole or in part, and such ter 
mination shall become effective on the date three years after the date of receipt 
by the Company of such notice or, at the option of the AEC to be exercised by a 
further writing delivered to the Company within twelve months of the date of 
delivery of such notice of termination, such termination shall become effective 
on the date four years after the date of receipt by the Company of such notice of 
termination. The AEC shall be entitled to transfer, by assignment or otherwise, 
the right to take power and energy hereunder to the extent terminated, during 
such notice period or any balance thereof, to any other agency of the United 
States Government, whether for use by such agency or for resale: and if such 
transfer is made by assignment, such agency shall agree to pay all amounts, 
whether by way of Capacity Charge, Energy Charge, adjustments, tax costs, or 
otherwise, which would have been paid by the AEC with respect to such power 
and energy in the absence of such assignment; provided however, that no assign- 
ment shall be made unless such other Governmental agency shall have the lawful 
authority to accept such assignment, enter into such agreement and make such 
payments. If at any time during such notice period the AEC shall desire to 
have the Company take over on a firm basis all or any portion of the capacity 
hereunder affected by a notice of termination delivered as above provided, and 
if the Company shall agree to such taking over, the Company and the AEC will 
fix upon a mutually agreeable date for such taking over by the Company. When 
and as any such assignment shall become effective but only until the expira- 
tion of such assignment, or as capacity is so taken over by the Company, Contract 
Capacity shall be reduced by an amount corresponding to the amount of capacity 
so assigned or taken over. In such connection, the Company shall have the right 
to elect, at the time when such capacity is so taken over by it, to treat the capacity 
so taken over, to the extent that it will suffice, as an anticipated fulfillment of 
the minimum obligations of the Company to absorb Contract Capacity on an 
annual basis under Section 7.03. 

SECTION 7.03. Contract Capacity After Termination: In the event of a termina- 
tion of this contract either as to the entire Contract Capacity or as to any portion 
thereof, the Company, after the effective date of the termination and subject 
to the provisions of Section 7.05, shall be entitled to absorb and shall absorb 
the Contract Capacity as to which termination shall have become effective as 
rapidly as the growth of its load will permit; but the Company will, in any 
event and regardless of the amount of Contract Capacity absorbed in any prior 
period, absorb at least 100,000 Kw of Contract Capacity as of the effective date 
of termination and 100,000 Kw of Contract Capacity as of each anniversary 
thereafter of the effective date of termination until the entire Contract Capacity 
as to which termination shall have become effective shall have been absorbed, and 
in the event of termination of the entire Contract Capacity, the Company shall 
absorb the entire amount thereof not later than the fifth anniversary of the 
effective date of termination. The Company will not make commercial use of 
unabsorbed capacity except pursuant to agreement with the AEC. The AEC 
may assign all or any part of any balance of such terminated Contract Capacity 
not absorbed by the Company to another Governmental agency, subject to the 
Company’s right and obligation to absorb further capacity as set forth above, 
provided that the payments for power and energy associated with the assignment 
to such Governmental agency shall be at a rate giving recognition to any change 
in costs then encountered or foreseen by the Company and shall be subject to 
approval by the Federal Power Commission or such other regulatory commission 
as may have jurisdiction, that such agency shall have lawful authority to accept 
such assignment and to agree to make such payments, and that such agency 
shall accept such assignment and shall so agree. As capacity is so absorbed 
by the Company or as and when any such assignment shall become effective, 
Contract Capacity shall be correspondingly reduced. 

Section 7.04. Credit to AEC After Termination Upon Relinquishment by AEC 
of Capacity: If the AEC shall deliver to the Company a statement in writing 
that it relinquishes its right to the Contract Capacity or any portion thereof 
as to which a notice of termination shall have been delivered to the Company 
pursuant to Section 7.02, the AEC shall receive a credit of $500,000 for each 
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e-third of Contract Capacity (determined as provided in Section 1.04 but 
without any reduction therein as provided in Sections 7.02 and 7.03 and paragraph 
f Section 7.07) so relinquished, in computing the annual Capacity Charge 
payable by the AEC; provided however, that if the Company shall absorb 
suant to any of the provisions hereof any portion of the capacity so relin- 
ished, such credit shall be decreased in proportion to such ebsorption at the 

ue time that the annual Capacity Charge is reduced pursuant to Sections 4.10 

| 7.02 in connection with such absorption. 

SecTion 7.05. Notice by Company Regarding Absorption of Power: Not less 

in 24 months prior to the effective date of any notice of termination delivered 
to the Company pursuant to Section 7.02, the Company will deliver to the AEC 

written statement of the amount of Contract Capacity, not less than the 
nimum provided for in Section 7.08, which the Company will absorb as of the 
beginning of the first twelve-month period following the effective date of ter- 
mination. Thereafter, not less than 24 months prior to the commencement of 
each sneceeding twelve-month period following the effective date of such termina- 

m, the Company will deliver to the AKC a similar statement in writing with 
respect to such period, until all terminated capacity shall be accounted for. 
Failure by the Company to deliver any such 24-months’ notice except the last 

ill be tantamount to a notice by the Company that it will absorb 100,000 

owatts of capacity as of the beginning of the twelve-month period to which 

ch notice would have applied, and failure by the Company to deliver the last 
such notice shall be tantamount to a notice that it will absorb the balance of 

rminated capacity at the beginning of the twelve-month period to which such 

tice would have applied. By mutual agreement of the parties the 24 months 
equired for notices under this Section may be shortened, and by similar agree- 

ent notices under this Section may be made to apply to periods other than the 
welve-month periods specified above 

Section 7.06. Reimbursement of Company for Costs and Expenses upon 

mination: On and after any termination pursuant to Section 7.02, the Com- 
any shall have the right, in addition to any other rights hereinbefore specified, 

» collect from the AEC, and the AES shall be obligated to pay to the Company, 
cancellation costs equivalent to any fair and reasonable cancellation charges 
which the Company may have to pay to third persons as a result of such ter- 

ination and all other costs and expenses suffered or reasonably incurred by the 
Company by reason of such termination. The Company will exercise every 
reasonable effort to reduce such cancellation charges and other costs and 
expenses to a minimum by, among other things, continuing contracts which the 
Company may have to such extent as may be consistent with the requirements 
of the Facilities following such termination, and making arrangements with 
companies in the systems of the Sponsoring Companies or with the AEC to take 
over such contracts where such action is practicable and may be carried out with 
no economic or other disadvantage. 

SECTION 7.07. Cancellation Prior to Completion: 

1. If prior to the commencement of commercial operation of the third unit of 
the Facilities, the power requirements of the AEC at the Projects are so re- 
duced that it will no longer require service hereunder, the AEC may assign to 
TVA the right to power and energy hereunder in accordance with the terms 
hereof. Acceptance of such assignment by TVA and notice thereof to the Com- 
pany by the AEC shall have the effect of the delivery of a notice of termination 
by the AEC at the earliest date possible under Section 7.02. If the AEC advises 
TVA that such assignment to it is available and ascertains that TVA has 
concluded that it does not need the power hereunder during the period which 
such assignment would cover, thet AEC shall be entitled to cancel this contract 
by delivering a written notice of cancellation to the Company, and such notice 
shall have the effect set forth in paragraph 2 or paragraph 3 of this Section, 
whichever is applicable. 

2. If a notice referred to in paragraph 1 of this Section shall be delivered to the 
Company prior to the time when the Company shall have incurred expenditures 
on account of the cost of the Facilities as referred to in Section 4.02 which, to- 
gether with the costs (estimated where necessary) of cancellation of com- 
mitments made in that connection, shall equal $40,000,000, this contract shall 
terminate on such date after the delivery of such notice as shall be specified 
therein. In such event, the AEC shall pay to the Company as cancellation 
costs such amount or amounts that there shall be available for distribution to 
the Sponsoring Companies net assets, including at cost to the Company land 





994 UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENERATING CO, 


acquired for the site of the Facilities, equivalent to the investment of the 
Sponsoring Companies in the equity of the Company up to the effective date of 
such cancellation, after payment and satisfaction of all reasonable liabilities 
costs, indebtedness, Cancellation or revocation costs and damages, and all othe 
reasonable costs, expenses, charges and losses resulting from such cancellation 
including carrying charges on indebtedness of the Company to the earliest 
practicable date for the retirement thereof after the receipt of payment by 
the AEC under this paragraph, together with any premium payable upon thi 
redemption of such indebtedness; and the AEC shall be entitled to, and shall 
remove from the site of the Facilities at its own cost and expense and within 
a reasonable time, all items of personal property theretofore acquired by the 
Company and not returned or returnable to a vendor in connection with the 
cancellation or revocation of a contract or commitment, and may remove from 
the site of the Facilities at its own cost and expense and within a reasonable 
time all items of property acquired by the Company which have been so attached 
to the land or any structure thereon as to become realty, provided any injury 
to the land caused by such removal shall be made good. The AEC shall have 
the right, in lieu of reimbursing the Company for cancellation charges or pay 
ments on any purchase contract or order, to take over such purchase contract 
or order upon the agreement by the AEC to assume all liabilities thereunder 
and hold the Company harmless therefrom. The AEC shall make payment 
of amounts payable hereunder from time to time and as soon as practicable 
to the end that the aggregate amounts payable by it hereunder shall be reduced 
so far as possible and the Company will undertake to cooperate with the AEC 
for that purpose. 

8. If a notice referred to in paragraph 1 of this Section shall be delivered to the 
Company after the time referred to in the first sentence of paragraph 2 of this 
Section, such notice shall be deemed to constitute a notice of termination under 
Section 7.02 and termination shall become effective pursuant thereto three years 
after the earliest date when a notice is deliverable pursuant to the provisions 
of Section 7.02, but immediately upon delivery of such notice referred to in 
paragraph 1 of this Section, the Ccmpany shall be obligated to start absorbing 
capacity as rapidly as the growth of its load will permit. To the extent it can 
so absorb capacity, it will agree with the AEC on the amounts and dates of such 
absorption, and Preliminary Contract Capacity or Contract Capacity, as the case 
may he, shall be reduced on such dates and in amounts corresponding to the 
respective amounts so absorbed. In this connection the Company shall have the 
right to elect, at the time of any such absorption, to treat the capacity then 
absorbed, to the extent that it will suffice, as an anticipated fulfillment of’ the 
minimum obligations of the Company to absorb Contract Capacity on an annual 
basis under Section 7.03 

SecTION 7.08. Service After Contract Term: If the AEC shall require electric 
utility service for its operations at one or more Projects after the term of this 
contract, and if it shall then have lawful authority to contract for such service, 
it shall have a first call on the capacity of the Facilities for an additional term 
of five years in any amount up to but not exceeding the Contract Capacity in 
effect at the end of such term, upon giving the Company at least three years’ 
written notice prior to the end of such term of the amount of the AEC’s require- 
ments. The power and energy taken during such five-year period will be paid 
for by the AEC on the terms and at the prices provided for in this contract, 
adjusted to give credit and recognition to the condition of the Facilities, any 
change in the rate of depreciation, any changed requirements for replacements 
and reserve capacity, availability of such reserve capacity, interest and amorti- 
zation on debt necessary to provide such service, plus a fair return on any 
equity capital reasonably required in order to provide such service during such 
extended period. If the AEC exercises the above option to purchase power for 
such additional term of five years, the AEC, upon like notice and under like 
conditions, shall have a first call for a second period of five years on the capacity 
of the Facilities in any amount not exceeding the amount to which the AEC shall 
be entitled at the expiration of the first five-year period. The terms of any 
agreement relating to such second five-year period shall give effect to mutually 
satisfactory arrangements determined after a separate review of the factors 
hereinbefore described, the experience of the parties hereto during the first 
five-year period, and the reduction or elimination of interest and amortization 
requirements on the long-term debt of the Company. 
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ARTICLE VIII. 
GENERAL PROVISIONS. 


SecTIoN 8.01. Purchase of Fuels: The Company shall afford the AEC the oppor- 
tunity to review and discuss the price, terms and conditions of any major long- 
term contract proposed to be made by the Company with any supplier of coal or 
itther fuel to be furnished to the Company for consumption at the Facilities and 
ny major long-term contract to be made by the Company for the handling and 
shipment of coal or other fuel, and to make recommendations with respect to any 
such contract looking toward economies and dependability in the fuel supply; 
provided however, that the acquiring of an adequate, dependable and economical 

el supply shall be the responsibility of the Company. . In addition, with respect 

any such contract proposed to be made by the Company for a term exceeding 

e year, the AEC shall have the right, prior to the making of such contract, to 
pprove the cancellation provisions thereof. If the AEC shall be in a position 

» purchase and deliver, or cause to be delivered, to the Facilities fuel at a cost 
ower than the cost to the Company for fuel of like grade and quality so 

ered, the AEC shall have the right to supply such fuel to the Company, either 
vy sale or otherwise, on such terms as shall be mutually agreeable to the parties. 

Section 8.02. Use of Fuels or Sources of Bnergy Other tha * The Com- 

ny may make use of fuels or sources of energy other thar il, if available, 

the extent that it is economically advantageous to do so : » Company 
des to make use of another fuel or source of energy, the parties will review 
economies to be effected thereby, as well as the considerations mentioned in 
on 4.12, and the parties hereto will enter into appropriate amendmen to 
this contract to make any equitable over-: downward adjustme! to which 
vy may mutually agree. 

SECTION 8.08. Accounts: 

1. The Company shall keep books of account in accordance with the Uniform 
System of Accounts and such other systems of accounts prescribed by other 
Governmental regulatory authorities having jurisdiction as may be applicable, 

ll keep such records and memorandum accounts as may be required for the 
omputation of amounts payable by the AEC hereunder and shall furnish such 
information and reports therefrom as the AEC may reasonably require. The 
Uniform System of Accounts shall be used for the determination of any question 
relative to costs and expenses arising under this contract except that where 
specific methods of computations of amounts are set forth in this contract such 
methods shall be employed in lieu of any other method which might be required 
by the Uniform Sytem of Accounts. 

2. The AEC shall have the right, at such reasonable times as it deems appro 
priate until five years after termination or expiration of this contract, to inspect 
all books, records, accounts and related documents involving transactions relat- 

¢ to this contract, including those relating to the Facilities, and to make such 
audits thereof as the AEC may deem necessary to protect its interests. Such 
books, records, accounts and all related documents will be retained by the Com- 
pany in accordance with Federal Power Commission Regulations to Govern the 
Preservation of Records of Public Utilities and Licensees as in effect at the date 
hereof. 

3. The Company agrees that the Comptroller General of the United States or 
any of his duly authorized representatives, until the expiration of three years 
after final payment under this contract, shall have access to and the right to 
examine any directly pertinent books, documents, papers and records of the 
Company involving transactions related to this contract 

14. The Company further agrees to include in each subcontract hereunder a 
provision to the effect that the subcontractor agrees that the Comptroller Gen 
eral of the United States, the AEC or any of their duly authorized representa- 
tives shall, until the expiration of three years after final payment under the 
subeontract, have access to and the right to examine any directly pertinent 
books, documents, papers and records of such subcontractor involving trans- 
actions related to the subcontract. The term “subcontract” means any purchase 
order or agreement to perform all or any part of the work or to make or furnish 
any materials required for the performance of this contract, but does not include 
(i) purchase orders not exceeding $1,000, (ii) subcontracts or purchase orders 
for public utility services at rates established for uniform applicability to the 
general public, or (iii) subcontracts or purchase orders for general inventory 
items not specifically identifiable with the work under this contract. 

5. Nothing in this contract shall be deemed to preclude an audit by the General 
Accounting Office of any transaction under this contract. 


l 
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SECTION. 8.04. Successors and Assigns: This contract shall inure to the bens 
of and be binding upon the parties hereto and their respective successors a1 
assigns. This contract, however, may not be assigned by either party with 
the written consent of the other, except that (a) the AEC may assign this « 
tract without consent of the Company to any agency of the United States 
America which is a successor to the AEC for purposes of operation of one « 
more Projects, if such successor agency is authorized to assume and does assun 
all the duties and obligations of the AEC hereunder, (b) the Company may assig 
this contract without consent of the AEC to a successor to all or substantia 
all the property and assets of the Company, (c) the Company may pledge th 
contract without consent of the AEC to secure indebtedness of the Company 
incurred or to be incurred for the purpose of constructing the Facilities, and 
(d) in connection with the enforcement of any such pledge, this contract may hx 
assigned or transferred without consent of the AEC to one or more persons why 
Shall assume the obligations of the Company hereunder. Pursuant to the pro 
visions of the Assignment of Claims Act of 1940, as amended, the Compan) 
without the consent of the AEC, may assign to any bank, trust company or othe 
financing institution, including any federal lending agency, any moneys due o1 
to become due under this contract, and any such assignment may cover all o1 
any part of the amounts payable by the AEC to the Company hereunder and 
inay be made to more than one such bank, trust company or financing institutior 
either for their own respective accounts or as agent or trustee for two or mors 
parties who are holders of evidences of indebtedness of the Company. Payments 
to be made to the assignee of any moneys due or to become due under this con 
tract shall not be subject to reduction or set-off other than for amounts due the 
AEC or the Government under this contract. 

SEcTION 8.05. Force Majeure: The Company shall not be held responsible o1 
liable for any loss or damage to the AEC on account of non-delivery of power o1 
energy hereunder at any time due to any cause beyond the control of the Com 
pany, including but not limited to an act of God, fire, flood, explosion, strike, 
sabotage, an act of the public enemy, civil or military authority, insurrection o 
riot, an act of the elements, failure of equipment, or inability to obtain or ship 
materials or equipment because of the effect of similar causes on supplies o1 
carriers ; provided however, that non-delivery on account of any such causes shall 
not relieve the AEC from its obligation to pay the Company any charges payable 
hereunder except to the extent that such charges may include payments for 
which the Company is compensated by insurance or otherwise or of which the 
Company is relieved as the result of the operation of such causes and which are 
not offset by losses, costs, expenses or liabilities arising from or in connection 
with such causes and not covered by or included in payments under this contract 
The Company will exert every effort to assure the continuity of supply of the 
Contract Capacity, and when that amount of power is not available because of 
the foregoing causes, the Company will endeavor, upon request of the AEC, to 
secure the necessary power from others at rates as specified in Section 3.01. 

Section 8.06. Effect of Changes in Certain Laws or of Hostilities: In the event 
that new laws or amendments to existing laws shall be enacted or new orders or 
amendments to existing orders shall be issued or new regulations or amendments 
to existing regulations shall be promulgated by governmental authorities having 
jurisdiction affecting wage rates, hours of work, or other conditions, or in the 
event of active hostilities, whether or not accompanied by a formal declaration of 
war, any of which shall result in increased or decreased costs hereunder, the 
parties hereto will enter into appropriate amendments of this contract designed 
to protect each party against impairment of its rights hereunder by reason ot 
such increased or decreased costs. 

SECTION 8.07. Property Insurance: The Company will cause its property which 
is of a character usually insured by companies similarly situated and operating 
like properties to be insured to a reasonable amount against loss or damage from 
such hazards or risks as are usually insured by such companies or as may be 
required by any mortgage or other instrument pursuant to which indebtedness 
of the Company shall have been issued or incurred. The proceeds of any such 
insurance received by the Company due to the destruction of or damage to the 
Facilities shall be applied to the replacement, restoration or repair thereof to 
the condition required to fulfill the Company’s obligations under this contract. 
From time to time upon written request of the AEC, the Company will furnish 
it with a statement of such insurance outstanding and in force, including the 
names of insurance companies which have insured, the amounts of insurance, 
and the property, hazards and risks covered thereby. 

Secrion 8.08. Patents and Inventions: The Company agrees to indemnify the 
Government, its officers, agents and employees against liability of any kind, in- 
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uding costs and expenses incurred, for the use of any invention or discovery or 
or the infringement of any Letters Patent (not including liability arising pur- 

ant to 35 U. S. Code, Section 183, as amended, prior to the issuance of Letters 
Patent) occuring by reason of the installation or use by the Company, or the 
ustallation by the AEC for the account of the Company, of items manufactured, 
furnished, installed or supplied under this contract. Any liability or loss of 
the kind described in this Section suffered by the Company shall not be included 

rectly or indirectly in the determination of any charges to the AEC. 

SECTION 8.09. Interests of Others: No member of or delegate to Congress or 
ltesident Commissioner shall be admitted to any share or part of this contract or 

» any benefit which may arise therefrom, but this provision shall not be con 
strued to extend to this contract if made with a corporation for its general benefit. 

Section 8.10. Restriction on Employment: In the performance of its obliga 
tions hereunder, the Company shall not employ any person undergoing sentence 

imprisonment at hard labor. 

SeEcTION 8.11. Anti-Discrimination: In connection with the performance of 
work under this contract, the contractor agrees not to discriminate against any 
employee or applicant for employment because of race, religion, color, or national 
rigin. The aforesaid provision shall include, but not be limited to, the follow 
ing: employment, upgrading, demotion, or transfer; recruitment or recruitment 
dvertising; layoff or termination; rates of pay, or other forms of compensa 
tion; and selection for training, including apprenticeship. The contractor agrees 
to post hereafter in conspicuous places, available for employees or applicants for 
employment, notices to be provided by the contracting officer setting forth the 
provisions of the nondiscrimination clause. The contractor further agrees 
nsert the foregoing provision in all subcontracts hereunder, except subcontrac 
for standard commercial supplies or raw materials. 

SecTIon 8.12. Disclosure of Information: 

1. It is understood that disclosure of information relating to the work con- 
tracted for hereunder to any person not entitled to receive it, or failure to safe 
guard all secret, confidential and restricted matter that may come to the Company 
or any person under its control in connection with the work under this contract 
may subject the Company, its agent, employees, and subcontractors to criminal 
liability under the laws of the United States. See the Atomic Energy Act of 1954 

2. In the performance of work under this contract the Company agrees to 
conform to all security regulations and requirements of the AEC. Except as the 
AEC may authorize in accordance with the Atomic Energy Act of 1954, the Com 
pany shall not permit any individual to have access to restricted data until the 
designated investigating agency shall have made an investigation and report to 
the AEC on the character, associations, and loyalty of such individual and the 
AEC shall have determined that permitting such person to have access to 
restricted data will not endanger the common defense or security. As used in this 
paragraph the term “designated investigating agency” means the United States 
Civil Service Commission or the Federal Bureau of Investigation, or both, as 
determined pursuant to the provisions of the Atomic Energy Act of 1954 

3. Except as approved in writing by the AEC, the Company shall insert the 
provisions of paragraphs 1 and 2 of this Section in all subcontracts, agreements 
with its employees, agreements for borrowed personnel, and the contract or 
contracts with the Sponsoring Companies referred to in Section 2.02. 

Section 8.13. Fight-Hour Law: This contract, to the extent that it is of a 
character specified in the Fight-Hour Law of 1912 as amended (Title 40 U. S. 
Code, Sections 324-826), is subject to the following provisions and exceptions 
of said Kight-Hour Law of 1912 as amended, and to all other provisions and 
exceptions of said law. 

No laborer or mechanic doing any part of the work contemplated by this 
contract in the employ of the Company or any subcontractor contracting for any 
part of said work, shall be required or permitted to work more than & hours in 
any one calendar day upon such work at the site thereof, except upon the con 
dition that compensation is paid to such laborer or mechanic in accordance with 
the provisions of this Section. The wages of every laborer and mechanic 
employed by the Company or any subcontractor engaged in the performance of 
this contract shall be computed on a basic day rate of 8 hours per day and work 
in excess of 8 hours per day is permitted only upon the condition that every such 
laborer and mechanic shall be compensated for all hours worked in excess of 
8 hours per day at not less than one and one-half times the basic rate of pay 
For each violation of the requirements of this Section, a penalty of $5 shall be 
imposed upon the Company for each laborer or mechanic for every calendar day 
in which such employee is required or permitted to labor more than 8 hours upon 
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said work without receiving compensation computed in accordance with this 
Section, and all penalties thus imposed shall be withheld for the use and benefit 
of the Government. 

Section 8.14. Selection of Employees: The Company shall make every reason 
able effort in the selection of its employees to secure persons who are compe- 
tent, careful, honest and loyal to the United States of America. 

Section 8.15. Regulatory Approvals and Indebtedness: The obligations of 
the parties hereunder shall be subject to the following: 


(1) the receipt of all regulatory approvals, in form and substance satis 
factory to the Company, necessary to permit the Company to perform al 
the duties and obligations to be performed by it hereunder or necessary 
to permit it to issue shares of its capital stock to the Sponsoring Com 
panies and to issue the indebtedness referred to herein; 

9 


(2) the execution and performance by institutional investors and banks 


A 
contracts or commitments, in form and substance satisfactory to the 
npany, providing for the issuance by the Company and the purchase by 
h investors and banks of the indebtedness referred to in the recitals 
this contract; 
(3) the receipt by the Company of an opinion of the General Counsel 
the AEC to the effect that the AEC has power and authority to execute 
1is contract and the undertakings herein described and to obligate the 
United States of America for all payments which may be required to be 
made by the AEC to the Company pursuant to any of the provisions hereof, 
ind that the persons executing and delivering this contract on behalf of 
the AEC have full power and authority to do so; and 


(4) the receipt by the Company of an opinion of the Comptroller Gen 


eral of the United States to the effect that the AEC has power and au 
thority to enter into this contract and to obligate the United States of Amer- 
ica for all payments which may be required to be made by the AEC to 
the Company pursuant to any of the provisions hereof, and that the AEO 
as authority to pay cancellation costs under this contract out of any 
funds now or hereafter appropriated to it by Congress. 


rION 8.16. Representation and Warranty and Agreements of the Company: 

rhe Company represents and warrants that, subject to the approval of 
regulatory authorities having jurisdiction, it has entered into a valid and 
binding contract with the Sponsoring Companies wherein the Sponsoring Com 
panies have agreed to subscribe to and purchase for cash capital stock of 
the Company as follows: Middle South Utilities, Inc. $4,345,000; The South 
ern Company, $1,155,000. 

2. The Company agrees that it will not modify or change the contract or 
contracts referred to in Section 2.02 so as to alter the effect thereof as de 
scribed in that Section, and will not modify, change or rescind the stock sub- 
scription reement referred to in paragraph 1 of this Section. 

3. The Company will not request accelerated amortization of the Facilities 
for income tax purposes, of the character provided by the Defense Production 
Act of 1950, as amended, unless it has obtained the written consent of the 
AEC and the parties have entered into an appropriate amendment to this 
contract to make an equitable adjustment of the provisions hereof. 

Section 8.17. Bifect of Invalidity of any Provisions Hereof: If any of the 
provisions of this contract, or any part of any provision hereof, shall be held 
to be egal for any reason, the other provisions hereof, and the other parts 
of the provision containing such illegal part, shall not be affected thereby, and 
shall continue in all respects valid and enforcible. In such event the parties 
will make such amendments hereto, as may be mutually agreed upon, to the 
nd that the objectives of this contract shall be accomplished as nearly as 
practicable in a lawful manner. If the provision or part thereof so held to 
be illegal shall be one providing for any payment, or any component of any 
payment, by the AEC to the Company or be one by which any such payment, 
or any component thereof, is determined and the parties shall fail within tree 
months after such holding (or such longer or shorter period on which the par- 
ties shall agree) to agree to amendments to this contract which shall have 
the effect of restoring the Company, in a lawful and practicable manner, to 
substantially the earnings position the Company would have had except for 
such illegality, then the Company shall have the right, to be exercised by writ- 
ten notice delivered to the AEC within one year following the end of the 
period for amendment determined as above provided, to elect, effective as 
of a date to be specified in the notice, which date shall be not less than one 
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onth following the date of such notice, to cancel and make ineffective there- 
fter all the provisions of Article IV of this contract but to continue to fur 
nish capacity and energy to the AEC as herein provided at such just and reason 
able rates, which shall contain both a capacity charge and an ene charge, 

nay be from time to time fixed or approved by the Federal Po imis 
sion acting in a regulatory capacity under the standards provided by the 
Federal Power Act, or by such other regulatory commission as all have 
sdiction; and thereupon the AEC, from and after the date when payments 
se to be made in accordance with the provisions of this contract, shall 
obligated to take and pay for capacity and energy furnished hereunder 
not less than the rates so fixed or-approved. Prior to such effective date, 
the Company will file with such commission a schedule of the capacity charge 

d the energy charge the Company proposes for the capacity and energy sup- 
plied hereunder. Pending the initial date of approval or determination by 
ich commission of the rates so to be payable hereunder, the AEC, elfective 
as of the time when payments ceased under this contract and monthly there- 
after, shall pay to the Company in accordance with the capacity charge and 
energy charge proposed by the Company, subject to appropriate adjustment 
by refund or additional payment, as the case may L®, after the determination 
or approval by such commission of the just and reasonable rates to be pay 
able to the Company. Until such determination or approval, the Company 
shall retain, and impound in a separate fund, the payments so received by 
the Company except to the extent necessary for its operations and for the 
current payment of its liabilities and obligations, including amortization of 
debt. Any action by such commission for the purposes of this provision shall 
be subject to the same rules and rights as to review in the courts as are ap- 
plicable by law to other proceedings before such commission. If the AEC shall, 
after such a cancellation of the provisions of Article LV hereof as hereinabove 
provided, terminate this contract in whole or part pursuant to the provi- 
sions of Section 7.02 or 7.07, then the capacity charge in the rates fixed or 
approved as herein provided shall be taken as the Capacity Charge to be 
paid or reduced under the provisions of Sections 7.02 and 7.03. 

SECTION 8.18. Covenant Against Contingent Fees: The Company warrants 
that no person or selling agency has been employed or retained to solicit or 
secure this contract upon an agreement or understanding for a commission, 
percentage, brokerage, or contingent fee, excepting bona fide emplovees or 
bona fide established commercial or selling agencies maintained by the Com- 
pany for the purpose of securing business. For breach or violation of this 
warranty, the Government shall have the right to annul this contract with- 
out liability or in its discretion to deduct from the contract price or consid- 
eration the full amount of such commission, percentage, brokerage, or con- 
tingent fee. 

Section 8.19. Notices: All notices under this contract shall be in writing, 
and if to the Company, shall be sufficient in all respects if delivered in per- 
son to its President or Vice President, or sent by registered mail addressed to 
it at P. O. Box 1376, West Memphis, Arkansas, or at any subsequent address 
of which the Company may notify the AEC in writing; and if to the AEC, 
shall be sufficient in all respects if delivered in person to Manager, Oak Ridge 
Operations, Atomic Energy Commission, or sent by registered mail addressed 
to the AEC at P. O. Box E, Oak Ridge, Tennessee, or any subsequent address 
of which the AEC may notify the Company in writing. 

Section 8.20. Titles of Articles and Sections: The titles of the Articles and 
Sections in this contract have been inserted as a matter of convenience of ref- 
erence and are not a part of this contract. 

Section 8.21. This Writing Constitutes the Agreement: This contract con- 
stitutes the entire agreement between the parties and supersedes all prior 
communications or statements of the parties, whether written or oral, with 
respect to agreement as to the subject matter hereof. 

Section 8.22. Effective Date: The effective date of this contract shall be 
the latest of the following: (a) the date when this contract is executed and 
delivered by the parties hereto; (b) the date when item (3) of Section 8.15 shall 
be delivered to the Company; (c) the date when item (4) of Section 8.15 shall 
be delivered to the Company; or (d) the date on which the time shall have 
elapsed during which the contract must remain on file with the Joint Comnnit- 
tee on Atomic Energy pursuant to Section 164 of the Atomic Energy Act of 
1954 or the date when said Joint Committee shall have waived such requirement 
as provided in said Section. 

SECTION 8.23. Arbitration: In the event the parties hereto are unable to 
reach an agreement as to any matter which it is contemplated shall be settled 


S] 
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by agreement, negotiation or amendment between the parties under Sections 
1.04, 3.01, 4.02, 4.03, 4.06, 4.09, 4.11, 4.12, 4.13, 4.14, 7.08, 8.02 or 8.06 hereof, then the 
determination of such matter shall be made by arbitrators appointed as here 
inafter provided. If with respect to any such matter the parties shall have 
failed to reach an agreement within a period six months after the date when 
such matter first arose for determination, or within such longer or shorter 
period as the parties hereto may agree, then either party may by written notice 
to the other appoint an arbitrator to act hereunder with respect to the deter- 
mination of such matter. Within thirty days from receipt of such notice of 
appointment of an arbitrator the other party shall appoint an arbitrator and 
give written notice of such appointment to the first party. The arbitrators so 
appointed shall within a period of sixty days after the date of appointment of the 
second arbitrator agree upon the appointment of a third arbitrator who shall 
be a person engaged in engineering work or business relating to the production 
or transmission of electric power and energy. Should two arbitrators ap- 
pointed by the parties be unable to agree upon the selection of a third arbitrator, 
as herein provided, then each of the parties hereto shall designate another 
person to act as an arbitrator in lieu of the person previously so appointed by 
such party, which two new arbitrators shall agree upon the third arbitrator 
within sixty days after their appointment. The compensation and expenses 
of the arbitrators in connection with the performance of their duties hereunder 
shall be paid in equal proportions by each of the parties hereto unless the 
arbitrators otherwise specify in their decision. Promptly after the selection of 
the third arbitrator, as above provided, the arbitrators shall proceed, in accord- 
ance with such procedure as they may fix, to hear and determine the matter for 
the determination of which they have been appointed. The arbitrators shall 
thereupon and as promptly as feasible, determine such matter by a written 
decision, a copy of which is to be delivered to each of the parties hereto, to be 
made in accordance with any applicable standards relating to such matter con- 
tained herein and to include findings that such decision is consistent with the 
provisions hereof, is desirable in the business of the Company and the AEC, is 
not prejudicial to the interests of the holders of the outstanding indebtedness 
of the Company and will not impair any security therefor. The decision of 
the arbitrators shall be final and binding upon the parties hereto. If under 
the provisions hereof the matter so determined by a decision of the arbitrators 
requires an amendment or amendments hereto, the parties agree to incorporate 
such decision in an appropriate amendment or amendments hereto, in such form 
and manner as the arbitrators shall designate if the same cannot be agreed upon 
by the parties hereto, and to execute an appropriate instrument setting forth 
such amendment or amendments. If at any time or with respect to any matter 
the provisions of this Section shall be unenforceable for any reason as to either 
of the parties hereto and the parties shall not at such time comply with the 
provisions of this Section, then they shall take such other action as may be at 
the time mutually agreed upon to secure a determination of the unsettled 
matter. 


In Witness Wuenreor, the parties hereto have caused this instrument to be 
executed as of the day and year first above written. 


[SEAL] MIssissrPPpr VALLEY GENERATING COMPANY, 
By E. H. Dixon, President. 
Attest: 
H. F. SANDERS, 
Secretary. 
THe UNITED STATES oF AMERICA, 
By and Through the Atomic Energy 
Commission, 
By R. W. Cook, 
R. W. Cook, 
Acting Assistant General Manager 
for Manufacturing. 
Attest: 
APPROVED 
K. D. Nichols, 
K. D. NICHOLS, 


General Manager, 
Atomic Energy Commission. 


NovEMBER 11, 1954. 
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APPENDIX A. 
DESCRIPTION OF PROPERTIES. 
A. GENERAL. 


Mississippi Valley Generating Company is acquiring a site in Crittenden 
County, Arkansas, and will construct thereon a steam-electric generating sta- 
, and a transmission substation (these two facilities being hereinafter some- 
mes referred to as the “Mississippi River Steam Electric Station’’). 
Mississippi Valley Generating Company proposes to acquire rights-of-way 
\rkansas and to construct thereon transmission lines from the Mississippi 
River Steam Electric Station to terminal points at the middle of the Mississippi 
ver in the Memphis area, for the purpose of delivering electric energy to the 
l'ennessee Valley Authority for the Atomic Energy Commission as provided 
the accompanying contract. 
Che location of the Mississippi River Steam Electric Station is shown on 
ie map Which is part of this Appendix A. A supplemental map will be issued 
en transmission details are settled. 


B. STEAM-ELECTRIC GENERATING STATION, 
1. General Feature. 

The steam-electric station constituting the production element of this proj- 
ect will be of the outdoor type. located on the site referred to above on the 
‘west bank of the Mississippi River approximately two miles south of West 
Memphis, Arkansas, 

Geenral facilities to be provided will be those necessary for the develop- 
ment of the new site, comprising: site improvements, including protective levee; 

adways; railroad trackage for delivery of equipment and material; dock 
facilities for unloading coal from river barges; coal and ash handling facili- 
ties; fire protection system; service-water installation; sanitary facilities; 
administration building, warehouses, equipment repair shop and other mis- 
cellaneous buildings. 


2. Arrangement and structure. 

Three turbine-generators will be placed on an open deck at approximately 
elevation 245 (referred to mean sea level), served by one 60-ton overhead gantry 
crane. Boiler equipment will be located upstream or north of the turbines, 
main operating floor being at approximately elevation 245. Grade is at approxi- 
mately elevation 212. Top of stacks will be at an approximate elevation of 
152 

Chere will be provided, on the operating-floor level between boiler Units No. 
1 and No. 2, an enclosed control room, air-conditioned and acoustically treated. 
In this room will be located all operating controls for the three turbine-generating 
units, the three steam generating units and their accessories, and complete 
controls for all transmission facilities. 

The intake for circulating water for the three condensers will be at the river 
bank, with the water pumped therefrom to the station through concrete pressure 
pipe. Discharge seal well is located south of the intake structure with water 
carried to it from the condenser discharge through concrete pressure pipe. 

3. Equipment. 

Each of the three turbine-generators will be capable of a maximum con- 
tinuous gross output of approximately 234,000 kw with throttle steam con- 
ditions of 2,000 pounds per square inch gage pressure and 1,050 degrees Fahren- 
heit primary superheat temperature and reheat to 1,000 degrees Fahrenheit, 
at a back pressure of approximately 3 inches of mercury absolute with seven- 
stages of extraction for feed-water heating and nominal makeup. Generators 
wound for 18 or 22 kv will have a maximum continuous nameplate rating of 
310,000 kva, 0.77 power factor, short circuit ratio of approximately 0.58 at 
maximum coolant pressure. Each unit will be served by a separate motor-driven 
exciter. 

River-water temperature varies between a minimum near 45 F and a maxi- 
mum of approximately 90 F which will give a usual range of condenser back 
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pressures of from less than 1 inch to approximately 3 inches. Expected gross 
Inaximum generation of each plant unit at generator voltage is expected to bh 
234.000 kw with approximately three inches back pressure. Allowing for sta 
tion uses and transformer losses, the net capability which can be continuously 
generated is expected to be approximately 650,000 kw under conditions in whicl 
all normally operated equipment is in service, equipment is in an average state 
of maintenance and cleanliness, with the fuel consumed being of the average 
quality purchased, with normal steam conditions and normal interstage extrac 
tion from the turbines, with generators operating with usual coolant pressur¢ 
and at normal voltage and power factor and wtih circulating water temperature 
and cleanliness normal for midsummer. 

rhe surface condenser serving each turbine will have about 110,000 square feet 
of surface, being of the two-pass divided-water-box type. Circulating water for 
each condenser will be supplicd by two pumps at intake. 

Steam generating plant will consist of three units, each of which is designed to 
deliver continuously about 1,550,000 pounds per hour of steam when fired with 
10,000-Btu-per-lb. coal, carrying 15 per cent moisture and 15 per cent ash as re 
ceived. Each steam generating unit will be equipped with necessary coal prepa 
ration and burning equipment. Each steam generating unit will be provided with 
dust collecting apparatus 

The mechanical and electrical auxiliaries and accessories will be those normal 
for the plant and with tolerances adequate to assure the net capability of the 
plant, 

C. SUBSTATION. 


Each generating unit will be connected to a 161 kv (nominal) switchyard 
through a bank of step-up transformers. One three-phase unit auxiliary trans 
former will be tapped off each generator main lead circuit to furnish power for 
the unit boiler, turbine and plant auxiliaries. A starting transformer shall be 
provided. 

Also connected to the switchyard will be the transmission lines to the Primary 
Delivery Points and to the system of Arkansas Power & Light Company. 


D. TRANSMISSION LINES. 


The exact number and location of 161 kv (nominal) lines to the middle of the 
Mississippi River and necessary line terminal positions, circuit breakers, system 
relay protection, communications and telemetering and control equipment, will 
be determined by mutual agreement among the AEC, the Company and TVA. 


APPENDIX B. 
DELIVERY POINTS AND METHOD OF ENERGY ACCOUNTING. 


I. PRIMARY DELIVERY POINTS. 


The Facilities of Company will be electrically connected to the TVA system 
at the middle of the Mississippi River near Memphis, Tennessee. These connect- 
tions will consist of circuits of sufficient capacity to deliver the Contract Capacity 
over and above present capacity of present river crossings, with the exact number 
and location of the Primary Delivery Points to be mutually agreed upon by the 
AEC, the Company, and TVA. Even though substantially all the Contract 
Capacity and scheduled energy flows between the Company and AEC will flow 
over such Primary Delivery Points, it will be necessary to take into account such 
minor amounts of power flow that may occur over other indirect routes. 

There will be sufficient transmission capacity between the systems of the 
Sponsoring Companies and the Company to permit the delivery by the Company 
of the Contract Capacity at the Primary Delivery Points with one unit out of 
service; however, in actual operation some of the power flow may be over other 
indirect routes. 

II. SECONDARY DELIVERY POINTS. 


Secondary Delivery Points will be those points of connection to the TVA system, 
now established or established at any future time during which deliveries under 
this contract are made, which complete an electrical path between the Facilities 
of Company and the TVA system other than through the Primary Delivery Points 
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Che Facilities of the Company are to be connected to the transmission system 
of Arkansas Power & Light Company, a subsidiary of Middle South Utilities, 
ne. The transmission system of Arkansas Power & Light Company is connected 
to the transmission systems of Louisiana Power & Light Company and Mississippi 
Power & Light Company, both of which are also subsidiaries of Middle South 
Utilities, Ine. 

The transmission systems of Louisiana Power & Light Company and Mississi 
Power & Light Company are or may be connected to the transmission system 
of Mississippi Power Company, a subsidiary of The Southern Compa) 

The transmission system of Mississippi Power Company is connected, 
rv indirectly, to the transmission systems of Alabama Power Company, 

Power Company and Gulf Power Company, all of which are subsidiar 
Southern Company. 

The transmission systems of Mississippi Power & Light Company, 
Power Company and Georgia Power Company are connected to the ti 
system of TVA by major transmission lines at seven points. Each of th 

sa Secondary Delivery Point under this contract 

Furthermore, the transmission systems of subsidiaries of The Sou 
pany are or may be connected directly or indirectly with the transmiss 
f other utilities in the southeastern part of the United States whic 
re or may be interconnected directly or through other systems w 
system. Also the transmission system of Arkansas Power & Light 
sor may be connected with other transmission systems which in t 
be connected directly or through other systems with the TVA syst: 

All such points of connection to the transmission system of TVA fr 
interconnected transmission systems, which can complete a parelle 
with the Facilities of Company, are Secondary Delivery Points undet 
ment 


lil, METHOD OF ACCOUNTING FOR ENERGY DELIVERIES AND BILLIN HEREFOR 


Methods of operation and accounting for interchange transactions along the 
lines outlined below are used in a number of areas in the United States where 
there are power pools or interconnected groups of electric utility systems with 
multiple interconnections. The principles are being used for transactions between 
TVA, Middle South and Southern Company systems. Such a method of operation 
ind accounting is necessary because it is impractical to attempt to control the 
flow of power over individual interconnections in such networks. The method 
which shall be used for accounting for enery deliveries under this contract is 
expected to be approximately as outlined below but shall be agreed upon in detail 
among the Company, the AEC and TVA, 

1. AEC will schedule its requirements from Company within the contract 
limits, on an hour by hour basis. Such schdules will be submitted, as may 
be mutually agreed upon, from a week to a month in advance. In the event 
that unusual conditions cause AEC to wish to change the schedule quickly, 
AEC may instruct the Company by telephone to change the schedule, within 
the limits of the contract and within the operating limitations of the gen 
erating equipment. 

2. Middle South and Southern Company system operators will, upon 
receipt of the AEC schedule, schedule the amounts of power hour by hour 
that the Middle South and Southern Company systems will deliver or 
receive to or from the Company. From the three schedules, a schedule 
of net generation for the Company is to be made and that schedule, with 
whatever emergency amendments may be required, is the obligation of 
the Company. Energy billed between the Company and all parties con 
tracting with it is to be based on the final schedules. 

3. Each individual system of the interconnected group has telemetering 
equipment which gives its dispatchers information on the net flow into or 
out of such system. As each such system has an hour by hour schedule of 
its transactions with the outside systems, it is able to prepare a net schedule 
of flow into or out of its system for comparison with the telemetered read- 
ings of actual flow. It is then the obligation of each such system to adjust 
its own generation to hold the net actual flow equal to the net scheduled 
amount each hour as closely as practicable. Any deviation between a 
system’s net scheduled interchange and net actual interchange is com 


54602—54——_65. 
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pensated for by an adjustment to its generation in the next succeeding 
hour, in order to minimize the cumulative deviation. 

4. The meters at each point of interconnection are read periodically and 
a balance sheet drawn up for each system for the period. The balance 
sheet shows definitely whether or not each system received or delivered 
the amount of energy scheduled and which systems are responsible for any 
deviations from the total obligations for such period. Any such deviations 
appearing on the balance sheet for the period are corrected during the 
following period by compensating adjustments to generation. All energy 
information is recorded on log sheets hour by hour and is available for 
analysis and rectification of deliveries or billings, if proper, at any 
subsequent date. 

5. Where two or more operating utilities are interconnected and operated 
as one integrated system, the reference to “party,” “system,” or “systems” 
herein applies to such integrated system and not to the individual companies. 


APPENDIX C. 


Components of Cost Included in Base Capacity 
Charge—Section 4.01 
A. Cost of Money: 
1. Debt (30-year Level-Payment Sinking 
Fund Bonds— 
314% Inter- 
est ) = $101, 750, 000 x 5.487% $5,532, 000 
2. Equity__..___._._. $ 5,500,000x9% 495, 000 
3. Total $107, 250,000 $6, 027, 000 
B. Replacement Payments: 
1. For facilities to be constructed by asso- 
ciated ecom- 
pany.__.____.. $ 1,135, 000 x 0. 25% 
C. Operating Expenses (excludes variable com- 
ponent of Maintenance included in en- 
ergy charge—Section 4.04) : 
. Operating Labor_____.--__- 700, 000 
2. Maintenance and Miscellaneous (ex- 
cludes variable component of Mainte- 
nance) 600, 000 
. No Load Fuel__-__--_- ecg tilichinaneali 800, 000 
. Transmission -Operation and Mainte- 
nance bint 40, 000 
. Power Department Expense___..----_-- 20, 000 
. Insurance (104,790,000 x 0.168% )______ 176, 000 
7. Administrative and General__.__---~--~- 150, 000 


8. TORO i wine 2, 486, 000 
D. Federal Income Tax Cost—52% Rate: 
$495,000 -- .48 = $1,031,250 — $495,000 536, 250 
E. Total leat vin detecncicnts ' BO; OER O60 
Components of Cost Included in Base Energy Charge—Sec- 
tion 4.04 
A. Cost of Fuel (unloaded) Component: 
9,017 Btu per kwh @ 19¢ per mBtu fuel .. 1.713 mills 
Variable maintenance and operating supplies (in- 
cludes labor and material) component per kwh . 150 


Total 1. 863 mills 


Reserve for Deferred Maintenance will be determined on the following basis: 

The Reserve shall be credited each month with $50,000 plus 0.15 mills per 
kwh for all energy generated by the Facilities and shall be charged with 
maintenance and miscellaneous expenses of the nature included in Accounts 
704, 705, 706, 707, 708 and 709 of the Uniform System of Accounts referred 
to in this Section. 
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Payment to Arkansas Power & Light Company for $1,135,000 investment in 
facilities for back-up supply: 

$1,135,000 x 5.487% $ 61, 710 

1,135,000 x 168% = 1, 906 

1,135,000 x 20 %= 2, 838 


/ 


Total 3 66, 454 


The foregoing represents cost of money (included in debt money component 
in I A 1 above), insurance (included in I C 6 above), and replacement pay- 
ment (included in I B 1 above) components, respectively. 
Adjustment of Base Capacity Charge—Section 4.02 
The amount of the adjustment to the Base Capacity for changes in the 
cost of Facilities shown in Section 4.02 was determined as follows: 
Amount for each $1,000,000 
$1,000,000 x 5.437% = §$ 54,370 
1,000,000 x 168% = 1, 680 
Total__- .. § G0 
50% applicable to AEC_ § 28, 025 
Maximium adjustment 
$9,750,000 x 2.8025% = $273, 244 


Amounts of Capital referred to in Section 4.03-2 
In the formula in Section 4.03—2, certain capital figures are referred to in 
“E”, They were determined as follows: 
A. $104,115,000 : 
Tote), Uspetal. ......2< Dt $107, 250, 000 
Less : Amount to be spent by associ- 
ciate Company wake 1, 135, 000 
Working Capital Reid 2, 000, 000 
Remainder $104, 115, 000 
B. $113,865,000 
$104,115,000 + $9,750,000* = $113, 865, 000 
* Representing the difference between the ceiling capi- 
tal of $117,000,000 and the base capital of $107,250,000. 


Contract No. AT—(49—-1)-814 
SUPPLEMENT No. 1 


SUPPLEMENTAL AGREEMENT 


THIS SUPPLEMENTAL AGREEMENT dated the 11th day of November 1954, 
by and between the Mississippi Valley Generating Company, a corporation organ- 
ized under the laws of the State of Arkansas (herein called the Company), and 
the United States of America, acting by and through the Atomic Energy Com- 
mission (herein called the AEC, which term shall be deemed to include the duly 
authorized representative or representatives of the Atomie Energy Commission), 

WITNESSETH THAT: 

WHEREAS, the parties hereto have this day executed and delivered Contract 
No. AT—(49-1)-814 (herein called the Power Contract) providing, among other 
things, for the furnishing of 600,000 kw. of power to the Atomic Knergy Com- 
mission, or to the Tennessee Valley Authority for account of the Atomic Bnergy 
Commission in replacement of power furnished by Tennessee Valley Authority 
to the Atomic Energy Commission ; and, 

WHEREAS, the parties to the Power Contract desire to modify it as set forth 
below ; and 

WHEREAS, all terms which are defined in the Power Contract and are used 
herein are intended by the parties to have the same meanings assigned to them 
in the Power Contract; and 

WHEREAS, references to the Power Contract or to Contract No. AT—(49-1)- 
814 in certain other letter agreements and memoranda signed or executed and 
delivered by the parties hereto under today’s date are intended by the parties to 
mean the Power Contract as amended hereby ; 

NOW, THEREFORE, the parties hereto agree as follows: 
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I 


The Power Contract is hereby amended by adding to Article IV thereof th« 
following section 
Section 4.15. Limitation on Parnings: In addition to the other limita 
tions contained in other sections of this contract, it is the intention of the 
parties that although there is no limitation on the possible losses to the Com 
pany under this contract, the amount available to the Company as net income 
during the life of this contract derived from operations under this contract 
shall not exceed $600,000 per annum. To the extent that the aggregate 
amount available to the Company as net income derived from operations 
under this contract for any twelve-month period starting with the com 
mencement of commercial operation of the third unit to be included in the 
Facilities, or starting with any anniversary thereof, and for all such prior 
twelve-month periods, is in excess of the maximum aggregate net income 
allowable to the Company under this Section, the Company shall credit such 
excess income to a Limitation Account, and shall impound and deposit such 
excess in a Limitation Fund which shall not be available to the Company) 
or the AEC except upon the making of payments therefrom pursuant to the 
following provisions. Funds deposited in the Limitation Fund shall be in- 
vested in securities approved by the Commission, Any net earnings, after 
any applicable taxes thereon, resulting from the investment of such funds 
Suait .e ueposited in the Limitation Fund, To the extent that the amount 
available to the Company as net income derived from operations under 
this contract for any such twelve-month period (or portion thereof at the 
expiration of this contract) is at a rate less than the maximum annual net 
income allowable to the Company under this Section, the Company shall 
charge the Limitation Account and shall be entitled to payment from the 
Limitation Fund of such amount as shall be necessary to make available 
to the Company net income for such twelve-month period (or portion thereof ) 
at a rate equivalent to the maximum annual net income allowable to the 
Company under this Section. By agreement between the parties, the opera 
tion of the provisions of this Section may be put on a calendar-year basis 
Upon expiration of this contract, either by expiration of the term provided 
for in Section 7.01, by termination or otherwise, any balance remaining in 
the Limitation Fund shall be paid to the AEC. 


II 


The last two sentences of Section 7.08 of the Power Contract are hereby 
amended to read as follows: 

If the AKC exercises the above option to purchase power for such addi 
tional term of five years, the AEC, upon like notice and under like condi 
tions, shall have a first call for a further period of fifteen years or any part 
thereof on the capacity of the Facilities in any amount not exceeding the 
amount to which the AKC shall be entitled at the expiration of the initial 
five-year extension. The terms of any agreement relating to such further 
period shall give effect to mutually satisfactory arrangements determined 
after a separate review of the factors hereinbefore described, the experience 
of the parties hereto during the initial five-year extension, and the reduction 
or elimination of interest and amortization requirements on the long-term 
debt of the Company. 


III 


The Power Contract is hereby amended by adding to Article VII thereof the 
following section: 

Section 7.09. Recapture: At any time within three years after the effective 
date of this contract the AEC shall have the option to purchase the Facilities, 
including all property contracted for or acquired for inclusion therein, upon 
giving the Company thirty days written notice of the intention of the AEC 
to exercise the privilege of purchase provided for in this Section. On the 
last day of such thirty-day notice period or on such other date as shall 
be mutually agreed upon, the Company will transfer to the AKC all right, 
title and interest of the Company in and to all property, real, personal or 
mixed, included in the Facilities or contracted for or acquired for inclusion 
therein, and the contracts therefor, and the AEC shall assume all liabilities 
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then outstanding of every kind or nature theretofore incurred by the Com- 
pany in connection with the acquisition or construction of the Facilities, 
including liabilities relating to debt securities of the Company, and shall 
indemnify the Company against all such liabilities. The Company will 
segregate in separate accounts the proceeds of issuance of its debt securities, 
will utilize such proceeds only for expenditures made on account of 


the 


cost of the Facilities, and upon such transfer to the AEC will assign to 
the AEC all the right, title and interest of the Company in and to the 
amounts in such separate accounts, The AEC shall pay to the Company in 
cash an amount equivalent to the sum of (a) aggregate expenditures there- 
tofore made on account of the cost of the Facilities as referred to in Section 
1.02, including expenditures for property contracted for or acquired for in 
clusion in the Facilities, as of the date of transfer thereof to the AEC, 
(b) an amount equivalent to the unexpended balance, as of such date of 
transfer, of the proceeds from the issue of debt securities, including the 
amount of any cash on deposit with the trustee under any indenture or deed 
of trust of the Company, and (c) an amount equivalent to all costs and 
commitments incurred by the Arkansas Power & Light Company in connec- 
tion with constructing the facilities for backup supply referred to in Item 
IV of Appendix C hereof, including cost, if any, required for 1 ‘rting 
the facilities to their original condition, less any then valu salvage or 
otherwise, to Arkansas Power & Light Company by reason of ts and 
‘ommitments incurred, in the ‘ight of the se to which s 1 facilities in 
their then state of completion may be put in the absence of 

less (d) an amount equivalent to the principal amount of 

of the Company assumed by the AEC and outstanding on su late of trans- 
fer to the AEC rhe amount of such cash payment shall be termined 
as promptly as practicable in accordance with Section 4.02 and upon such 
determination shall be paid to the Company by the AEC, together with 
interest thereon at the rate of 6% per annum from the date of transfer 
of the Facilities to the AEC to the date of payment For purposes of this 
Section the AEC may designate any other agency of the United States 
Government thereunto duly authorized to accept such transfer 

payment, assume such indebtedness and indemnify the Company 


IV 


Section 8.23 of the Power Contract is hereby amended to read as follows: 
Section 8.23. Arbitration: In the event the parties hereto are unable to 
reach an agreement as to any matter which it is contemplated shall be 
settled by agreement, negotiation or amendment between the parties under 
Sections 1.04, 3.01, 4.02, 4.08, 4.06, 4.09, 4.11, 4.12, 4.18, 4.14, 4.15, 7.08, 7.09, 
8.02 or 8.06 hereof, then the determination of such matter shall be made 
by arbitrators appointed as hereinafter provided. If with respect to any 
such matter the parties shall have failed to reach an agreement within a 
period of three months after the date when such matter first arose for 
determination or within such longer or shorter period as the parties hereto 
may agree, then either party may by written notice to the other appoint 
an arbitrator to act hereunder with respect to the determination of such 
matter. Within fifteen days from receipt of such notice of appointment 
of an arbitrator the other party shall appoint an arbitrator and give written 
notice of such appointment to the first party. The arbitrators so appointed 
shall within a period of forty-five days after the date of appointment of 
the second arbitrator agree upon the appointment of a third arbitrator who 
shall be a person engaged in engineering work or business relating to the 
production or transmission of electric power or energy. Should the arbi- 
trators appointed by the parties be unable to agree upon the selection of a 
third arbitrator, or should there for any other reason be a failure to appoint 
three arbitrators as contemplated by this Section, either party may apply 
to any federal court which would have jurisdiction of an action between 
the parties arising out of this contract for the appointment of an arbitrator 
or arbitrators, pursuant to Section 5 of the Federal Arbitration Act (Title 
9, U. S. Code, Section 5). The compensation and expenses of the arbitrators 
in connection with the performance of their duties hereunder shall be paid 
in equal proportions by each of the parties hereto unless the arbitrators 
otherwise specify in their decision. Promptly after the selection of the 
third arbitrator, as above provided, the arbitrators shall proceed, in accord- 
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ance with such procedure as they may fix, to hear and determine the matt: 
for the determination of which they have been appointed. The arbitrator 
shall thereupon and as promptly as feasible, determine such matter by 
written decision, a copy of which is to be delivered to each of the partie: 
hereto, to be made in accordance with any applicable standards relating 
to such matter contained herein and to include a finding that such decisioy 
is consistent with the provisions hereof and, in any case where such decisio1 
is to be made the basis of an amendment to the contract, findings that suc} 
decision is desirable in the business of the Company and the AEG, is not 
prejudicial to the interests of the holders of the outstanding indebtedness 
of the Company and will not impair any security therefor. The decision 
of two or more of the arbitrators shall be final and binding upon the partie 
hereto. If under the provisions hereof the matter so determined by a deci 
sion of the arbitrators requires an amendment or amendments hereto, the« 
parties agree to incorporate such decision in an appropriate amendment o1 
amendments hereto, in such form and manner as the arbitrators shall 
designate if the same cannot be agreed upon by the parties hereto, and to 
execute an appropriate instrument setting forth such amendment or amend 
ments. Either party may at any time apply to an appropriate court fo 
entry of judgment upon a final award of the arbitrators. If at any time 
or with respect to any matter the provisions of this Section shall be ur 
enforceable for any reason as to either of the parties hereto and the parties 
shall not at such time comply with the provisions of this Section, then they 
shall take such other action as may be at the time mutually agreed upon ti 
secure a determination of the unsettled matter. 
IN WITNESS WHEREOF, the parties hereto have caused this instrument 
to be executed as of the day and year first above written. 
MISSISSIPPI VALLEY GENERATING COMPANY, 
By E. H. Drxon, President. 


Hi. F. Sanpers, Secretary 


THe UNITED STATES OF AMERICA, 
By AND THROUGH THE ATOMIC ENERGY 
COMMISSION, 
ty R. W. Coox, 
icting Assistant General Manager for Manufacturing 
Attest: 
APPROVED 
K. D. NICHOLS, 
General Manager, 
1tomic Energy Commission 


NOVEMBER 11, 1954. 


WASHINGTON, D. C., November 11, 1954. 


Re: Contract No. AT—(49—-1)-814 dated November 11, 1954, and Supplement No. 1 
thereto, dated November 11, 1954, between Mississippi Valley Generating 
Company and the United States of America acting by and through the Atomic 
Energy Commission. 

ATOMIC ENERGY COMMISSION, 

Washington, D. C. 
(Attention: K. D. Nichols, General Manager, and R. W. Cook, Acting 
Assistant General Manager for Manufacturing. ) 

Dear Strs: The Contract and Supplement referred to above (hereafter col- 
lectively called “the Contract’) are being executed and delivered today on the 
understanding and condition that if, by February 15, 1955, the effective date 
of the Contract shall not have occurred as provided in Section 8.22 thereof, and 
valid regulatory approvals in form and substance satisfactory to the Company 
shall not have been obtained which are necessary to permit it to issue shares of 
its capital stock to the Sponsoring Companies and to permit them to purchase 
and pay for such shares, either party to the Contract may thereafter terminate 
it by written notice without liability of either party to the other. 

It is our understanding that this letter has been presented to the Atomic 
Energy Commission, together with the Contract, and that the execution and 
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delivery of the Contract on the basis herein set forth has been authorized by the 
Commission. 
Will you please confirm the foregoing by signing in the place indicated below 
and returning to the undersigned the enclosed copy of this letter. 
Very truly yours, 
MISSISSIPPI VALLEY GENERATING COMPANY, 
By: E. H. Drxon, President. 
The understandings and condition expressed in the foregoing letter are 
hereby confirmed : 
UNITED STATES OF AMERICA, BY AND THROUGH 
THE ATOMIC ENERGY COMMISSION, 
By: R. W. Coox, 
Acting Assistant General Manager for Manufacturing. 
Approved : 
K. D. NICHOLS, 


General Manager 
NOVEMBER 11, 1954. 


WASHINGTON, D. C., November 11, 1954. 
Re: Contract No. AT—(49-1)-S14 dated November 11, 1954, between Mississippi 
Valley Generating Company and the United States of America acting by and 
through the Atomic Energy Commission. 
\TOMIC ENERGY COMMISSION, 
Washington, D. C. 
(Attention: K. D, Nichols, General Manager, and R. W. Cook, Acting 
Assistant General Manager for Manufacturing. ) 

Dear Sirs: On April 10, 1954, when the proposal was made on the basis of 
which the contract referred to above has been negotiated, it was expected that 
if the proposal was accepted as a basis for negotiation and resulted in a con- 
tract, such contract would become effective within a reasonable time. The 
proposal was based upon financial and economic conditions as they existed in 
April 1954. 

Contrary to such expectations of last April, seven months have elapsed, the 
contract is not yet effective, and the Sponsoring Companies are still not author- 
ized by regulatory order to invest funds in the Company and the Company is 
not in a position to make firm commitments for debt financing, land, equipment 
or materials. The proposal was submitted with the understanding that there 
was an urgent need for power at the earliest date and the estimated cost of 
Facilities on which the rate structure is based envisioned early completion of 
negotiations and initiation of construction so the necessary foundation work and 
other appurtenant structures could be completed during low water conditions 
on the Mississippi River. Since the proposal was submitted the Engineering News 
Record Cost Index of construction costs for labor and material have increased. 
Past experience for the last eight years indicates that this rise will continue. 
In fact, since March 1954 through October 1954 the Engineering News Record 
Construction Index has risen approximately 4.4 percent. 

In order to place the Company in a position to proceed promptly with its work 
under the contract to meet the power requirements the contract is designed to 
meet, the Sponsoring Companies have taken options on land, have done certain 
exploratory and preliminary engineering work and have taken options on im- 
portant items of equipment. In addition, during the past seven months executive 
officers and senior employees of both Sponsoring Companies as well as counsel 
to both such companies have been required to spend substantial amounts of time 
in connection with the proposal, the negotiation of a contract and related matters. 

As long as the contract may become effective, the Company must keep in a 
position to perform. As long as the position of the Company under the contract 
remains uncertain this drain on the time of executives and these expenses will 
continue. In view of the limited prospects for profit in the contract the companies 
cannot continue this course indefinitely. 

Accordingly, we are executing and delivering the Power Contract on the under- 
standing and condition expressed in the accompanying letter agreement. 

Very truly yours, 
MISSISSIPPI VALLEY GENERATING COMPANY, 
By: E. H. Drxon, President. 
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NOVEMBER 11, 1954. 


Re: Memorandum Re Power Contract dated November 11, 1954, between ABO and 
Mississippi Valley Generating Company, Contract AT—(49—-1)-814. 
ATOMIC ENERGY COMMISSION, 
1901 Constitution Avenue, Washington, D. C. 
(Attention: R. W. Cook.) 

GENTLEMEN : We are enclosing herewith a copy of the interpretative memoran 
dum which we worked out with the staff of your Commission in connection with 
the negotiation of the above-mentioned contract which has just been executed 
and delivered. This memorandum is our understanding of the effect to be given 
to certain provisions of the contract. 

Will you kindly confirm that it is similarly your understanding by signing and 
returning to the undersigned a copy of this letter? 

Sincerely yours, 
Kk. H. DIxon, 
President, 
Vississippi Valley Generating Company 
Confirmed by AEC. 
R. W. Cook, 
icting Assistant General Manager for Manufacturing, 


Atomic Energy Commission 
NOVEMBER 11, 1954 


MEMORANDUM RE POWER CONTRACT DATED NOVEMBER 11, 1954, BETWEEN AEC Anpb 
MISSISSIPPI VALLEY GENERATING COMPANY 


During the course of negotiations of the contract between Mississippi Valle) 
Generating Company and the United States of America, acting by and through 
the Atomic Energy Commission, dated November 11, 1954, Contract No. AT 
(49-1)-814, the following interpretative understandings of various provisions 
of the contract were developed in conversations between the parties. 

For convenience, the following paragraphs are keyed to the contract provision 
to which they principally relate. 

Section 2.02: The Company is to furnish AKC with copies of all agreements 
contemplated by Section 2.02 and paragraph 1 of Section 8.16 and with copies of 
any amendments or modifications to any such agreements. The Company is also 
to furnish AEC with copies of all contracts and commitments, and amendments 
or modifications thereto, entered into between the Company and the institutional 
investors and banks, or representatives thereof, in connection with the financing 
of the Company’s capital investment, including any bond indenture, mortgage 
or other evidence of indebtedness issued in connection therewith. 

The term “incremental cost” which appears at the end of this Section means 
“all of the costs and expenses associated with and experienced by the actua 
production and delivery of the product, electrical energy, over and above all of 
the costs and expenses which would have been incurred had there been no such 
actual production and delivery.” This definition is also applicable to the use of 
the term “incremental cost” in the last sentence of paragraph 1 of Section 4.08 
The parties will from time to time agree upon procedures for determining incre- 
mental cost. 

Section 2.08: The cooperation of the parties contemplated by this Section will 
include the preparation of such operating memoranda or manuals through col 
laboration of AEC, Company, and TVA as may be mutually agreed to be necessary 
in order to establish operating procedures for the guidance of operating person- 
nel in the several organizations concerned with the carrying out of the pro 
visions of the Contract. 

Section 2.06: The Company is not to retain any firm as architect-engineers for 
the design of the Facilities or as general contractor for the construction of the 
Facilities or for the management of such construction without the prior approval 
of the AEC. In order to permit AEC to be fully informed as to certain matters 
subject to AEC review under this Section, the information to be furnished to 
AEC by the Company will include substantially the following information: 
within 6 months after the effective date of the Contract, the Company will submit 
an estimate of construction costs, detailed by labor and material, which will 
include the man-hours for each item and the wage rates on which the estimate is 
based. This estimate will be broken down, as far as practicable, into the units 
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of property prescribed by the Federal Power Commission in its Order No. 45, 
dated January 13, 1937, and the unit cost estimate will then be summarized into 
the Primary Plant Accounts 301 through 393 of the Uniform System of Accounts 
nsofar as they are applicable. The above details are not expected to include 
indirect or overhead charges which will be shown separately under the categories 
sted in the Uniform System of Accounts, Instruction 5, Electric Plant Account, 
Items (4) to (18), inclusive. Sufficient information will be submitted with the 
estimate to determine the size and capacity of the major items in each plant 
ccount. AS soon as practicable after the effective date of the Contract, but in 

» event more than 30 months thereafter, the Company will submit for the first 
vear of full-scale operations, an estimated income statement showing operating 

venue under this Contract and operating revenue deductions (Accounts 502, 
Operating Expenses ; 503, Depreciation ; 507, Taxes ; 530, Interest ; 531, Amortiza- 

n of Debt Discount and Expense ; and 536, Interest Charged to Construction 
Credit). Account 502 should be detailed by the Primary Accounts 701 through 
809 as applicable. Details of the estimated taxes will be shown by class of tax, 

d the interest charges and debt expense will be shown separately for each class 
if debt or obligation issued. Amounts in Accounts 536 should indicate the por 

on of the credit arising from equity capital, bonds, notes, etc., and commitment 
Ces, 

During the period when paragraph 2 -of Section 7.07 would be effective in 
the event. of cancellation, the Monthly Progress and Cost Reports required to 
be furnished to AEC under the last sentence of this Section are to include a 
statement of expenditures made and estimated cost of cancellation of commit 
ments Which AEC would be required to pay in the event of cancellation under 
the provisions of that paragraph. 

Section 3.01: The provisions of this Section are not intended to apply to any 
power and energy becoming available to the Company during periods of test 
operation of any unit prior to the commencement of commercial operation of 
such unit. It is understood that if such power and energy does become available 
during test operation, and if Company and AEC then agree that such power 
and energy shall be furnished to and taken by AEC, the arrangements therefor 
will be covered by a separate agreement between the parties. 

When the Company obtains service from the Sponsoring Companies or their 
subsidiaries in order to provide the additional service referred to in the second 
last sentence of this Section, it is understood that the “cost to the Company” 
f obtaining such service is to be the cost incurred by the Sponsoring Company 
or subsidiary thereof plus transmission losses plus a loading factor of approxi- 
ately one mill per Kwh. 

The second sentence of this Section provides: “The AEC may schedule or take 
service at any rate which would not require the operation of any generating 
unit of the Facilities at a rate less than the equivalent of 70 Mw. at the Primary 
Delivery Points except as may be mutually agreed to from time to time and 


( 


which would not, ercept upon reasonable notice, result in starting up or shutting 
down any such unit.” 

The Company has submitted two separate memoranda, dated September 14 and 
September 16, attached to this memorandum, covering the expected operation of 
the boiler and generating units from minimum load to increased load and the 
requirements for starting, loading and shutting down unit overnight. It was 
agreed, rather than attempting to spell out at this permanently fixed limits both 
as to minimum loading and notice of shutdown, to incorporate the above under- 
lined phrases in the Contract with the intention that these operating conditions 
can later be provided for in contemplated agreements among AEC, TVA and 
the Company and be modified from time to time as actual in-service experience 
is obtained. 

Section 4.01: The term “no load fuel’ used in this Section means “the quan- 
tities of fuel taat are required to keep the turbo-generators operating at rated 
speed with steam pressures and temperatures maintained at proper levels and 
carrying no load other than that equivalent to the station auxiliaries in service, 
all as required to permit the production of externally useable power and energy 
upon notice and demand by the customer.” 

Section 4.02. It is understood that the cost of the Facilities, as defined in the 
second sentence of this Section, shall not include any travel or similar expenses 
incurred by or salary paid to any officer or employee of Middle South Utilities, 
Ine., or The Southern Company in the preparation and presentation of the 
proposals made by the Company to AEC or in the negotiation of the Contract. 
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The foregoing statement is not intended to create any implication as to the 
allowability or non-allowability of any other item of cost. 

In computing the Interest during Construction component of the cost of tl 
Facilities the rate of return on equity capital is not to exceed 6 percent. 

Section 4.03: In the definition of the factor “R” used in the formula in par; 
graph 2 of this Section, it is understood that the term “composite rate” will mean 
that the estimated rate will take into consideration the fact that, under current 
Federal income tax rates, surtax is not paid on income up to $25,000 and the fact 
that in future years there may be varying rates or bases of tax at various levels 
of income. 

In the formula used in paragraph 2, the “R” factor is defined as the “estimated 
composite rate of applicable Federal taxes levied upon or measured by incon 
expressed as a percentage and determined for the succeeding quarter year 
period by agreement.” In the determination of the estimated composite rate th 
income before taxes will be assumed to be that amount, which after estimat 
taxes, would yield the return on equity capital equal to the “E”’ factor in th: 
formula 

Section 4.09: If the provisions of the second sentence of this Section becom 
applicable, it is understood that the amendment or supplement to the Contract 
contemplated in this sentence will include a provision that, should the AEC mak 
additional payments thereunder, such payments, after providing for any appli 
cable taxes, will be used currently to retire bonds and to pay any required 
premium for such retirement. 

Section 4.10: This Section provides that, upon termination of the contract, the 
amounts payable on account of replacements under Section 4.11 shall be reduced 
in the same proportion as the Contract Capacity is reduced. One of the com 
ponents of the credit provided for AEC under Section 7.04 in the event of 
relinguishment of terminated capacity is $250,000, representing an estimated 
annual replacement payment. Accordingly, if the AEC relinquishes the total 
Contract Capacity after notice of termination and receives a credit therefor 
pursuant to Section 7.04, the parties will review the effect of Section 4.11 to 
determine what adjustment, if any, should be made in the payments by the AEC 
under that section as contemplated by the next to the last sentence thereof i1 
order to insure that the amounts thereafter paid by the AEC under Section 4.11 
will be equal to the amount in respect to replacements included in the credit 
received by the AEC under Section 7.04 and that the AEC will not thereaft: 
make any net payment in respect of replacements. In the event of a partial 
relinquishment of Contract Capacity pursuant to which a credit is given to the 
AEC under Section 7.04, there will be a pro rata application of the foregoing 
adjustment. Such review of the effect of Section 4.11 will include consideration 
of the timing of the distribution of the replacement reserve contemplated by the 
last sentence of that Section. 

Section 4.11: The parties will establish a line of demarcation between those 
items of equipment, the appropriate replacement of which will constitute a proper 
charge against the replacement reserve established under this section, and those 
items, the replacement of which is a proper charge to maintenance expense. In 
establishing this line of demarcation, it is intended that applicable instructions 
in the Uniform System of Accounts and applicable orders of the Federal Power 
Commission with respect to differentiation between maintenance and replace 
ments will be followed. The parties intend from time to time to review and make 
such revision of this line of demarcation as may be necessary and agreed to be 
appropriate. 

This Section contains the following provisions: “The Company will maintain 
on its books a replacement reserve and will credit to such reserve all amounts 
received by it from the AEC under this Section after deducting therefrom 
Federal income taxes, if any, which may be payable by the Company with respect 
to the receipt by it of such payments after reflecting the effect of any additional 
depreciation referred to in clause (ii). All charges for replacements, except 
replacements paid for out of the proceeds of insurance or out of amounts paid 
to the Company by third parties, shall be charged to the replacement reserve. 
Any net earnings, after any applicable taxes thereon, resulting from investment 
of the Company’s funds allocable to the replacement reserve, will be credited to 
such reserve.” It is understood that Funds credited to the reserve account are 
not to be used as working capital by the Company, the need for such working 
eapital having been provided for by initial financing; but, after retaining a 
reasonable cash balance to meet current requirements, if any, for which the 
reserve was established, such funds may be invested in such securities as AEC 
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proves and the net income from such investments, after any applicable taxes 

such income, are to be credited to the replacement reserve. If the Company 

all receive a tax refund because of any payment made to the AEC pursuant to 

e last sentence of Section 4.11, such refund shall be deemed to be a part of the 

placement reserve for the purposes of that sentence. 

Che principles stated in the preecding paragraph apply equally to the Reserve 

Deferred Maintenance established under the provisions of Section 4.14 and 

any distribution thereof under the last sentence of paragraph 1 of Section 4.14 

In the event the AEC delivers a notice of termination of the Contract and 

quests a joint examination and review of the matter of payments under Section 

11 as provided therein, the Company will be agreeable to an immediate review 

th respect to the payments under Section 4.11 thereafter. 

Section 4.14: The third sentence of paragraph 1 of this Section requires that 
the Company credit excess revenues to a Special Reserve Account and impound 
and deposit such excess in a Special Fund “which shall not be available to the 
Company or the AEC except upon the making of payments therefrom pursuant 
to the following provisions.” The following sentence provides: “Any net 
earnings, after any applicable taxes thereon, resulting from the investment of 

h impounded funds shall be credited to the Special Fund.” It is intended 
that the Company may invest monies deposited in the Special Fund in such 

urities as the AEC approves; but that the Special Fund is not to be available 

the Company or the AEC for any other purpose except for the making -f 
payments therefrom as provided in this Section 

rhe 10th sentence of paragraph 1 of this Section 4.14 provides: “For purposes 

this Seetion net income shall be derived in accordance with the Uniform 
System of Accounts,” etc. It is understood that, in the determination of net 
neome, the cost of power and energy received from sources other than the 
Company’s generating facilities, and delivered to AEC as a part of its contract 
entitlement under Section 3.01, is to be taken to be the product of the number of 

lowatt-hours of energy so received and delivered during the period for which 
he determination of net income is made multiplied by the Contract Energy 
Charge, and plus 0.15 mills per Kwh. as the agreed-upon applicable no-load fuel 
omponent of power cost. 

The last two sentences of paragraph 1 of Section 4.14 provide as follows: 
“Upon expiration of this contract, either by expiration of the term provided 
for in Section 7.01, by termination or otherwise, the Company and the AEC shall 
agree upon the amount necessary, giving effect to accumulated maintenance 
requirements, to place, or to provide for placing, the Facilities in the dependable 
ind efficient operating condition required for providing the service herein pro- 
vided for during the unexpired term, including permissible extensions thereof 
under Section 7.08 hereof, all in accordance with practices prevailing among 
prudent operators of similar properties. If, after providing for such mainte- 
nance, any amount shall remain in the Reserve for Deferred Maintenance such 
amount shall be equally divided between the parties.” 

In making the above determination, the parties will follow these principles: 

1. The Facilities will be adequately maintained on a current basis. Con- 
sequently consideration will be given principally to accrued current mainte- 
nance and to major maintenance and repair operations recurring in aceord- 
ance with established company standards in cycles of more than one year. 

2. The estimated cost will not include any duplication of any maintenance 
or repair operation. 

3. As to any item having a normal maintenance cycle longer than one year, 
under normal conditions only that portion of the estimated cost of the 
next normal maintenance operation will be included which represents the 
relation of the expired part of the normal maintenance cycle, as of the 
date of expiration, to the total normal maintenance cycle; e. g., if an item 
of equipment normally undergoes a maintenance or repair operation every 
tenth year and the contract expires at the end of the third year, there will 
be included under normal conditions only %o of the estimated cost of the 
next maintenance or repair operation. 

4. The cost of modernizing any portion of the Facilities will not be included 
to the extent chargeable to plant account under the Uniform System of 
Accounts. 

5. The cost of any replacements customarily made in Section 4.11 will not 
be included. 

Within twelve months after the Facilities are placed in operation, the Company 
will furnish AEC with a list of the items of plant, the maintenance of which 
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are on a cyclic period of more than one year, and the estimated cyclic period 
applicable to such item, and will revise such list from time to time as exp: 
rience indicates, 

Section 7.04: The following are sample calculations of the effect of absorp 
tion by the Company of capacity that AEC has previously relinquished under 
the provisions of this Section (figures are rounded out for simplicity) : 


“A” Capacity Charge—600 MW sd caearaalel $9, OOO, O00 
Credit for relinquishment 600 MW : ; )1, 500, 00 


Adjusted Capacity Charge—600 MW a. - 7, 500, 00 
Company absorbs 250 MW . ; —)3, 750, 000 


3, 750, 000 


250 al 
Decrease Credit G4 $1,500,000 (+ )625, 000 
0 


Capacity Charge—350 MW aia incinialia sa ticnitada $4, 375, 000 
Capacity Charge—600 MW ; 9, 000, 000 
Credit for relinquishment 600 MW aii -)1, 500, 000 


Adjusted Capacity Charge—600 MW_-_- (—)7, 500, 000 
Company absorbs 100 MW_- dial (—)1, 500, 000 


6, 000, 000 
Decrease Credit 4% x $1,500,000 5 (+ ) 250, 000 


Capacity Charge—500 MW . Fe - $6, 250, 000 
Capacity Charge—600 MW - si : $9, 000, 000 
Credit for relinquishment 600 MW_- 500, 000 


Adjusted Capacity Charge—600 MW : = ts : 500, 000 
Company absorbs 300 MW a 500, 000 


3, 000, 000 
Decrease Credit 1% x $1,500,000__ ae : (+) 750, 000 


Capacity Charge—300 MW__- a bd a si $3, 750, 000 


Section 7.07: The term “losses resulting from such cancellation,” used in Line 
16 of paragraph 2 of this Section dees not include any loss of anticipated profits 

Section 8.23: The decision of the arbitrators, in any case where such decisior 
is to be made on the basis of an amendment to the contract, is required to 
include findings that such decision is “desirable in the business of the Company 
and the AEC, is not prejudicial to the interests of the holders of the outstanding 
indebtedness of the Company and will not impair any security therefor.” Th 
following statement will clarify the intent of the quoted language: 

The Contract will be pledged under the mortgage and as a result the Company 
will no longer be free to consent to amendments to it without complying wit! 
the standards which are in the mortgage to the effect that the amendment is 
desirable in the business of the Company, is not prejudicial to the interests 
of the holders of the bonds and will not impair the security therefor. Simila: 
provisions are general under mortgages under which contracts are pledged as 
security. The purpose of the quoted provision is to enable the Company t 
comply with these anticipated requirements of the mortgage. 

Some of the sections listed in 8.23 provide for an overall downward adjust 
ment under certain conditions. The Company is of the opinion that under 
such sections, if arbitration becomes necessary because the parties fail to agre¢ 
there will be no difficulty in making the above referred to findings so as to 
be able to make the modifications necessary for such “overall downward adjust 
ments” and at the same time comply with the requirements of the mortgage, 
since it will be desirable in the business of the Company and in their relation 
ship with the AEC to make the adjustments provided for if they are not 
prejudicial to the holders of the bonds and will not impair the security therefor 
Section 8.02—Use of Fuels or Sources of Energy Other Than Coal—is an example 
The same principles are considered to be applicable to all matters subject 
to arbitration under this Section. 
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Sections 2.04 and 8.02: The Company has no present intention of converting 
any fuel or source of energy other than coal under the provisions of Section 
\.02. In the event that in the future such conversion should become economically 
idvantageous and it should be decided to effect such conversion, it is understood 
that Section 2.04 would not be applicable with reference to priority assistance 
but that Section 2.04 is applicable solely to the original Facilities referred to 
Section 1.01. 


EBASCO SERVICES, INCORPORATED, 
New York, 14 September 1954. 


MISSISSIPPI VALLEY GENERATING COMPANY MINIMUM LOAD 


Restudy of minimum contract load shows that the presently stated 35 percent 
of delivery per unit at river center line, equivalent to 70 mw., be retained as an 
absolute minimum. This figure is considered to be the present practical power 
limit of operation recommended by equipment manufacturer and experienced 
in central station operation with large modern generating units. It is based 
on all burners in operations. 

The minimum output of the generating plant is fixed by the requirements of 
the steam generating unit and its firing equipment. The requirement for continu- 
ous commercial operation at minimum load is that the slag in the furnace bottom 
be in liquid state to permit ash removal by tapping. Operation at less than the 
recommended minimum load results in decreased temperature in the furnace 
bottom and causes the liquid ash to become more viscous, accompanied by solidi- 
fication in the cooler sections of the furnace bottom. The extent of decreased 
fluidity and rapidity of ash solidification depend on variable coal propertes, 
inherent characteristics of the furnace and the degree to which judcious manual 
operaton of cyclone burners may tend to equalize furnace bottom temperatures. 
Only actual in-service experience can establish the practical commercial! low limit 
of continuous output for a given installation. 

To ensure plant response to varying demand, all essential auxiliaries, including 
all cyclone furnaces, must be in operation at the minimum continuous commer- 
cial output to enable automatic plant coutrols to pick up load. The manufacturer 
of the steam generating unit equipment estimates that with all cyclone burners 
in operaion (six per boiler unit) the minimum stable output with satisfactory 
and continuous slag tapping may be approximately 33 percent to 40 percent of 
maximum boiler rating. The 70 mw. (35 percent) suggested minimum contract 
load is equivalent to 31.5 percent of boiler rating. 

Discussion by Mr. P. E. Gourdon, Consulting Mechanical Engineer of Ebasco 
Services, Incorporated, with Mr. 8S. Fiala, Consulting Mechanical Engineer of 
American Gas & Electric Company, concerning stable minimum load operating 
conditions of A. G. & E.’s various 200 mw. units has developed the information 
that their liquid slag tap bottom type of furnaces can be operated at not much 
less than 50 percent rating. They feel this is a practical lower limit which can 
be achieved under normal routine operating conditions. Reduction below this 
level, down to one-third or 40 percent rating as anticipated by the boiler manu- 
facturer, may be possible but only under controlled test setup conditions accord- 
ing to Mr. Fiala. Experience shows that A. G. & E. units can be operated over 
a weekend or over a night shift at somewhat less than 50 percent output, resulting 
in accumulation of furnace bottom ash which must be melted in resuming 
higher load. 

It may be of general interest to report the following comments from Mr. Fiala 
n respect to their new Kanawha plant which consists of two 217 mw. units with 
boilers of dry bottom type. With all burners in service, the lower limit of stable 
operation has been found to be about 65 percent of full load, based on good coal 
conditions. By removing burners progressively, Mr. Fiala states, 40 percent 
loading can be reached, but this they consider to be the absolute minimum load. 
In general, A. G. & E. consider that the practical minimum load that can be 
carried by dry bottom furnaces is 50 percent of rated capacity, and slightly less 
than 50 percent for slag tap type. 

Taking all things into consideration, also in view of manufacturer’s statements 
in regard to their equipment and central station experience in operation of large 
coal burning plants, it is recommended that the 35 percent minimum load point 
presently stated in the contract should not be reduced. 

P. E. Gourpon. 
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Esasco SERVICES, INCORPORATED, 
New York, N. Y., 16 September 1954 


MISSISSIPPI VALLEY GENERATING COMPANY PLANT STARTUP AND LOADING, Ex 


A separate memorandum dated 14 September 1954 discusses the basis for the 
35 percent minimum load point (per unit) presently stated in the draft contract 
That memorandum covered practical operating considerations relative to the 
steam generating unit and the need for keeping all cyclone burners in operation 
down to this minimum load point to permit continuous slag tapping and to enable 
the unit to be controlled automatically between the minimum load point and fu 
load 

This memorandum summarizes reasonable operating time requirements for 
starting, loading, and shutting unit overnight. The time factors shown on th 
attached schedule are best estimates based on preliminary boiler data and indus 
try recognized boiler-turbine operating considerations. These time estimates 
are subject to review after final equipment design and operating factors are 
crystallived with the manufacturers. In any event, actual in-service experience 
will be the final guide in determining the essential time requirements. During 
emergencies or abnormal situations, however, it may be necessary to operate 
under time allowances greater or less than those estimated herein. 

System disturbances which can result in loss of loads and trip-outs are con- 
sidered as occurrences which must be met by proper operating practices and 
procedures, 

This study discusses cold- and hot-condition startups, loading to minimum 
contract load and to full load; reducing load; and considerations in connection 
with overnight shutdown, 

The 35-percent load point (equivalent to about 70 mw. delivered at river 
centerline) shown in the attached schedule is the minimum to which each unit 
may be loaded as presently specified in the draft contract; at this load all 
cyclone furnaces are in operation. As load is reduced below 35 percent, cyclone 
burners are removed manually from service in step with load requirements 
Furnace bottom temperatures will then decrease resulting in a more viscous 
slag with some freezing in the cooler areas, and after a prolonged period of 
operation at these lower loads continuous slag tapping will be impossible. The 
leneth of time at which commercial operation at loads somewhat below 35 
percent may be maintained can only be determined by actual operating experience. 
As an illustration, the boiler manufacturer states that operation with only one 
cyclone burner in service (equivalent to 15-mw. load) may be possible for a 
period equivalent to a weekend; however, furnace-bottom slag would accumu 
late and solidify in the interim. Following such slag accumulation it would 
be necessary to operate at high load approximately 48 hours in order to melt 
the slag and restore operation on a continuous slag-tap basis. The foregoing 
operations to be carried out with due regard to safety considerations. 

The 60-percent load point referred to on the time schedule is significant in 
the loading regimen because it is the estimated load above which main steam 
and reheat steam temperatures are substantially constant. 

It must be recognized that irrespective of time intervals mentioned herein 
system conditions will influence what can be done, how slow, how fast, rate of 
loading, rate of unloading, etc. 

Comments appropriate to the attached time schedule are summarized below: 


STARTING AND LOADING 


Time interval for start from cold condition of boiler and turbine is governed by 
several factors of which consideration of permissible rate drum metal tempara- 
ture change is one of the major—generally recommended not to exceed 80 to 100 
F. per hour. Temperature change from assumed ambient condition of 50 F. to 
approximately 650 F. (corresponding to saturation temperature in the boiler 
drum at full-load pressure) represents a 600 F. total temperature rise. This 
operation requires at least 7 hours of starting time under manufacturers’ normal 
recommendations. Some work has recently been done by a few utilities on de- 
velopment of techniques for rapid and controlled boiler-turbine startup which 
requires additional instrumentation and close supervision by the operators. 
Since these techniques are still new and can only be established for each installa- 
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tion by actual test, our present study, and contemplated operation, is predicated 
the normal practices of the industry. 

Che turbine can be brought on the line from cold condition during the latter 
yhases of boiler startup, requiring no extra time beyond the 7 hours mentioned 
for the steam generating unit. 

rime interval necessary to start the turbine from a hot condition is predicated 
n the boiler being “bottled up” from the previous night’s shutdown and the 
turbine metal temperatures having dropped to a given level as determined by 
the previous night trip-off load point. Turbine manufacturers’ usual time 
recommendations are followed in bringing the unit to 10 percent load from 
turning gear condition. The time required for progressive loading to 100 
percent is also governed by manufacturers’ time-temperature relations which 
should be maintained for trouble-free operation. The estimated temperature 
changes tabulated on the attached schedule are predicated on preliminary boiler 
data, which shows 800 F. main steam temperature at 10 percent load, 950 F. at 
35 percent load, and 1050 F. at loads above 60 percent. 

In summary, the elapsed time necessary to reach 35 percent load from cold 

art is estimated to be at least 7 hours; from hot start it requires about 70 min- 
tes. Elapsed time from cold start to 100 percent load is about 7 hours, 20 
nin., and from hot start approximately 90 minutes 


UNLOADING AND OVERNIGHT SHUTDOWN 


Decreasing the boiler load to 35 percent is readily handled by automatic com- 
bustion (and other) controls responding to turbine unloading. The turbine is 
unloaded in accordance with turbine manufacturer's time-temperature recom- 
mendations which are practically the same as for load pickup. 

Based on preliminary boiler superheater data for this installation, a unit 
scheduled for overnight shutdown should be tripped at about 25 percent load 

provide desirable turbine startup temperature conditions the following morn- 

ig. The main steam temperature at the 25 percent load point is about 900 F. 
and assuming a 200 F. turbine temperature drop during the night, the high- 
pressure turbine section will be at about 700 F. temperature the following morn- 
ing. The “bottled up” boiler will lose approximately 300-500 psi drum pressure 
overnight, corresponding to about 620 F. residual drum temperature the fol- 
lowing morning. During turbine startup saturated steam leaving the boiler 
drum and passing through the superheater at the time of venting will pick up 
some superheat as the boiler is being fired with the result that the temperature 
of the steam entering the turbine will closely approach turbine metal tempera- 
ture, 

The elapsed time required to drop from full load to 35 percent load is estimated 
to be 20 minutes. Reducing the load to tripoff or 25 percent load requires an 
additional 10 minutes or a total elapsed unloading time of 30 minutes from full 
load to tripoff. 

P. BE. Gourpon. 

PEG :amp 
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Estimated time schedule 


Equipment Estimated temp. 
£ rning change 


600 F. in drum 7 hr 
mum 


irning gear to synehr furbine 

load to 10 percent rated i lurbine 

it 10 percent load (t Turbine 
exhaust hood temperature 


10 percent to 35 peree Turbine 150 F. at throttle 
for 1B through (d 
35 re nt to 60 percent rurbine 100 F. at throttle 
m 60 percent to 100 percent Mainly combustion | 0 F. at throttle 


controls 


RNIGHT SHUTDOWN 
to 60 percent iinly @ u ) F. at throtth 5 min. avg 


to 35 percent Purbine 100 percent at} 15min. 
throttle 
d from 35 | ent to 25 percent to re- | Turbine 50 F. at throtth 
duce turbine tal temperature before 
tripoff 
it 25 percent load and place on turn- 
r overnigl 
frum 100 percent load 
5 percent load 20 min 


25 percent load ov min, 


in absorb load at the rate implied—such a transferring load from one plant to another 
Letter Contract No. A’T—(49-1)-815 


NOVEMBER 11, 1954. 
S. AromMic ENERGY COMMISSION, 


Washington, D. C.: 

‘his Letter Contract will confirm understandings reached between Middle 
South Utilities, Inc., and the Southern Company (hereinafter referred to as the 
“Sponsoring Companies”) and the United States Atomic Energy Commission 
(hereinafter referred to as the “Commission” ) relative to the furnishing of power 
to the Commission upon the contingencies and subject to the terms and conditions 
hereinafter set forth. 

1. In either of the following events, and for the periods therein stated, namely: 


(a) In the event that the term of the Power Contract, dated November 
11, 1954, between the Commission and Mississippi Valley Generating Com- 
pany (hereinafter referred to as the “Power Contract’) as a contract for 
electric utility service shall not have commenced on or prior to the last day 
of the 36th calendar month commencing after the effective date of the Power 
Contract, then during the period commencing with the first day of the next 
succeeding calendar month and terminating on the date that the term of 
the Power Contract as a contract for electric utility service shall commence, 
or on the termination of the Power Contract for any cause, whichever event 
shall first occur, or 

(b) In the event that the Company is not in a position, on or before 
the last day of the second calendar month commencing after the date of 
commencement of the Power Contract as a contract for electric utility service, 
to deliver commercially under the Power Contract substantially 400,000 
kw., then during the period commencing with the first day of the next suc- 
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ceeding calendar month and terminating on the date on which the Company 

is in a position to deliver commercially under the Power Contract substan- 

tially 400,000 kw., or on the termination of the Power Contract for any cause, 
the Sponsoring Companies, or subsidiaries thereof, will be obligated to supply, 
severally and separately and in the proportions of 80 percent for the Middle South 
System and 20 percent for the Southern Company System, and the Commission 
will be obligated to pay for, 100,000 kilowatts of firm capacity (hereinafter called 
“Interim Power”). 

2. The monthly capacity charge for Interim Power shall be $1.50 per kw. The 
rate for energy delivered in connection with Interim Power shall be 1.868 mills 
per kilowatt-hour. The Commission shall pay in addition any increased cost 
incurred by the Sponsoring Companies or their subsidiaries on account of the 
delivery of power and energy hereunder due to any increased state and local 
taxes, and the Commission shall receive a credit for any decreased costs due to 
any decreased state and local taxes, in either event resulting from tax legislation 
having initial effectiveness subsequent to August 4, 1954, to the extent that any 
such tax is based on gross revenue, energy generated or sold, or on any other 
basis capable of direct distribution. 

3. In either event described in Paragraph 1 above, the Commission and the 
Sponsoring Companies, or subsidiaries thereof, will enter into a formal contract 
for the supply of Interim Power (hereinafter referred to as the “Interim Power 
Contract’). Such contract will include, in addition to the provisions described 
in Paragraphs 1 and 2 above, the following terms and conditions: 

(a) Delivery points shall be those described as Primary and Secondary 
Delivery Points in the Power Contract. 

(b) Delivery arrangements and conditions of supply and use shall be 
similar to those described in Sections 3.02, 3.08, 3.04, 3.05, and 3.07 of the 
Power Contract, to the extent that the same are applicable. 

(c) Billing and metering arrangements shall be similar to those described 
in Articles V and VI of the Power Contract, to the extent that the same are 
applicable. 

(d) If the term of the Interim Power Contract shall extend for a period 
in excess of six months, the Commission shall thereafter have the right to 
terminate the Interim Power Contract upon 60 days prior written notice to 
the Sponsoring Companies and all rights and obligations of the parties under 
the Interim Power Contract shall cease upon the date stated in such notice 
except as to any amount owed by any party under the Interim Power Contract 
on that date. 

(e) The Interim Power Contract will include, to the extent applicable, 
provisions similar to Sections 8.03, 8.05, 8.08, 8.09, 8.10, 8.11, 8.12, 8.13, and 
8.18 of the Power Contract and any other provisions required by law to be 
included in contracts of the Commission. 

(f) The Interim Power Contract shall be subject to the availability of 
appropriated funds and shall also contain such other terms and conditions 
as shall be mutually agreeable to the parties. 

4, This agreement and the Interim Power Contract are subject to present and 
future valid laws and to requirements of duly constituted regulatory authorities 
having jurisdiction. 

If the foregoing states satisfactorily our understandings, will you kindly 
indicate your concurrence below. 

Mippite SoutH Urttiities, INc., 
By E. H. Drxon, President. 
THE SOUTHERN COMPANY, 
By J. M. Barry, 
Chairman of the Executive Committee. 

Accepted : 

U. S. Atomic Eneray ComMISsION, 
By R. W. Cook, 
Acting Assistant General Manager for Manufacturing. 

NOVEMBER 11, 1954. 





1020 UTILITY CONTRACT WITH MISSISSIPPI VALLEY GENBPRATING CO. 


Unitev States ATomMiIc ENERGY COMMISSION, 
WASHINGTON 25, D. C., 
November 11, 1954. 
MISSISSIPPI VALLEY GENERATING COMPANY, 
P.O. Box 1876, West Memphis, Arkansas. 

GENTLEMEN: This is with reference to the Power Contract No. AT—(49—-1)-814 
dated November 11, 1954, between your Company and the Atomic Energy Com- 
mission as amended by Supplement No. 1 dated November 11, 1954, the delivery 
of which is conditioned upon certain understandings contained in a letter dated 
November 11, 1954, from your Company to the Atomic Energy Commission and 
confirmed by the latter (the said Power Contract, Supplement thereto and letter 
concerning conditions of delivery being hereinafter referred to collectively as 
“the contract”). I wish to advise you that in my opinion the Atomic Energy 
Commission has power and authority to execute the proposed contract and the 
undertakings therein described and to obligate the United States of America for 
all payments which may be required to be made by the Atomic Energy Com- 
mission to your Company pursuant to any of the provisions of the proposed con- 
tract. It is further my opinion that Mr. Richard W. Cook, Acting Assistant 
General Manager for Manufacturing, and Mr. K. D. Nichols, General Manager, 
respectively, have full power and authority to execute and approve the contract 
on behalf of the Atomic Energy Commission and to make delivery thereof. 

Sincerely yours, 
WILLIAM MITCHELL, 
General Counsel. 





